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Dear Gen. Schneider: 

This letter outlines the actions CEEE must take upon execution of theLoan Agreement to implement and comply with its terms and conditions.While subsequent Implementation Letters may modify or elaborate on the
content of this letter, our intent here is to indicate the general
pattern of A.I.D. operating methods and to provide some of the detailed
requirements you will encounter. 
These requirements relate to bidding,
procurement, contracting and reporting procedures which should be
 
observed.
 

I. Conditions Precedent 
- ArticleIII
 

A. 
 Conditions Precedent to Initial Financing-- Section3.01
 

This Section of the Loan Agreement provides that prior to the
first disbursement and prior to the issuance of the first Letter of
Commitment under the Loan, the Borrower shall furnish the following in
form and substance satisfactory to A.I.D.:
 



2.
 

L Leal0inion and Su Porting Documents 
- Section 3.O1(a)(i)
and ii~ 

The three Legal Opinions required
CEEE, - on the Loan Agreement by theand by the State, and on the Guaranty Agreement by the Guarantorshould be signed by the highest ranking legal officers of CEEE, theState of Rio Grande do Sul, and the Ministry of Finance respectively.Guidelines for preparing the required legal opinion of CEEE are setforth in Attachment A. The legal opinions to be submitted by the State 

their authors deem 
and the Ministry of Finance may take whatever formappropriate. 
However, the opinions should at a minimum contain thecertification stated in Sections 3.01 of the Loan Agreement and 10.01of the Payment and Guaranty Agreement, respectively. In addition, the
legal opinion of the Ministry of Finance should confirm our understandingthat Decree No. 6f.345 of April 10, 1969 is not applicable to thissince the Loan is Loan,not made to the Government of Brazil or any of itsagencies, and since the technical services contracts to be financed under
the Loan pre-dates the Decree. We shall of course co.mmunicate directlywith the Ministry of Finance with respect to this matter.
 

2. Desigation of the Borrower and State's Rcresentative(s)
and Specimen Signature - Section 3.Ol(h) 

Pursuant to Section 
3.01(b) and Section 9.02, specimen signatures
(in three copies) of the representative(s) of the Borrower and the State
should be furnished together with the respective Legal Opinions referredto above. The authenticity of the specimen 
signatures may be certified
by the same person(s) who render the Legal Opinions. A suggested form
for this purpose is set out in Attachment B.
 

3. Evidence of Consent 
- Section5.01(c)
 

Evidence must be provided of all 
mivers and consent to the A.I.D.
Loan Agreement required pursuant to agreements between Borrower and
other credit institutions. 
This provision may be satisfied separately
by a letter from the highest ranking legal officer of CEEE indicating
that all such waivers have been obtained, or, if more convenient, it
may be included in the Legal Opinion referred to in Section 3.01(a).
 

A.I.D. 
assumes that the BNDE Loan Agreement of January 31, 1968 is
one of other possible examples which may require a waiver or evidence
 
of consent.
 

4. Guaranty Agreement - Section 3.01(d)
 

As indicated in Section 5.01(a) A.I.D. requires a Legal Opinion
rendered by the highest legal authority of the Ministry of Finance that
the issuance of this Guaranty is legally authorized, that persons acting
in behalf of the Guarantors to bind their organizations to the guaranty
 



obligation were duly authorized and that all requirements of
registration and other acts under Brazilian L.w for giving these
guaranteed full force and effect have been met. The delivery of thisopinion, following the signature of the Payment and Guarant- Agreement
between the GOB and A.I.D., will satisfy Section 3.01(d) of the Loan
 
Agreement.
 

5. Special Payment Procedure - Section 3.01(d) 

Article II of the Payment and Guaranty Agreement describes the
special procedure for the Borrower's 
payment to the GOB in discharge
of the Borrower's obligation to make payment in United States dollars
under the Loan Agreement. This "Special Payment 
 Procedure" comes intoeffect only upon completion of the Conditions Precedent set forth inArticle X of the Payment and Guaranty Agreement.
 

6. Evidence of the Statc of Rio Grande do Sul Financial 
Commitments - Section 5.01(ff 

Signature and validation of the Loan Agreement and Governor
Peracchi Barcellos's letter to Mr. Louis V. Perez dated May 13, 1968provide satisfactory evidence of the State of Rio Grande do Sul'sfinancial commitment to the Project and thereby fulfill this condition.The "Project Financial Plan", Section 5.02(a), will further elaboratethe Project's financial undertakings. 

7. BNDE Loan Arireement - Section 3.01(g) 

A conformed copy of the 13TDE loan agreement with the COEE datedJanuary 31, 1968 in the amount of NCr$144.5 million has already beenforwarded to USAID. We are presently reviewing this Agreement. Weshall also require a statement that thefrom the BNDE Borrower has
complied with the conditions for disbursemcnts of the first, second and
third tranche (parcelas) of the IDE agreement.
 

8. Engineering Services - Section 5.01(h) 

Engineering services satisfactory to A.I.D. are essential to the
carrying out of this project. Such engineering services may be provided by: 

a. A Contract with a qualified U.S. engineering firm under whichall dollar costs of U.S. source and origin are payable under this 
A.I.D. loan;
 

b. A Contract with a qualified U.S. engineering firm in a jointventure with a Brazilian engineering firm under which all dollar costs ofU.S. source and origin are payable umder this A.I.D. loan; 



c. 
-A Contract with any other qualified engineering firm
acceptable to A.I.D., provided that al costs incurred there undershall be the responsibility of the Borroner and shall not be eligiblefor reimbursement or payment from the proceeds of this A.I.D. loan; 

d. CEEE's engineering staff. 

The provisions of A.I.D. Capital Project Guidelines - BorrowerProcurement of Engineering and Other Professional Services of UnitedStates and Local Source and Origin - 14.0. 1442.1 dated January 1969,(copies of whica arc being supplies to CEEE herewith) shall apply to theprocurement of engineering services under this loan. 
It _a the responsibility of the Borrower to select an engineering contractornegotiate a contract satisfactory to A.I.D. 
and 

USAID has reviewed (1) the
qualifications of the joint venture contractors International Engineering
Company and Companhia Internacional de Engenharia e Construqbes and(2) the procedures used by CEEE in selecting this joint ventureprovide engineering services in 
to

connection with the design and constructionof the Passo Real Hydro-Electric project and the procurement of equipmenttherefor. Viis selection is approved by USAID. USAID is reviewing thecontract with this joint venture. Our review covers the scope of work,reasonableness of the cost, and the conforL-nce of the contracturalprovisions with A.I.D. requirements. 
Subject to meeting A.I.D. reqnirements, certain dollar costs of engineering services rendered by the
joint venture during the formulation of the project and 
 the pre-loannegotiations period which were incurred subsequent to the date of thesaid contract are eligible for financing hereunder. Any amendmentor modification of, to,any contract for engineering services financed underthis loan shall be approved by A.I.D. prior to its execution.
 

9. Terminal Date forFulfillment of Section 3.01 
As noted in Section 3.05 of the A.I.D. Loan Agreement, except
as A.I.D. may otherwise agree in writing, all conditions precedent
specified in Section 3.01 should be met within ninety (90) days of the
signature date of the Loan Agreement. 

B. Additional Conditions Precedent 
- Section 3.02 

1. Financial Resources - Section3.02(a) 

Prior to amy disbursements or to the issuance of any Letter of
Commitment under this loan for any purpose other than to finance the
services referred to in Section 3.01(h), the Borrower shall furnish, in
form and substance satisfactory to A.I.D., 
a Project Financial Plan for
the financing of the Project showing the source and application of Brazilian
currency and U.S. dollar requirements. 
This Project Financial Plan should
be constructed on quarterly basis through the period of 1969-1974a 



5. 
covering expenditures related and limited to the facilities which are
included for financing under this loan. The Borrower shall also nirniah 
a comprehensive plan for financing its total investment program, 1969
 
to 1977, along the lines of the "Projeqtio Financeira" presented in
section 8 of the April 1968 Estudo dv. Expanloio da Capacidade Geradora da 
CEEE. Preparation of the Project Financial Plan is a first step to the
release of fanO-s (except per 5.01(h)) under the loan. Its prcparation
and submission should be expedited by the Porroater, particularly in view
 
of the provisiwns of contracts already entered into by the Borrower.
 

in 	 form and 

2. I~pen tion Plan - Section 3.02(b 3 

a. Phasing of the Project 

Lette.e 
the se 

Section 3.02(b) provides that prior to the ivsuance of any
of Conrmitinent under this Loan for any pu-pose other than to finance 
vice referred to in Sction 5.01(h) the Forro,.cr shall furnish 

a substance sati factory to A.I.D. a Project 1hplementation
Plan describing and schedUlirg the procmuenient, conjtruction and insta.lation 
necessary to comnlete the project. In order to exnEdite project
implementation USAID is modifyjng its requirr,,ent tha.t a P].an 	for the
total Project be submitted at one tine, and will instead require
particu arized subirissions pur'suant to Section 5.05. For purposes of
the submision of imnlemcntation pla:rn, the projcct shIall be divided into 
three phanes as follous: 

(1) Passo Real llyd.'oejectric plant planning, design procure.
ment of equipment and construction; 

(2) Transission line planning, design, procurement of
equipment and construction, including the syrtc control, communication, 
telemetering, and computer facilities; and
 

(3) 	 Distribution system planning, design, procurement of 
equipment and construction.
 

A separate implementation plan may be submitted for each of these
 
phases of the project.
 

b. 	Additional Co:"Jitions Precedent Applicable to the
 
Transmission and Disbribution Phases of the Project
 

(1) Transmission and system communication and control
 
facilities.
 



Prior to issuance of any letters of commitment for theprocurement of materials and equipment for the transmission system,including the telemetering, coimunication and computer facilities, theBorrower shall submit in form and substance satisfactory to A.I.D.: 

(a) An engineering study to determine the optimunm, economicallocation, routing and termination of the transmission systera in ?8rto
Alegre includirg the tra vinission voltage, 
 conductor size, number of

circuits, substation size, 
 and other design criteria. 

(b) An engineering study to determile the optimuin economicaltype of telemetering and telecopinaniieation facilities and systen requiredby CEEE to provide efficient, effective and timely system cep-crating
commnictiois. This study shel. include a review and anJysis of CME2scomputer needs for system operatioP'3, engineering, plv.nning and coinercial
 
purposes focused on the econr.cs, timing, type of harduvxr , method of
procurement, 
 and peraonnel requirements. This evaluation t;hall beaccomp.ished by enJgineers vith recent ep .cince in modern U.S. electricutility systems communicationn an'd operoting practices. The stuidy shaJ.1include an evalhation of the inte.xccnn..cLionolerentsar with Eletrosul,

and the cordmunication rind interconnectioti opcratfug control plp.ns 
andarrangenents involved. The e ,ine.s e reportstudy and shall provide both
 
the design and procurecment criterjia.
 

(c) An implem,,!ntat;ion plan including design, procui-eit,construction and completion schedv3.es, cost estiztes, training proara.m,
etc., necessary to complete ?hnsethis of the project. The training progrcunmust be sufficient in scope to innure that a competent staff is available
instel, operate and maintain a modern electric 

to
 
utility cc-muications system. 

(2) Distribution
 

Prior to issuance of any letter of commitment for the improvement of CEEEs distribution facilities the Borrower shall submit in form 
and substance satisfactory to A.I.D.:
 

(a) la engineering evaluation of the planned undergrounddistribution system in P3rto Alegre to determine the general layout of the

underground distribution system, the number of distribution substations required,optimum use of existing cables, the size of cables, the type of conductor,

the network voltage, size of transformers, number of alternate feeders, type
of protection and other design criteria. 
This evaluation shall include an
engineering econo-ic evaluation of the various alternatives to assure
optirmm economical development of the new distribution system.
 

(b) An implementation plan including design, procurement,

construction and completion schedules, cost estimates, training, etc. to
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7. 

complete this phase of the project. This plan shall cover the Prto 
Alegre underground system and all other distribution improvements which
 
are to be financed under this loan.
 

5. Goverw-ent of Brazil Approval of Imports - Section 1.0 2.)1 

A copy of CACEXa approval of the imports to be financed under 
this loan should be submitted for each phase of the project. 

4. Termina Date for ultlfillment of Section 5.02 

All conditions precedent specified in Section 3.02 should be met 
within one hundred Rnd eighty (180) days of the signature date of the Loan 
Agreement, uith the exception of the Imp;ler entation Plan required by
Section 3.02(b). That Plan, as earlier indicated in this Letter, is to be 
submitted in three p._ts, for the thrce phrses of the Project. The 180 
day requirem..nt is therefore modified as follows: The Phrase I Plu shal. be 
submitted within 120 days; the Phuse II Plan within 360 days, and the 
Phase III Plan within 270 days. 

C. Iotification - Section 3.014 

USAID will notify Borr-er upon determination by A.I.D. that the 
conditions precedent have been met. 

D. Audit of Records - Section 4.02.Q ) 

In connection with the selection of a firm of independent
public accountants to audit youar books and records, please refer to 
Attachment D "Selection of Independent Puiblic Accountant". 

F. Co Wunications - Section 9.01 

All docitments, letters, reports, etc. referred to in the Loan
 
Agreement and the Payment and Guaranty Agreement are to be submitted, 
with exceptions to be specified later, in the English language to the 
Office of Capital Developnent a.nd Industry of the United States A.I.D. 
Mission in Rio de Janeiro. 

II. Procurement - Article VI 

A. Plans, Specifications and Contracts ..Section 6.05
 

USAID is informed that the Borrower has already executed 
contracts for the procurement of turbines, and regulating valves of the 
dam and hydroelectric plant at Passo Real. These contracts shall be 
eligible for financing under this loan provided that the bidding and award 
procedures have complied with A.I.D. regulations, the requirements of the 
Government of Brazil with respect to importation have been met, the contract
 



8. 
was not entered into prior to A.I.D. authorization of the loan, the contract
is approved by A.I.D., and the Borrower conp1ies with the conditions
precedent 'under the Loan. 
The provisions of Section 6.05 of the Loan
Agreement shall be met rith respect to all other matter!. covered therein. 

The policies and procedures for the procurement of goods andservices to be finAnced from the loan-are shon in the A.I.D. psphlctsentitled A.I.D. Capitatl Projects Guidelines (Attachment E). 
 Prior A.I.D.
approval irill be required for the follcrin-g w..here ),oan funds are to bo used 
for payment. 

1. 
 Contracts for services or construction including the scope
of serviceL, invitations for prequalification, invitations forproposals or bids with related dra,.wlgs and specSfications. 

2. Invittionn to bid, including plaRnt and spocifications,for all ru.jor i.ms of equirznent, ,"terials and suplies. Inorder to expedite procureleut and A.I.D. revieu of tederdocuments it. is recor,=)cndd that a standnud for)L1of invitationto bid be workcd out with A.I.D. for u. e in coryuectioa, withall procurement under thi,,; loan.
 
3,. Notices of arard and contracts for major specially
or 

fabricated equips.ento 

4. Procurment cf items on a proprietary basis. 

5. Awards made to other than the low bidder or where less 
than three bona fide bids are received.
 

6. Auards where there are i5sputes or protests or where 
controversy is ex.pected. 

7. All bid documents and documents related to the solicitntion 
of proposals for goods and services.
 

All plans and specifications relating to the procurement ofgoods and services of U.S. source and origin shall be in terms of U.S.
standards and measureirents. 

Contracts for standardized, shelf, "price book" small valueoritems (contract or purchase orders less than $5000) will not requireA.I.D. approval unless specifically requested. However, this does notpreclude the requirement to follcw A.I.D. procedures and policies and
must be so certified by the approved engineering consultant.
 



9. 
B. 	Plans, Specifications and Contracts not financed under the
 

Loan
 

The 	Borrower shall furnish A.I.D. promptly upon preparation
copies of all plans, specifications, construction schedules, bid
documents, contracts relating to the project and any amendment or
modification thereof vhether financed iuder the Loan.or not 	 Plans,specifications and construction schedules for 	major items of equipment
shall be approved by A.I.D. 

C. 	Excess Proerty - Section 6.09
 

The 	 Agency for International Development (A.I.D.) can makeavailable to you U.S. Governrment excess property which has been proinspected by AID/W and which is in good operating condition. There isno charge to you, the Borrow;er, for the cost of the p2.operty itself.The 	 only charges to you for theare rehabilitation of items selectedand 	their tranlwrrtation to Brazil. These costs can be paid from fundsin the loan. Current.y, the 	total cost to Iu, of excess propci-tyrehabilitated ana to adelivered Brazilian port, is approxi2ratcly 47%of the original acquisition cost item,of the that is, the cost of the
item when new. Under the provisions of referencod loan it 
 is requiredthat you consid.,er the use of United States Governrl.ent owncd excessproperty, v:henever praeticable and if availtble, for 	use in your projectas a subsltitute for the procurement of new cquip:ient. Considerationshould be given by you to the availability of spare parts and services. 

In order to ensure that the provisions of the loan, regardingthe 	possible use of excess property are carried out, it wrill be necessarythat you submit to this office all 	bills of materials prior to initiatingany 	procurement action. This office ,rll take actions necessary toobtain information regarding the availability of excess property and will
advise you 	promptl.y. No comrrixtments to obtain such property will be made
without your approval. 

D. 	 Source and Origin - Section 6.01 

In accordnnce with Section 6.01 of the Loan Agrecenett, all goodsand 	services (including transportation and insurance) financed under theLoan must have their source and origin in the 	United States of America.Moreover, goods and services (including transportation and insurance)procured for the Project, but not financed under the Loan, shall have
their source and origin in countries included in Code 935 	 of the A.I.D.Geographic Code Book an 
in effect at the time ordeis.; are placed for suchgoods and services (See Attachment F). 



10. 
E. 50/50 Shipping- Section 6.07
 

Only shipping on U.S.
be financed with loan 

flag ocean vessels (or aircraft) mayfuids. Ifo ever, regardless of of transsourceportation financing, at least 50% 
of the gross tonnage of all goodsprocured froin the Unite" Sttes and fin uced under the Loantransported on privately ovrned must beUnited.States-flag
shall be vessels. This tonnagecomputed separately for shipments on dry bul); carriers, drycargo liners, bnd tankers. The Borrower is responsible for a:ssuringthat this requirement is 
reports which show the 

met and shall provide A.I.D. vith quarterlyactual progress in meeting this requirement.(See paragra:)h V.C. of this Implementation Letter for repoeting
instructions). 

In addition, no goods financed 
on a vessel which has 

under the oan may be shippedbeen designated by A.Y.D. as ineligible to carryA.I.D.-financed cor),odities. The vessels so designated, at the presenttime, are listed in Attachmr.nt G. 

Ocevn freight costs, in conection Ulth eligible cornmcditiesprocured hereunder, are not eligible for fiunncinr pith loan \Nnds whntransportation is by non-U.S. flapg v';seJs. Such costs are for theaccouut of th, Iorro-:er. In the cusl; of cu'.:-,oaity s"hiprments on U.S.-flgvessels, loaui funds i:uiy be used to finance not to excced 9)0 per centtranspoltation costs. ofThe rcmain h g pcricntag,_in the minit-twa a:uount
of 10 per cent, represents locnl port cp.or,,m includcitotal in the carrier',sfrei[ght, as deternined 
basis. 

by A.I.D. on c,. ,verawse vorldwide stat.stica]As local port. chargLes are not exter.a]. dollar cost.", they are noteligible for fii , cing hereiunicr but for the cccouit of the Dorro"er. 

As a convenient means for effecting payrontrepresenting local port of ttiountschargoi:, as defined above, it is suggested thatthe Borrower establish from other than A.I.D. funds a dollar account withthe U.S. bank to be designated to L:,nd.e disburser2nts under the A.I.D.letter of cea-.itmynt to be issued in connection with the losn. Theaccount dollarwou.d be eStal-ished in the amnount
trarmsijortation costs for shipments 

of 10 per cent of estimated 
to be mfide on U.S. flagsuch shipments, vessels. Forthe U.S. bank would rmake dollar pa V.ents to suppliers ofcommodities hereunder, usually on a CIF basis, under ccmmercial lettersof credit to be issued under the letter of coir,-iitient. Subsequently,
such bank would request reimbursement from A.I.D. for the amount of
suppliers' invoices, except for a deleted amount equal to a minimmi of10 per cent of ocean freight costs. 
 The latter amount, representing local
port charges, would be debited against the special dollar account
previously established by the Borrower for this purpose. 
In turn, the
U.S. bank would subruit to the Borrower periodic reports of payment
under the special 
ccount, as specified in the Borrower's instructions
to the bank authori.zing establishment of the account.
 

http:Attachmr.nt


If this is not convenient, it may be possible to arrangeseparate billing with the U.S. Phipping company involved. Goods
could be ordered on a modified CIY basis which would include only90% of the cost of ocean freight. The carrier 0
s bill of lading
would shcr 90% freight p.epaid - 10% fx-eight collect. Upon arrivalat the Draziliau port of destii:itioh, the carrier will bill and.
CEEE will pay in equivalent Cruzeiro,%the 
10% freight costs uponreceiving the goods. Thus, the90% of costs of U.S. freight wouldbe paid vith loan fwuds at the same time the goods are paid ivhilethe remaining 101, of the U.S. freight costs votld be paid ithCEEE funds upon xcceipt of the goods in Brazil.
 

We emphasize th',at the above methods of paying shippingcosts exe suggestionis only, and thqt the method and mr. ofner 
payment is entirely at your discretion. 

II. E~ Ie: gCertifict:tiull
 

A. Procii' r.ci .t
 

1. All docnuments invo.Lvil- the irnplcenta.tion of procurementactions, fo:' the Project sh,3.,'J.b... a cerbif.irratj.on by the approvedeng'nc-ijigi Co.uitmt irjacntil, the do:u;len. h,,beenrevi-.!cnd, by t, cngior., and mect. tho of the Project,Loan Ag-emzut, A. ..D. C,.pita. Projcct : GidJC:[ir] Cad .O.rP.tcdIuplc':ntaticn ],ctte'. T..1J.11 inc.u'J 0 [>t rPc:c ific":t1.ons,ev luation of bids, co;t.acts. or pu-c'arte ordc-;'r requests forLetterv of Co :,itx,.nt, invoice,, i.n.pct ioa, &nd tetst. 

2.. ......... or rupplie r of' U.S. F;urcCe
, materials andorigin procured u:-... J.c:nthi, :'hall be s;hiT)T)d writhcut priorcer'tific,.(:tion by the Porrcuercs A. I.. approved cngiiee.ing consultantgsthat such equiT;~ent, r beria].5, rnd cuinlies EL'c in accordance iththe apecification; and contract or pvx'chac.e order. 
B. Project Accrn:lih. t 

In order to a.sure A.I.D. th.t the project is accompnlishedin accordance ;ith the plans and rpecifications, as prepared by theBorrower's A.I.D. approved, eniineerirn" con-,sultants the Borrower shallinclude in th quEr ccrly progress report required under Section Vhereof a certification by Borrower~s A.I.D. approved engineeringconsultant& that all.work and construction performed during the quarter
covered by the report was accomplished in accordance with such plans

and specifications.
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IV. Disbursements - Article VII
 

A. Disbursement Procedure for Loan Funds 
- Section 7.01
 

Loan disburseiaent for materials, components, equipment, and services
procured under A.I.D. financing wll. be amde throough the Letter of

Commitment procedure described in Attaclent H. 
 Requests for Letters of
Comrnitient will contain the certification of the consulting enagineer
that the itemis listed are required for the project and are eligible for
financing under the loan. Other required documentation is also shown
 
in Attnch ,,ent H.
 

As the Loan Agreement indicates, Letters of Commitment are issued
 
to one or more United States 
banks, specified by the Borrowrer end.
satisfactory to A.I.D. lley com. it A.I.D. to reinbursc such ban! or

banks from loan funds for paymments mimde by the bui-l:,m 
 to contractors 
or suppliers, throui.h comrrercial. letters of credit, othei r.se,or for 
the costs of goods and services procurcc for the. P.roject. 

The Controllers Office of USAT) i-iJl be plea.s:ed to 0iscuss eny

questions or Bu[P estions you may hve on 
this point. 

B. TerJina.. Da5ce; of uezce of letters of Co::,im:cntDisbur crr- . .- Seetion '(.Cm,- and 

Unless A.I.D. maxy otherz.rIoc cr;-c'e in .'it~r,. the terminal date
for issul'tcc of IetL;.rs of Cc.:,i'tm-nt is ])cccr 51, 1973.
 

No diburzc;b nto pur'suant to th:e;e L-etters of Com;r,,ittuent niay be 
';' 7''3 ---, 974 ;.:':.... :[' 11 T I. oC J:3.;ie . t, in v%~. i.,..*"'"°
 

Al tbis cl.';:.e, A.I.D. m,-, at ito , rcchic': tie r.a, by any outstail~eing E!'
,xuts.
 
V. Repor-in , v ire ns Seiccn J.02 

A. Quarterly Progress Reorts 

A deseription of the genera]. informat.ion to be included in the
Quarterly (5-month) Progress Reports is given in Attachment I. The
initial report is due four months,after the signature of the Loan
Agreement. Each successive Quaterly Report will be due the end of
the month following the 3-month reporting period, 

T'e reports should be numbered successively Fnd submitted to the 
Office of Capital Developiiieernt rnd Industry in five copies. 
Reports

should be related to the approved Impolementation Plan end should continue 
on a regular quarterly basis until the Project has been completed.

Copletion for reporting purposes will be established with the approval

of the final report of the Project. Details concerning the final
 
report will be provided in a future Implementation Letter. 

http:IetL;.rs
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The Quarterly Report should be in sufficient detail to be understoodby interested people who nny not be familiar urith the Project.

should shou.r the time rolationihip of scheduled 

It
 
and actual progress ofall important or critical elcr nts required for the Project 0 s completion.It should alao show- the financial condition of the Project; and if'costs rise above amounts originally estimated, the report should
indicate how and fromn vhat source those additional required funds
 

will be provided.
 

The scope of the r.port shall cover the entire Project as definedin the Lon Agreerent. It shall iiot be lJmited only to the A.T.D.financed portion. It must also include progress relatin1g to engineering,des! Er , procureniert, ra.nufact.ure, shipping and h.).InP, delivery,

construction, crectio', testingi-, 
 placing in operat;(,n, training, andfinal close-out. It sL'ovld include a section rhoulrg important
authori:.:ations, approvals, concurrences by or from Brazilian

authorities, USAL'D, thlt .rve
etc. effect on the Project. 

Any w:ork or revpon.,ibilities ret-iined by the orCEr.;1 its agentsshall b incl;ded in the Quai4terly Enort and it sould sh s well
relakted progrc:;s t
for off-site work such as work in v,'nu.Thneturers orfabricatorsc factories;, and equiproent r d rteriWI. in transit. 

The initiol report shrill. des,'ile the rprth, rocecdures, andresponsibilities for h-.h , ccoA,',.r,. and un thoe reports.Best rcrjults ore ustally obt(d.ned V1h2reconnl.gthe iner hasjrespozis bili'ty for ccodinatgng and collecting the detnilcd infoi-l abion
and ;senhijnr. 
 it for the report. A rt-rl rc::r2nt t. sUpp-.y periodicinfornaLon for roporti3)g progress can be included' ,urclse orders

and procure,v ,t contracts to a,,ssure a flc, o J 

Ath 


reliable nforeMaion
 
from c'-ntractois.
 

There ]:MxSt be close cooperation .ith CEE%; accounting departi-:2ntto assure that billing and disburscnent informntion is available asneeded. Schedules and projcc-ions sliowing cost, finm.n-ici, and cash
flows 
 should relate to the ones in the Yitc,:.entation Plan. Whereprojectioins are l.odified, the date of the i;odJficatJon should be shownon all subsequent subn,,ttals of the schedule or projection. These shouldclenrly sho-t the financial status of the Project vnd indicate requirements and sources of fineancing available for con'letion of the Project. 

Any important problems or unforseen events should be mentioned
and their possible effect on the Project noted. Where on elemzentimportant to the project may be falling behind schedule, a statementconcerning its effect theon cost and corpletion date should be included.Also any renedial action 1)endirg or being tuken should be stated.Where there may be r.terial changes or nLodifications to the project or any of its component, they should be described and the circumstances 
explained.
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The fact that there may have been no progresn on certain items
does not relieve CEEE of the need to report ol them. If conditionsdevelop in which all the required information is not available, the
report should not_ thstanding be submitted on time. It shouldstate, however, what informait~on is missing and w-hen it is to be 
forthcoming.
 

To assure that the presenytattion of the Quarterly Rizpo t willbe satisfactory to A.I.D., we suggest you provide us an outline oftable of conteihts, list of disgrajes, exannple of exhibits and draftof the general fornmt of the report for our conmaents. 

B. I.onthly arrative Penort 

A Narrative Rpo.rt a:hiould be submitted each m.:nth for thepreceeding month and co-itinue on t, routine basis throuWhout the periodfor carrying ou.t the Project. This rc,;:{LU should be provided a,- carlyin the second month a., FOsible, nor,!':t.l1y during the first tvo weeks.It shou ld be submitted in fourk eopic. to this office. 

The report rr, y be only ti:o or three l -:.nlnd a-y ba in letterform and with attrchmcnhs. Such rco .t1LOd touch an ariy trouble 
or probleir areas and rea.-oie.. bcirjr~token.Sttrc1;CcomPlish.nt C2n1er .lack thr,re'of 1h-l-db-, iiie/:Ird. T1'c report irrlter Sopinion of the Project status in reoltion to the c'np.etion scheduleis desirable. This repDrt is i:ndependent of the Q r e-ly Rep"yrt. 

It is sugcotcd that thio report be trea-ted ,,rith les.hfo li'tytbsn the Quater.ly Report if tbir; is nto exp.dit. its t.....ydistribution. In this mi,)i'ner its preparation ichould be less t.ir;econsuin!-- tnd its sub:iiion ct
to USA:0) pr:. und rec-,u..ar. 

C. Borro;er Shippjr Stnter-ent 

As previou-Jy mentioned, Section 6.07 of the 
at 

Loan Agreer.ae nt requiresthat least 50#1 of the gross tonnage of all goods procured fr:m theUnited States and fi anced under the loan shou).d be transported onprivately--med United Stvtec-flag ecL-::ercial vessels. Once shipe'icntsbegin, this report will bc required on a quarterly basis. A suggestedformat is inshown Attt .chn. t J. It may be included as part of theregular Qkiarterly Progres-s Report. 

When the share required for United States-flag vessels falls below50% the report should indicate how the deficit will be recovered. 

http:Agreer.ae
http:rec-,u..ar
http:Quater.ly
http:CcomPlish.nt
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D. Annual Financial Reports 

A Financial Report is to be submitted annually until the loan is
fully repaid. Such report is 
 to include a detailed Balance Sheet, Profitand Loss Statement and alalysisan of Retained Earning's, setting forth
the true and fair financial condition, of the company and the 
results ofits operations. Attachment K e:tplains A.I.D. audit requirements. Anualfinancial reports are to be audited by en indeperident public accoumt.iv.gfirm acceptable to A.I.D. pursubnt to Section 4.12 of the Loan Agreement,except that such acceptance by A.I.D. shall not be dcemed a wariver of theother rights of A.I.D. as provided for in Section 4.12. Attachment Dincludes a list of fiims which are kuowi and are acceptable to A.!.D. 

Please infors us of the repox-t yenr or other period used by thecompany to present its financial p.rditicn and how. soon thereafter :emay expect to receive the first annuAl report. lJori, ,J_, the UJSAf) in
Rio de Jineiro vill anticipate receiving 
such a rcpor't within 3.20days of the end of the ripor~ing :'od. Thus, if your rcportsi are to
be based on colendar year opervationsw, 'ce w:ould cxpect 
 to rece.ive tham 
by April 30 cach year. 

If the da.t:a out].*1ed above are normally included in e:istJ.ing reportsto your stock-holders Govcrm-.ntC Agencie:; vvI.d are duly auditcd viucertified by indevndent p.;blic accout nts acceCtable o A.I.D., such
reports may be :;b:ittsd to eet 
 this reqjiron:e-nt. 

VI. Publ.icity tjd i Reoun'e SectionrC3;.- 6.10 

A. Goodc nd Sh:i..-pi: Co-,ta-

Requirments for narhimg are described in AttaeIent I, fnich also
includes a su-gested .-ource of "ma.rply for officinl 
 Propic;.Prolermarking is a r,",spoisibility of C ToE.
Th confo.;n with this require-sent,
we sunge.t that yc, inc.lude provisions; in your purchacc ordev so thasuitable emblem ;nay be affixed to the cquip Oent and c,)paratu:; by the
manufacturers prior to .hi--bpent. 

Vie purpone of these mr.zings is to publicize the activity ofthe Allionce for Progress in this undertaking. It is im:por- nt thatthis publicity be given in the United States as w;ell as brazil. Tnerefore, maunufcturers shovld be encouraged to apply the markings as earlyas 
possible during fabrication so that the general public may be -,ade
aware of the bi-national participation in this Project. 

B. Signs at Pro'iect Sites 

Requirements for signs describedare in Attachment N. Signs shouldbe displayed and maintained throughout the life of the project. Generally
 

http:Govcrm-.nt
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there should be one sign at the construction site and another at the
entrance to the plant site, The size and location of these signs shouldbe at least equal to the signs of contractors and other interested 
organizations. 

Sign should incorporate the Hand-Clasp and the Alliance for Progress
symbols. It would be appreciated if CEEE would submit a sketch of theproposed arrangement of the sign to USAID for our approval. 

C. General Coment 

The above cre continuing requirements of A.I.D. on all construction
projects in which we p.rticipate. Ile are particularly interested inestablishing a proper and comprehensive reporting system since it willrepresent the basis for USAID"i; monitoring of the project. Therefore,we will be glad to discuss any question which msy arise in the preparation
of the format and scope of said report. 

Sincerely yours,
 

41'V. Perez 
Assistant Director for
 

Capital Development and Industry
 

Attoehments:
 

Legal Opinion 
Representatives 
Implementation Plan 
Selection of Independent Public Accountant 
& List of Acceptable Audit Firms 

Capital Projects Guideline 
Code 935 
Ineligible Ships 
Letter of Ccxnmitmcnt Procedure 

Attachment 
" 
" 

" 
" 

" 

A 
B 
C 

D 
E 
F 
G 

Quarterly Reports 
Shipping Statc-iient 
A.I.D. Audit Requirements 
Signs 

, 
I 
j 
K 
L 
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Porto.Alegre, Ri GranddoSJ 

Subjct:A.I~D. an,15' ):12-L-7 
mnpementation" I-tter Noll..2
 

I'o 

SThe ~Age)dc yfr Ilt rn t io 1)aJ.Ieve.'opn)i)Icnt hjsrcnl-io~td l,4all~ an S 3. .yJ1c) egardin'-A eOraII Ic"hicyaote epoincpcl 1hic1 mn a-ficts the procr;L&duje., required. under formal. cornp,!uJtJtwe bidding f'or 00112 ta ~b 

,~~.lvxa~n'Or Dids herc~aft'Vr s u c dwith, respect to0 1A..D. 1,-ilanc2~pocui~ment by foreign~borrow,.caor~ or grant-es uncr orifle~.c petO2 
'atal.rc'vd6.tn a't r~ac apnd.b~oc csignth te~~p1~~&eoIcedagtd ini3te invitati.6 

b . .Uneri thi F,ner olicy, a),Iat~ii nol.t be conii~Vdi, e'vahog 
becme.labecaus 'tcorsbeyondthe bdel~' ,r 

SLate bids miay b&~ &onsidered2 Fl'c l bids ai*c~leceived Ct eaIt Ce. 
Sdesigllatecl pri rto' awardW. {nd wihen~~ bceame lah I bi~ds -bees isee 6f.'Ani n-
dJing by th hihis-c orrlasr 'lt
In~ cachl sued aftorcipA~rBcs~ob S~wtdo f'tsnt.apee 

icue statemeant that bids 1,CCie at1t- ad6, P's desi& atedi~hVt *V%~.U-7~~m;Invi feb~iin of' the~ caf'cJ asing hiour or bisb, b. t ~see 
or/war~unesstheIs~ecaufse for it. becomuing UaStn inE onlate amJw'pairC of thc! pur chaser, cmprnnovees, or Vilis ag,,ntsa. 'x1no c1 tea~
purchaser' codisiYe) bid wIje hedgnae 


~the awardjiwas made '> 


e~~4a I %raa~e 
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'ilncei:'ly~y l S 

I 
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UiL,O STATES AGENCY FOR INTERNATIONAL .... ELOPMENT 
AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASIL 
RUAMELVIN40HES N.05.. RIO DEJANE'RO - TEL.: 31.5820 

September 25, 1969
 

Gen. Josg Maria Bastide Schneider
 
President - Cia. Estadual de 
Energia Eletrica - CEEE 

Ed. da Prefeitura - 119 and.
 
Porto Alegre, Rio Grande do Sul
 

Subject: A.I.D. Loan No. 512-L-075
 
Implementation Letter No.
 
Passo Real Project
 

Dear Gen. Schneider:
 

This is to acknowledge CEEE's request for an extension to
October 31, 1969 of the date by which the conditions precedent

of Section 3.01 of the Loan Agreement must be met.
 

In view of the steps already taken by CEEE, and Dr. Ernesto
Jorge Dreher's discussions today with USAID representatives,

CEEE's request is hereby granted.
 

Sincerely yours,
 

Assistant Director for
 
Capital Development and Industry
 



UNiED STATES AGENCY FO.R INTERNATIONAL DEVELOPMENT 
AGNCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

U S A I D/B RAS I L 

RUA IELVINJIES N. 5 • RIODEJANEIflO - TEL: 31.53 3---

November 4, 1969
 

Gen. Jos6 Maria Bastidie Schneider
 
President - Cia. 1,3tdua1 de
 
Energia E16trica - CB-EE
 

.diffc4 o ca Prefejtura, 119 andar
 
P~rto AR... Rio 3rai'de do Sul
 

Subject: A.I.D. Loan No. 152-L-075 
zso 1 ject 

implernontaticn Lotter No. 
Dear Dr. Schnoid'"r: 

In view o_ Th" delay you have ex:er .. ei - .-. . .. 'f iof R:itratin for zhe Loan 1-ireer.n, -:e "ere-v 
t 

exteM:4ih termina!da-e for :',11 -,e': a: Sec.- -- r yu
requeste.l. 

In add.iri on, ;e are exteinain:r'. the c :..l tion 4_ oProject c'-tatio,1- -la, a e ., Ioft 
Dr. Houerm...
a Letter of October 2: 2 ,_ 

Sincerely 'curs,
 

ilsist 't D *rctor for
Capital DeVelopment and Indutry
 



:'i~p UI( , D STATES AGENCY FOR INTERNATIONAL -VELOPMENT 

AGINCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASIL 

RUAMELVIfl ILES C.o3.. RID DEJUEIRO -IEL: 31' ,2 

December 4, 1969
 

Gen. Josd Maria Bastide Schneider
 
President 
- Cia. Estadual de
 
Energia El6trica - CEEE
 

Ed. da Prefeitura, 119 andar
 
P~rto Alegre, Rio Grande do Sul
 

Subject: 
 A.I.D. Loan No. 512-L-075
 
Passo Real Project

.Implementation Letter No. 5
 

Dear Gen. Schneider:
 

In response to the CEEE request of November 28, 1969 for a two week
extension of the final date for submission of Conditions Precedent under
Section 3.01 of the Loan Agreement, we hereby extend this date to

December 15, 1969.
 

Sincerely yours,
 

-Dw/ght V-'-ohnson 
Assist'ant Di,ector for 

Capital Deve.opmeint and Industry
-i 



IJ1,;J STATES AGENCY FOR INTERNATIONAL L9'ELOPMENT 
AGtNCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAI D/B R ASI L 
RUAMELVIN JONES H.05 ..RIDVEJAUEIR0 - 7EL: 1-520, 

December 22. 1969
 

Gen. Josd Maria Bastide Schneider
 
President - Cia.Estadual de
 

Energia Eltrica - CEEE
 
Ed. da Prefeitura, 11? andar
 
Porto Alegre, RGS 

Subject: A.I.D. Loan No. 512-L-075
 
Passo Real Project
 
Implementation Letter No. 6
 

Dear Gen. Schneider:
 

This letter is to advise you that the Conditions Precedent set forth

in Section 3.01 of the Loan Agreement have been satisfied. You mny
now proceed to submit to A.I.D. requests for the opening of Letters

of Commitment and the disbursement of funds for the payment of 
engineering services.
 

Concluding that all Conditions Precedent set forth in Section 5.01
had been met, we have taken into account the failure of the Legal

Opinion submitted on behalf of the Minister of Finance to refer to the
 so called Technical Services Lag of Similars Decree. 
We conclude that

the Procurador Gera]. has concluded that, since the engineering services
contract was signed in 1968, since the Decree is not yet regulated, end
since the contract is not with a Federal entity, the Decree clearly

does not apply.
 

We further noted that the Legal Opinion of the Procurador Geral does
not make specific reference to the individual who signed the Payment

and Guaranty Agreement on behalf of the Minister of Finance on June 30,

1969. 
However, in view of paragraph 12 of that Legal Opinion we do
not see the need to elaborate on this point. 
For our files we would
appreciate a copy of the Delegation of Authority from the Minister of
 
Finance to the signatory.
 

Sincerely yours,
 

Assistaht DiDo
etor for
Capital Development and Industry
 



Ut.O STATES AGENCY FOR INTERNATIONAL u.VELOPMENT
 
AGENCIA NORTE-AMERICAIJA 
 PARA 0 DESENVOI.MENTO INTERNACIONAL 

U5 A ID / B RA SI LIl 

RUPM1CLVI:J.131ES '.O 3 . WO1DEJAN~EIRO "--e . 7IL.: 31LD520 

December 29, 1969 

Gen. Jos6 Maria. lastide Schneider
 
President - Cia. 
 Estadual de 

Energia Elftrica . GEEE
 
Edifi'cio da Prefeitura, 119 andar
 
Pbrto Alegre, Rio Grande 
do Sul 

Subject: A.. 2p, 5P. 7, W 
Passo Real 
Implementation Letter No. 7 
Progress Reporting 

Dear Gen. Schneider: 

The loan agreenent for this project was executed on 30 June 1969and Implem-entation Letter No. 1 was issued on 28 July 1969. Thatletter set-forth the requirements for both monthly and quarterlyprogress reporting. To date no reports htve bcen submitted. 

These reports provide AID t:he inforrnation needed to keep in closetouch willh current project developmen ts. Their submi ssioii oil a

timely basis is essential.
 

The monthly progress report should summari.:c the highlights of
the rnonthts activities on the various sigm en-s 
of the p,.rojec t- theproblems encountered and their solution or planned solution; and thework planned for the following month. It should point: out any areasrequiring AID action and assistance including prohlems with USsuppliers. The monthly report should compare the project progresswith project schedule on an overall percentagc basis but without 
detailed charts. 

The monthly report should be based on a log of daily project actions.Since the daily log will. have been completed on the last day of themonth the summary of tle highlights can be prepared irnmediatelv 



after the first day of the following month and forwarded to reach
 
USAID no later than 
 the 10th. This will increase the usefulness 
of the monthly report to both USAID, yourself and others involved 
in the project implementation process. 

It will not be necessary to submit monthly progress reports for 
the period from 30 June 1969 to 31 December 1969. The progress 
reporting for this period can be covered in the two Quarterly 
Progress Reports. The first monthly progress report for January
1970 will be due on 10 February 1970. Your cooperation in submitting 
it by this date will be appreciated. 

It is also requested that you submit the long overdue progress 
report for the quarter eiding 30 September 1969 by the 15th of 
January 1970. The quarterly progress report for the period
ending 31 Ddcember 1969 should be submitted by 31 January 1970. 
If all of the required information is not available it should be submitted 
on time and supplemented when the missing information is available. 

Sincerely yours, 

Assistant Director for 
Capital Development and Ii'dustry 



( ED STATES AGENCY FOR INTERNATION4 6EVELOPMENr 
AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASIL 

iRVA VELM d JO ES flo3 .RIO DEJUElRO - TEL: 31.5020 

February 6, 1970
 

Gen. Josd Maria Bastide Schneider 
President 
- Cia. Estadual de
 
Energia Eltrica 
- CEEE

Edificio da Prefeitura, 119 andar
P~rto Alegre, Rio Grande do Sul 

Subject: A.I.D. Loan No. 512-T-O79 
Passo Real Proj*-ct
Implementation Letter No. 8 

Dear Gen. Schneider:
 

I Dm pleased to advise you that the materials submitted pursuant to
Section 3.02 
all Conditions 

of the subject Loan Agreement are satisfactory, and thatPrecedent to disbursement 
met. As you under that Section have beenknow, the Section 3.01 Conditions Precedent were deemedsatisfied per Implementation Letter No. 6. 
As vie previously agreed, the final acceptabilityStatement of January of the Cash Flow30, 1970 is dependent upon your submissionof a satisfactory to USAIDrevised Financial Study.this will be 

Based on your assurance thatdone by March 15, 1970,time. we have issued this letter at thisIn this light, we are now prepared to receive youra request toopen Letter of Commitment for the ptrchase of equipment. 

Sincerely yours,
 

Assiastanl Direc -or for
Capital Devel iet and Industry 



TED STATES AGENCY rOR INTERNATIONi DEVELOPMENT 

AGINCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

U SA ID/BR A SI L 

UA MELVII 	 N.05. - TEL: 31.5020 -.-JONES RIOVEJAIEI1,O 

April 20, 1970
 

Gen. Jos6 Maria Bastide Schneider
 
President - Cia. Estadual de
 

Energin El6trica - CEEE
 
Ed. da Prefeitura, 119 andar
 
Pcrto Alegre, Rio Grande do Sul
 

Subject: 	A.I.D. Loan No. 51.2-L-075 
Passo Real Project... 
Impleinentation Letter No. 9 

Dear Gen. Schneider: 

The purpose of this letter is to inform you of the A.I.D. procedmie to 
obtain reimbursement of the expenditures you have rmnde under the 
engineering services and the Outlet; Valves cuntracts. This procedure is
described in Attachment F, but I)lers not,, that you i.ill not be renuired 
to submit the document (Voucher SF 1054) meni;ioncd uncler SCection B.l.a. 
of the Attachment. 

The restriction under: Section 1.02 - El.gibility Dnte - is herby waived 
for the expenditures rnwde under the Outlct Valves contract. 

Should any questions arise regard.ing th above procedure, please do not 
hesitate to call. upon us. 

Sincerely yours, 

Assisttt t )i ,*.tor for 
Capital Deveopli,\I and Industry 



STATES AGENCY FOR INTERATIONAL DEVELOPMEN 
AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASIL ID 
RUAMELVIN 	 -JONES N.05 .RIO OEJANEIRO TEL: 31-5.20 

June 4, 1970 

Gen. Jos4 Maril Bastide Schneider
 
President - Cia. Estadual de
 

Energia E16trica - CEEE
 
Ed. da Prefeitura, 119 andar
 
Parto Alegre, Rio Grande do Sul 

Subject: 	A.I.D. Loan No. 512-L-075
 
Passo Real Project
 
Implementation Letter No. 10
 

Dear Gen. Schneider:
 

The purpose of this letter is to extend the submission date of the
 
Implementation Plan for Phase II of the Passo Real Project and to request

a revision in the reporting procedures etablished in Implementation

Letter No. 1.
 

The date of submission of the Implementation Plun of Phase II of the
 
project is extended to August 30, 1970 as requested.
 

As a result of discussions with your representatives and representatives

of the project engineers in Porto Alegre, Implementation Letter No. 1 is
 
hereby revised as follows:
 

Delete the entire paragraph under B. Project Accomplishment on 
page 11 and substitute therefor the follo;.:ing language: 

"In order to assure A.I.D. that the project is accomplished in
 
accordance with the plans and specifications, as prepared by the
 
the Borrower's A.I.D. approved engineering consultants, the
 
Borrower shall include in the qua-terly progress report required

under Section V hereof a certification by Borrower's A.I.D. 
approved engineering consultants that the works and construction 
completed on the project during the quarter covered by this report 
were 
accomplished in accordance with the plans and specifications
 
to the satisfaction of the engineering consultant, except as to
 
corrections which he considers necessary to meet the design require
ments for such works and construction, of which he has advised
 



2
 

the Borrower and has informed the Borrower as to the corrective
 
action required."
 

Except as modified herein the provisions of Implementation Letter No. 1
 are to remain in full force and effect. The above certification may
be used in connection with the quarterly progress report for the reporting
period ending 31 March 1970. 

Sincerely yours,
 

G egiald van Raalte
 
Acting Assistant Director for
 

Capital Development and Industry
 



UNL i STATES AGENCY FOR lNTERNA<T 4DVELOPrENT 

AGENCIA NORTE-AMERICANA PARA 0 DESE 'VOLVIMENTO INTERNACIONAL 

USAlI D/ B RASI L I~ 
RUAMELVINJONESN.45 . RIODE ,MW,,O - TE.: 3.18 S , 

August 21, 1970
 

Gen. Jos 
Maria Bastide Schneider
 
President -
 Cia. Estadual de
 
Energia Eltrica - CEKE
 

Ed. da Prefeitura, 119 andar
 
P8rto Alegre, Rio Grande do Sul
 

Subject: 	A.I.D. Loan No. 512-L-075
 
Implementation Letter No. 11
 

Dear Gen. Schneider: 

In answer to your letter of August 3. 1970 regarding ;he expansion of the
Candiota 	Thermal Electric Plant 
- CEEE, I am pleased to advise you that
USAID fully supports your proposal. The expansion of 7-ndiota has been
included in your cash flow and it appears that CEEZ 1, 'pable of
carrying 	out this expansion simultaneously with the c.... 
 etion of 	the

Passo Real Project.
 

We also understand that the Passo Fundo Project will no longer be undertaken by CEEE and that the responsibility has been transferred to
ELETROSUL. 
Although Section 5.03 of the A.I.D. Loan Agreement reflectsthe expectation of A.I.D. and CEEE that the first stage of the PassoFundo Project would be undertaken by CEEE, there needis no to amendthat section; it in no way directs or requires 	 CEEE to undertake thework. 
As to A.I.D.'s position regarding other major generating projects
or major expansions of existing generating facilities, it is our present
view that A.I.D. would not object to those projects included in the
Plano Geral de Investimentos do Estudo da Expanslo e Capacidade Geradora 
do CEEE, - 1969/1979. 

Sincerely your
 

op I
Assis t i ctor for

Capital Dev lop t and Industry 



---

eUNITED
STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 
AGENCIA NORTE.AMERICAN4 'PARAO DESENVOLVIMENTO INTERNACIONAL A 

USA I D/B RAS I L il 
RUA MEIVI91JOMS N.13 •RIODEANAIIROTEL: Mn.NMO'-

December 18, 1970
 

Gen. Joad Maria Bastide Schneider 
President
 
Cia. Estadual de Energia El1trica - CEEE
 
Ediricio da Prefeitura, 119 andar
 
Pbrto Alegre,.Rio Grande do Sul
 

Subject: A.-.D-IoalNo.-512-L- 75.
 
Passo Real Hydroelectric Project-

Implementation Letter No. 12
 

Dear Gen. Schneider:
 

The USAID has reviewed your reimbursement request No. 70/2 and the supporting
documentation provided in your letter of November 4, 1970 related to CEEE'sdollar procurement of equipment and instruments for soil testing and
instrumentation required in the construction of.the dam. 
The USAID recognizes

that the dollar costs incurred, after the date the loan was formally
authorized by the Agency for International Development, are integrally
related to the Project and therefore approves for reimbursement under the
Loan purchase orders placed with the following companies in the amounts
 
indicated below:
 

Slope Indicator Co. 
 $ 12,397.85

Terra Tec., Inc. 
 6,359.97

Soil test, Inc. 
 124.48
 
Geo-Testing, Inc. 
 13,280.78
 
Sprague Int'l 
 584.10
 

Total t 32,747.18
 

Excepted as provided herein Section 6.02 of the Loan Agreement shall remain
 
in full force and effect.
 

inerely yours 

RA Dwight B. Johnson
 
Assistant Director for
 

Capital Development and Industry
 

http:32,747.18
http:13,280.78
http:6,359.97
http:12,397.85


UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 
AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL ..... 

USAID/BRASIL 

RUAMELVIN JONESN.o5 RIODEJANEIRO TEL. 23I.5820 

January 22, 1971 

Gen. Jos' Maria Bastide Schneider 
P s dente - Cia. Estadual de 

brrAf isa Elitrics, - CEE 
" Prefeitura, 119 andar 

Alegre, RS 

Subject: A.I. D Loan No. 512-L-075 
Passo Real Hydroelectric Project

Implementation Letter No. 13 

Dear General Schneider: 

The USAID/B has reviewed your reimbursement request No. 70/1 and yourletter GP-CPRI/173/70 of December 18, 1970, related to the dollar coststhe CEEE incurred for engineering services before the loan wasauthorized and for procurement of the discharge regulating valves afterauthorization of the loan. USAID recognizes that procurement of thedischarge regulating valves was necessary for the timely andsuccessful implementation of the projectp and hereby approves for reimbursement under the Loan the contract costs of valves totalling
$135,308 00.
 

As authorized in Implementation Letter No. 1 (Engineering Servicesparagraph I.A.8d) and discussed in my letter to Prof. Bermejo andDr. Holtermann of November 25., 19701, the $327,802.96 in costs incurred
by the CEEE under contract 68/1 with International Engineering Co. and
Companhia Internacional de Engenharia e ConstrugSen for engineeringdesign and construction are approved for reimbursement under the Loan.Reimbursement of these expenditures totalling $463,110.96 will be made 
in Cruzeiros. 

Sincerely yours, 

Asss t ki ctor for
Capital Developiet and Industry 

http:463,110.96
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AG[NCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASIL 

RUA MELVIN JONES N.05 - RIODEJANEIRO TEL. 231.5120-

March 29, 1971 

Gen. Jos4 Maria Bastide Schneider
 
Presidente - Cia. Estadual de
 
Energia Eldtriea - CEE
 
Ed. da Prefeitura - ll? andar 
Prto Alegre, Rio Grande do Sul 

Subject: 
 Ao I. i% Loan No- 512-L-075 
Fasso Real Wdyroelectric Project 
Implementation Letter No. 14 

Dear Dr. Schneider: 

I am pleased to advise you that the "Final. Implementation Plan"
submitted with your letter CPR71/141 of March 16, 1971, is hereby
approved with the understanding that modificationz ,. reof can bemade from time to time as required to meet the needs of the project.
Any such modifications7 subjectaro to the aprova?., of Ao Io D. 

The engineering reports on the PFrto Alegre underground system and
the engineering studies and evaluations of the transmission, distri
bution and comwmunications systems have been reviewed and are 
cons idered satis factory. 

Since you have been previously vdvised that all Conditions Precedents
under Section 3.02 of the subject loan are satisfied, you miay nowsubmit a request for issuance of a letter of comitment to cover thebalance of the procurement projected under the loan.
 

Sincerely yours, 

Assistat Dil. ctor for 
Capital Developme 1 and Industry 
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* UNITED VATES AGENCY FOR INTERNATPNAL DEVEL 'ENT
 

AG&NCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIF 

USAID/BRASIL 

June 13, 1975
 

General Josg Maria Bastide Schneider
 
President, Cia. Estadual de Energia
 

Eldtrca-CEE 
Edificio da Prefeitura, U? andar 
Porto Alegre, Rio Gra&de do Sul 

Subject: A.I.D. n 12-L-075 
Passo Real yroe e Pro.ject 
Implementation Letter No. 16
 

Dear General Schneider:
 

We have reviewed Addendum No. 1 to the Passo Real Implementatioi
 
Plan, submitted by CEEE under CPR-73/262 of May 25, 1973.
 
We are pleased to advise you that A.I.D. hereby approves
 
the Addendum as submitted. We are now initiating the
 
changes in the existing Letters of Commitment, as indicated
 
in Addendum No. 1, as follows:
 

an increase in Letter of Commitment Of,from $2,510,197 to $2,'4ob10:
 
a decrease in Letter of Commitment 05, from $425,822 to $327,o05; ana
 
a decrease in Letter of Comitment 06, from $171,527 to $170,900.
 

Sincerely yours,
 

I~~ -- LQ--: 
Daniel J. Mackell
 
Chief, Capital Development
 
Operations
 

Ru Melvin Jones, 5 Ed. Badelrstes . SCS, Q.17, Los@ 2/5 P"ng do Apelo, 243 
Tel: 231-582D Tel: 24-1555 Tel: 244922 
Rie do J~enei, G.& &Walle, D.F. - 0sil Recif, Po. 



UNITED STiES AGENCY FOR INTERNATIONA." DEVELOPMENT 

-."AGPNCIA
'ORZTE.ARICANAPARA O DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASILIA 
Ed. Bandeirantca SCS, Q. 17, Loto 2/5 - Brasilia, D. F. - Brasil Tel. 24-1555 

September 30, 1974
 

General Jose Maria Bastide Schneider 
President, Cia. Estadual de Energia 
Eletrica - CEEE
 

Edificio da Prefeitura, 119 andar
 
Porto Alegre, Rio Grande do Sul 0jy
 

Subject: A.I.D. Loan 512-L-075
 
Passo Real Hydroelectric Project
Implementation Letter 1!o. 17 

Dear General Schneider:
 

In reply to your letter of June 3, 1974, we are pleased to
 
inform you that we arc hereby e:.:tendin; tho terminal date for
 
disbursements of funds under Loan 512-L-075 to June 30, 1976
 
for the items srecifically included in the chronograins submitted 
with your June 3, 1974 letter. 

The terminal date for requesting issuance of commitment docu
ments under this loan will remain at December 31, 1974, as 
authorized in our implementation Letter No. 15, dated Novem
ber 6, 1972. 

Sincerely yours,
 

Daniel j. jcke1-


Capital Development Office
 



UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 

AGRINCIA NORTE. AMERICANA PARA 0 DESENVOLVIAENTO INTERNAOIONAL ""'"'" 

USAID/BRASILLA 
Ed. Bandcerantes SCS, Q. 17, Lote 2/5 - Brai.lla, D. F. - Brasil Tel. 24-1555 

December 10, 1971 • 

General Jose Maria Bastide Schneider 
President, Cia. Estadual de Energia 

Eletrica - CEEE 

Porto Alegre, Rio Grande do Sul" 

Subject: A.I.D. Loan 5].2-L-075 
Passo Pcal oiyroelectriccojcct 

Dear General Schneider:
 

We have reviewed Addund=n No. II to the asso Real implementationPlan submitted b,,r CREE under CPR-74/52h of November 22, 17'.
We are pleased to advise you that AID hereby approves the Adden
dum as submitted. 

Sincerely yours,
 

Daniel J. M. ll 
Capital Development Office
 



UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT
 

AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAID/BRASILIA 
Ed. Bandeirantes SCS. Q. 17, Lote 2/5 -	 Braeflha, D. F. - BrasU . Tel. 241555 

July 17, 1975
 

Dr. Sylvio Freitas
 
President
 
Companhia Estadual de Energia Eletrica
 
CEEE
 
Travessa Francisco Leonardo Truda, 40 
- 239 andar
 
Porto Alegre, RGS
 

Subject: A.I.D. Loan 512-L-075
 
Passo Real Hydroelectric
 
Project
 

Implementation Letter No. 19
 

Dear Dr. Freitas:
 

We hereby inform you that the address for all official communications
 
to USAID as mentioned in the Loan Agreement, has been changed to:
 

Mail Address: 	 U.S. Agency for international Development
 
Ed. Bandeirantes - SCS Quadra 17, Lote 2/5
 
Caixa Postal 142324
 
70.000 3rasilia, D.F.
 

Cable Address: 	USAiD/A ASSY 
Brasilia, D.F. 

We thank you for your kind attention.
 

Sincerely yours,
 

Capital Development Officer
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COM.'PAr!Jii A AiSTAiJI.I'LE ENERGIA ELI-tTRICA 
S fRIOOGRA!NlW.DO SUL 

SG/70/1 -d30i Porto Alegro , May 7, 1976. 

To 
U.S. Agency For' Inltoi'ationai IDcvelopuent

c/o Wa'iu'cin PMassy
 
AvcnidO. ca' Nag6oe , Lote 3
 
700fl0-Braiia I U.
 

At M- .	 Mr Dan ic] M kolI, DAiR 
Capital Dove] opiiu ofrficc 

Sibj. 	 A.I.D. loan No. 512-L000 
Passo Rea~l Projct 

Re. 	 Inipiciontkat ion [.Lot~cr No. 20 

(lentlIemcin, 

We I'cc:i xcc youlr I y] uiwttion Inetivr No. 20 or Apri 1 20 , 1976. 

Ilehy we to 8X yImotw c:yn. tOy cnaoi voish p11 r1 > %-: ynu our 

(a) (IJJif a Iv l. i ll u ilai[ in orde'tol ~tai thcw' ]tpo't 

Inpor)~lt 1.i ((})r(. hwtit. is Io h~ing isst i 2a a i 

Jaunt 	 We'~i~~ i~umie K! to4.holiwitin 	 imports mt.V 

There is 	 a groa t cha Ico to o1)ta in the li cenfcus onl the Myr quota. 

http:fRIOOGRA!NlW.DO


COMP:,NHIA ESTADUAL DE ENERCIA ELIETRICA 
R.IO GRANDE DO SUL 

SO/ 7 6 / 1  -0- 2 -

(h) As we have advised you the U.S. manufacturers have all equi.pment 
under falbricat:ion on schedule to Make shipment on time to meet 

the 11)) "equJ.Vt' unhI :. 

We hope that these facl:s are s mf iciently clar for explaioing why we 
cannot abdicate at the present 11, t of the last Loanl committed flulds. 

Since re ly Yours 

) I,", / " / 

v I le 

"Presiden.;'. 
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UNITED STATES AGENCY FOR INTERNATIONAL DEVELOPMENT 
AGtNCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACiONAL 

USAID/BRASILIA 
"gI"
 

Embaixada Americana Av.- das Nag6es, Lote 3 - Brasilia, D. F. Tel. 23-0120 
ou Caixa Postal 14-2324 - 70.000 Brasilia, D. F. 

June 29, 1976
 

Dr. Sylvio Freitas
 
President
 
Companhia Estadual de Energia Eletrica
 
CEEE
 
Travessa Francisco Leonardo Truda, 40 
- 239
 
Porto Alegre, RS
 

Dear Dr. Freitas:
 

Subject: AID Loan 512-L-075
 
Passo Real 1-droelectric
 
Project
 

Implementation Letter 11? 
21
 
In reply to your letter (SG/76/1-549) of June 3, 1976 and confirming
My previous informal notification to Passo 
Real Coordinator Hans VT.Sille, we are pleased to inform you that A.I.D. is hereby extendingthe terminal date for disbursement of iYands under Loan 512--L-07 5 toDecember 15, 1976 for Letters of Commitment 512-L-073.01; 512-L-07.O3and 512-I-075.07. In approving this ex:tension A.I.D. Washingtonrequed-u--T--t it be mnade clea,r to all parties involved that under nocircumstances will any further extension of this loan be apnrovej. 

We desire to make it quite alsoclear reGard to the I1:,ith 02'zpter,Ty-pe 3145 and rcspccti;-. lvru ,,the I.., /oioute
the require i.eooit parmib by S2ptember j:,7 "'a bythat 
i976 (2)I2M h-z,same jate, -urni.h written docun.entation th-t the unit -:ill bedelivered in tima sufficient to'u- m -no n -:o.pte 


to Dectmber 15, 

permiti .... tfrol l o n f~u p r i or 

of clire.onh -.:i!,2eobl.g~ton
proamtly proecsse- by A. I.D.
 
in i our uni]erst.!2in- that all IJO p L h, es
 
undier i5,O00.00 h-ve been fin!,lized, iny future purch-se.s under -tterof Credit 1LtL-bcr 21';.350 -.ill require UTAID :oprovI nltbou -h not 

http:i5,O00.00
http:512-I-075.07
http:512-L-07.O3
http:512-L-073.01


required in the past. 

We are initiating extension of the Letters of Commitment cited 
in the first paragraph of this letter to December 15, 1976 asrequested by Director Joao Machado Passos' telex of June 24., 
1976.
 

Sincerely yours, 

Willian F. Ge!be t 
AID Representaui3 
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UNITED STATES AGENCY FOR INTERNACIONAL DEVELOPMENT 

AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 

USAI DIDRA SILIA ui3 
Embaixada Americana - Av. das Nagaes, Lote 3 - Brasilia. D. F. - Tel. 23-0120 

ou Caixa Postal 14-2324 - 70.000 Brasilia, D. F. 

November 5, 1976 

Dr. Sylvio Freitas 
President
 
CEE-
Travessa Francisco Leonardo Truda, 40 - 239
 
Porto Alegre, RS
 

Dear Dr. Freitas:
 
Subject: AID Loan 512-L-075
 

Passo Real Hydroelectric
 
Proj ect 

Imlernentation Letter '2 

The puroose of this Implementation Letter is to inform you thnt on
 
October 29, 2976 ou' Washington office deobligated U39O2,63.05

fromn the Loan. The revised amount of the Loan is US:26 -17,43..91.
 

This Ceobligatior .;as =ade as agreed to in your letter of Sotember
 
23, l976.
 

Sincerely yours,
 

Char J[nwan 
Acting AID Representative 

http:17,43..91
http:U39O2,63.05


_______ UNITED STATES AGENCY FOR INTERNACIONAL DEVELOPMENT 

AGE NCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL 
USAID/BR ASILIA 

Embalxada Americana - Av. das Naq8es, Lote 3 - Brasilia. D. F. - Tel. 23-0120 
ou Calxa Postal 14-2324 - 70.000 Brasilia, D.F. 

November 26, 1976 

Dr. Sylvio Freitas
 
President
 
CEEE 
Travessa Francisco Leonardo Truda, 40 - 239
 
Porto Alegre, RS
 

Dear Dr. Freitas:
 
Subject: AID Loan 512-L-075
 

Passo Real Hydroelectric Project
 
Implementation Letter Nq 23
 

The purpose of this Implementation Letter is to inforn you that onNovember 20, 1976 our Washington office deobligated US$11,298.97

from the Loan (the balance unutilized in Letter of Commitment

512-L-075.08). 
 The revised amount of the Loan is US!$26,486,137. 9 3. 

Sincerely yours,
 

William F. e ea tAID Representatt 

http:512-L-075.08
http:US$11,298.97


UNITED SId,:ES AGENCY FOR INTERNACIONAL EVELOPMENT _- _ 

AGENCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACICNAL 

USAID/BRASILIA 

Embaixada Americana - Av. das Nac6es, Lote 3 - Brasilia, D. F. - Tel. 23-0120 
ou Caixa Postal 14-2324 - 70.000 Brasilia, D. F. 

February 9 , 1977 

Dr. Sylvio Freitas 
President
 
CEEE
 
Av. Borges de 14edeiros, 261 - 149 
Porto Alegre, RS
 

Dear Dv. Freitas: 
Subject: AID Loan 512-L-075 

Passo Real ldroelectric Project

Implementation Letter NY 2l 

Reference iL 	made to Section 4.02 K, Reports, of subject loan and toImplementation Letter NY 1, 	 dated July 28,S 199 Section V, A,BiC, D.Since the Terminal Disbursement Date of Dec,,mber 15, :1976 has nowpassed, reporting requirements are hereby milfiIeJ or waivd as 
follows: 

1. 	 Progress Reports - subi-Lission of 1M1onthly i~hrative 
Reports and Quarterly Progress Reports are no longer
reqluired. However, we eno in reviewin-g our files
that we have not received the Quri;erly Progress
Report for the period ended December 31, 1976. Werequest that this report be submitted at your earliest 
convenience. 

2. 	 Shipping statements - sine all. com'i'odIities purchased
under the loan have been <rhipoed and received, afinal sh:ipp: -g statement shau ld he prepared and suhmitted 
to 	us. 

3. 	 Final Reriorl - the format and contents of the finrilreport was previously discussed in detail with yourconsulting engineer by the USAID/Brazil project manager.We 	 request thnt the final report be 	 submitted at your
earliest convenience. 



4.Annual Audited Financial Statements - this report 
should continue to be submitted t6 AID until the
 
loan is fully repaid. It should include a Balance
 
Sheet, Statement of Profit and Loss and an Analysis

of Retained Earnings. In addition, in accordance
 
with Section II, F, of Annex C of Implementation
 
Letter N9 1. your independent auditors should
 
provide comments addressed to AID regarding the
 
compliance or non-compliance of CEEE with the
 
covenants and warranties contained in the Loan
 
Agreement.
 

.If you have any questions regarding the above, our staff is at your

disposal for any assistance you or your auditors may need in meeting
 
these requirements.
 

Sincerely yours-,
 

William F. Ge1a4 ert 

AID Represent t ve 



UNITED STATES AGENCY FOR INTERNACIONAL DEVELOPMENT
 

AGtNCIA NORTE-AMERICANA PARA 0 DESENVOLVIMENTO INTERNACIONAL
 

USAID/BRASILIA ll1l!" 

- Embaixada Americana - Av. das Naq6es, Lote 3 - Brasilia, D. F. - Tel. 23-0120 

ou Caixa Postal 14-2324 - 70.000 Brasilia, D. F. 

June 10, 1977 
 (LA 

Dr. Sylvio Freitas
 

President
 
CEEE
 
Av. Borges de Medeiros, 261 -4
 
Porto Alegre, RS
 

Dear Dr. Freitas: 

Subject: AID Loan 512-L-075
 
Passo Real Hydroelectric P'oect 
Impleinentat ion Letter N9 21 

The purpose of this Implementation Letter :t to 'd-vise you that 
the final amount of the Loan is $26,56,n21.5O. 

Sincerely yours, 

Chai{J,/e J. Knowlan 

Actfig AID Representative 

http:26,56,n21.5O


MEMORANDUM 

AAo
 
TO: 
 PPC/DPRE, Mr. Arthur M. Handly
 
FROM: 
 LA/DR, John R. Breen
 
SUBJECT: 
 Notification of Clearajce and Request for
DLSC Consideration
 

Please be advised that the attached loan proposal has
been cleared by the Latin America Bureau as well as
the other offices noted, and it is requested that it
be distributed to the Development Loan Staff Committee
and be considered at a meeting of the Development Loan
Staff Committee on Wednesday, May 14, 1975.
 

Loan: 
 Chile Nutrition CAP
 

Amount: 
 $5.0 million
 

MembersoftheRegional Review Committee:
 
LA/DR: J. R. Breen LA/BC: R. Hechtman 

B. Sidman
M. Brown 
C. Stockman 
M. Brackett 
R. Seifman 
D. Kline 

LA/DP: 

GC/LA: 

G. Schwab 
A. Silver 

L. Lundy 

The offices noted below received the loan paper, and
the representatives named attended the meeting of the
Development Assistance Executive Committee on March 10,
1975.
 

PPC/DPRE: 
 H. Sharlach 
 SER/ENGR: 
 C. Stevens
PPC/RB: 
 D. Day
TA/AG: 
 K. Brundage 
 HEW/OFF: 
 J. Daly
TA/N: 
 M. Forman
 
The following changes were made in the paper reflecting
concerns discussed during the meeting:
 
1. 
A statement was added to the Project Description
Section clarifying that the project will support the
GOC's objective of directing resources toward the
poorer sector of the population (i.e., the target group).
This focus will be reflected by an appropriate covenant
in the Loan Agreement. 
 ,
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2. A condition precedent was added providing for a
time-phased implementation plan, including the scheduling
of project activities and indicating who is responsible

for the implementation and the monitoring of each
activity and a demonstration of the adequacy of CONPAN's
administrative staff to the volume of activities. 
(p. 76)
 

3. The institutional analysis section was revised to
define more fully who does what in CONPAN and how each
activity is administered and monitored. (pp.49-50,54)
 

4. The condition precedent for CONPAN submission

of contracting procedures was expanded to insure that
CONPAN submits to A.I.D. criteria under which other /
GOC entities may be contracted and the circumstances

under which the personnel costs of and entities will

be paid with loan funds. (p.76)
 

5. A statement was made that the long-term technical
 
assistance will be procured under normal A.i.D.
 
procedures. (p.67)
 

6. 
The Purpose and Output Sections of the Logical
Framework were changed to reflect that a major

output of the project will be CONPAN's recommendations

of policy to the GOC in such sectors as agriculture,
educatin, health, and the economy. 
 (Annex 3, Exhibit A)
 

7. A condition precedent was added providing that
CONPAN submit a plan for annual evaluations. (p.76)
 

8. 
Changes were made in the evaluation plan section,
clarifying CONPAN's role in evaluation, particularly

in providing the baseline data by the end of the first
 year and further data in subsequent years. (p.7 6)
 

9. 
The argument for a four-year disbursement period,
including continuation of technical assistance through
the fourth year, was strengthened. A separate action

memorandum to the Deputy Administrator requesting his
approval of the four-year period is being prepared. (p.59)
 



DEPARTMENT OF STATE 

AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON 25.D.C. / 

A.I. * Loan N 251-IO7 
oFMCc O (A -DLC/P-729)0-___-

THE ADMINISTRATOR 
LOAN AEJTIORIZATIONvz 

"
 
.7
 

Provided from: Al.ian or>jProgress Loan Funds
 
BRAZIL: Passo Realydroelectric Project
 

Pursuant to the authority vested in the Administrator of the Agency for
 
International Development ("A.1.D.4) by the Foreign Assistance Act of
 
961, as amended, and the delegations of authority issued thereunder,
 
i hereby authorize the establishment of a loan pursuant to Part i,
 
Chapter 2, Title VI, Alliance for Progress of said Act to the Companhia
 
Estadual de Energia Electrica ("Borrower") of the State of Rio Wiaze'do
 
Sul, 	of not to exceed twenty-seven million four hundred thousand United
 
States dollars ($2700,000) vo assist in financing the United States
 
dollar costs of the Passo Real hydroelectric roject, related trans
mission and distribution facilities, and U.S. consulting engineering
 
and 	training services ("Project"). This loan shall be subject to the
 
following terms and conditions:
 

1. interes- e.5 Te:ms of Repayment
 

(a) 	Dorrower shall repay the loan to A.I.D. in United States
 
dollars withia twenty-five (25) years from the first disburse
ment under the loan, including a grace period of not to exceed
 
five (5)years. Borrower shall pay to A.I.D. in United States
 
dollaij on the disbursed balance of the loan interest of six
 
percnt (6) per annum.
 

(b) 	"if rior to the date the first interest payment is due, the
 
gove nment of Brazil ("Government") so elects, Borrower shall
 
fulfill its dollar obligations under the loan by paying to
 
Love'rrnent in the currency of Brazil the equivalent, determined
 
as of the time and in a manner satisfactory to A.I.D., of the
 
United States dollar amounts payable to A.I.D. under (a) above
 
and in such event the Government shall pay to A.I.D.:
 

(i) 	the equivalent in'United States dollars, determined as
 
of the time and in a manner calculated to obtain repay
ment of all dollars disbursed plus interest of all
 
amounts paid to Government as follows:
 



512-L-075 
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(a) 	all interest immediately upon receipt subject
 
to Government's right to retain all payments in
 
excess of two percent (2%) per annm during a
 
grace period of not to exceed ten (10) years

from the first disbursement under the loan
 
("Gove:rnment grace period") and all payments 
in excess of two and one-half percent (2 1/2%)
 
per annum,thereafter;
 

(b) 	 principal wit-hi ( )years, including the 
Government ;:acc pcrio I, 

(ii) interest in United States dollars of two percent (2%)
 
per annum d-uring the Government grace period, and two 
and one-half perc'ent (2 1/2') per annum thoreafter on 
all amounts of outstanding prlncipal paid by Borrower 
to Government from the respect;ive dates of such pay
ments of principal. 

2. Other Ters and Conditions:
 

(a) Goods and services financed under the loan shall have their source
 
and origin in the United States of America. Components of machinery

and equipment produced in Brazil, which components have their source
 
ani origin in the United States of America, shall be eligible for
 
fi:.ancing under the loan.
 

(b) 	'Teloan shall be guaranteed by Government. 

(c) 	Prior to first disbursement under the loan: (i) arrangements
satisfac-ory 'o A.Y.D. shall have bec.n m,:de to assure adequate 
financing for the timely letPu the 2rojec6
of cost overruns; and (b) Lorroac2z c~tl.. i. LIve retainoj auali
fied 	ergjineering consultants, satisfactory 

w? _o: in the event 

to A.I.D., to advise 
and assisu in carrying out the Project.
 

(d) 	P:rior to first disbursement other than to finance the costs of 
engineering services and training, Government shall have approved,

fc.. purposes of the Brazilian Law of Similars, all imports to be 
financed under the loan.
 

(e) (i) Borrower shall covenar.t to mai ,ain its p6wer rates at the 
maximum level permitted under Brazilian law, except as A.I.D.
 
may otherwise agree; 
(ii) 	the State of Rio Grande do Sul
 
('State") 
shall agree to provide its full support to Borrower's,
 
rate applications made in accordance with said covenant; and
 
(iii) Gocernment shall agree 6o authorize adequate power rates
 
for Borrower, in accordance with Brazilian law.
 



512-I,-075,
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(f) 	 The State shall a6ree to: (i) give the Project highest priority 
in the allocation of State resources for power investments; 
(ii) 	provide all resources (other than resources to be provided
 
from other sources under financial plans approved by A.I.D.)
 
necessary to complete the Project; and (iii) reinvest in Borrower
 
all dividends received from Borrower untilI the Project is completed.
 

(g) 	The Borrower shall covenant that until the Project is completed, it
 
shall not undertake any new major power generating project or ex
pansion~other than the first stage (110 W ) of .asso Funds, and 
except as A.I.D. may otherwise agree.
 

(h) 	The loan shall be subject to such other terms and conditions as
 
A.I.D. may deem advisable.
 

Administrator
 

JUN 	26 1969 
Date
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ACTION MEMORANDUM FOR TIIE DEPUTY ADMINISTRATOR 

THRU: ES 

FROM: AA/LA, Flerman Kleine
 

Problem: To extentd 
the Terminal Disbursement Date for the Passo Real

Hydroelectric Loan (512-L-075) in Brazil from June 30, 1976, to
 
Deceber 15, 1976. 

Discussion: This 2oan finan-c-.,S -1hydroelectric plant furnishto pcwer 
to on0-
Ot t 1,
signed O (o tzne do Sul, The loan was
in June 1909 with t.he Cc'pania Estadual de Energia Electric
(CEE) for $27.4 mi1 .n Tf- i 'n,. rlCrt co. n.truct.1n of adnmmxiearthfil. dike, in::alation of two 62.5 megawatt units, two trans
mission Jines to li:k the plant with the sulstation serving Porto
Alegre, ris well as cxpansion and improvement of transmission
distr:ibution faci.itjs 

and 
as ut with the project. Necassary en

crineering serviccs .:rcala included. Loan funds are for U.S. 
 p-;-euremenv only. 1he c,:. r'... ?'DD for the loan was Jun:_- 30, 1974, h" ch was twice extended tCo perit additional time to complete procurei;ird,activit-ies. The currcJ: TJO -,.sJune 30, .1976. an, the: loan is cla ef 

Of the total loanl, t 1eC ..S" .400, 000, e-:timae iit appro-ima tely $25,400,000 1 .., _cn bur..... by June 3010Le' T remaining $2.0 'n.!lIi...........(1) erection 
supervis:cc; fr loan-ti
nanced Colli.s and Io 
 o. Nortrup conlnicati.on oquijp; ,,11 which Jsalready in 2razil; retaine.d :,!ounts and partial fees for sv-tervj.sion
of tc-sts and for rt-z,-'.is jCIrI,made on ;.'turbine. previously procurd

with loan funds, from tle Binghai-Wilia 1 ctt e Company; 
 (3) procurement.of an IBM co,.iuter [(or dafa processing; (4) procurement of inetailcad
switchgear froo: atUGo Switchboard Coi, pany; and (5) consul tiac,engineering servie.>; rovidded athrollgh contracr: with CL,.!,,agent,
International Ergine.-ring Coipan: ainc., 1 ii.ry of Morrison
Knudse-n. 

The Mission "'has co,_- :tci:ntlv inftcriled C W "hat no urtI'. extension of
the TDD wou]d he po,;-Jb'. Howevter, in ear]y June, the Borrower 
 nade a strong plea to ti. ..i:sslon for an extension to December 15, 1,976, toal.ow eompletion of i-:ocur.men cand installation of th remaining itmsmentioned above, without which the project would be lacking citical
elements for full successi-,l operation originallyits and as conceived.
The L.A. IMa takenBureau esilso the position that no TDD extension forthis loan would j- have,be ........ We ho iver, received inquiries in
recent days from the 6401.dan Gate Compuany (through Congressman Clauson
orClfona. iia:te VILL ~idrrsi-AKLIUdUIi iILerniaLional 

http:rt-z,-'.is
http:conlnicati.on
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Engineering, -1iJrequest~n anetnino * nveo he 
sub antial amoun s of remaining US.pcremt involved and the 
:ffors't'at a e e mad by to aEExpdtehipeentaion of 

theprjetweno blivean -.extension of the D Dcme%1,1 
isusifed.-Wepet thi eItnsiOi J,aZilfO~W Ifficien tim to 

cbm~he d~11oa-~t~dprcurmet nd i andlsupervirfsjoo acvtes,
-wil1provide, fo he-competon? of thkonb~reteedo the ca
endar year, hu., avoidiLng it nlso ntels fteAe~ S
 

o1~fst~1anstiw ~ofnextyear.,s Congress onai rsnain
t th 


In a1f1 cases except ,theonIinvolving the Bingham Willmett- rie
 
'the6,delays ha-e i~ot' been c'au'sed',b U. S-. supp1iiers or cE,"U
~b 

''.attrbute . directlyo).6rl'iinrectlyto. CAQE, t sm-au on 'm. is" Bra,-4flian 
gov rimbnt (COB),. aWency iich appr'ove a1.1 imort .permits. In thea 
o'f~the 	installaion of: the Coln and L'eeds&'ad No-rth-rup. 'o'oiiunuIication 
cquipment, ,CACEX diapc, h motto of -the. spec~ial st&1 -re-. 

~Q< quiriedfor tehe OEEE-,fibanced.-towei-s on.wihteeqimen' vwas to be-,, 

Ssteel, onyi'ay 
ofpmth6 t~~~ at theionditioi of 

wa~rrant); d 6 11aio star t-tp 

and- instaai .bega,. 96 Both .S. manufacturers 

antdL. o tl'eir~1ii~l6.f C~iE .lm~at~s -thiat if t, ~ hve.:-ta p'ay- for. 
this -supervision- with', their-o:ffunds. -it--Nold'-.t~e app1ro.,iat '- ono&-year

totin ~ register at n Ban	 oftrkto obtai ' athc-Brazilidfor, 	 1:e-amount-o'a 
Dow ~tp~o contraict. W1. fb -ColUlzp s and1 . Les ad.
 
Lhis Lima t-have4 :Lon coin Ca L
CEEE would* -ostop1,ins ta ftl 0f 

system. 4.'4 4 44 

Approximately .$1 .1 mi11ion-~of 4thie undisbursed fndsarfopoueiet 
of, ailIBM'computer and -powe unit. , The~import permit.requeist -fori t 
computer was submitted to CACEXin June 1975, and~the COB inter-agency~ 
-data:processing committee-(CAPRE)';'approved the mport of the computer on 
April 13, 1976. -Althoug~h CACEX approval was ex~pecte~d ini Ma ithe import 

leitas not -yet, been~issued.~ Th~re' is a'rmt osbly that he" 
Pemtwill 4be, gra Lted in tine to allow '.air. shpeto,0. and 

billing within th6 presentT~DD., ,The President of CEE hs asked'.the
vernr~o~tleo Grndezdo'u this- issue'.with thee~o 	 ,to raie

C'OB Finance' Minister inanef . "d.If-t 	 I prt' 
.. emi. Whie' weeiv' that th"chances are sl~' that jthe ,pemi -will '4'
 
b&-*'isstied' in time to--alo hi nt by -the TDD' we,-are conf2 ident! that
 
with" .the high 'level pressbur- ,ei~' b1oh to 2bar-,'n this, mater the,;

imlport- permit will' be'~issuied-in ?the rt'rfuture and addequatc' time; would
be 'available or shipmen oftis or wi..theprosdDDetnin

11- ''hi' ii'o14 rd 	 6po ed ,D eso' 

> Ini 	 the case of' th eac wicgas from thG61dide atComp any,
 

rqetsI to CACEX- fbr J,
mort'permii', 	 ,were,ma'd e in-,'i~i' 17. hpermits we.final."ynisue lae y176 frteodwhc oaLs
 
ove6r '50 00OOOOGolden Gate is'*unable- to'l complete hiretiehe
 

pridr to Kthe ,,ifjD. They dio, hoee hve aprxi ey 000
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of equipment which can-be shipped in June, and they are pursuing the
 
possibility of a partia! shipment with CEEE. 
This equipment is essen
tial to the successful completion of the project, and Golden Gate has
 
stated that shipment of their entire order could be completed by the
 
end of September 1976.
 

With regard to the case of the turbine supplied by Bingham-Willamette,

the remaining amounts involve a 5% retention and partial fees for 
supervision. Shortly after installation of the turbine was completed

in 1974, a malfunction developed in that unit which was caused either
 
by the Bingham-Willamette turbine or the generator supplied by General 
Electric. The malfunction occurred after CEEE had formally accepted
the turbine but before payment of the 10% retention. Foll.owing lengthy
negotiations in mid-1975, Bingham-Willamette agreed to assist in the 
disassmby of the unit and. examination of the equipment to determine 
responsibility for the unit's operational problems, in exchange for
 
payment by CEEE of half the retention amount then and the remaining 
half when and if it was determined that the Bingham-Willamette turbine 
was not the cause of the malfunction. The dismantling of the unit 
began in Februaty 1976 and vorious tests anicd re-work-ings are presently
being undertaken. Bingham-Willamette estimaLes that another two months 
will be required to reassemble their turbine and an additional two 
months after that for the reassembly of the generator. The retention 

spena ciosc2 UoDVZ3U.VU - 'Au.. QL'r.,..,fau, 
lated to these tests, a large part of whic] they expect to be reim
bursed for by CEEE through the International Engineering Company contract 
if it is found that.Bingham-Willamette is aot at fault. If the reten
tion fee is allowed to l.apse with the expiration of. the present TDD and 
CEEE and Bingham-Willamette are required to execute a separate agreement 
to resolve this matter, this could be construed by the supplier as 
favoring the Borrower, as it removes any leverage Bingiam-Willamette 
might have t6 assure timely and cdmplete paymeht of the retention. 

As stated above, we believe an extension of the TDD for this loan to 
December 15, 1.976, is justified in terms of assuring achievement of the 
project purpose. The items remaining have been delayed due to reasons 
beyond the control of the Borrower, and the extension will allow a 
substantial amount of procurement from major U.S. suppliers to be com
pleted. Furthermore, given the number of U.S. suppliers and the amounts 
involved, we do not believe that it is in A.I.D.'s interest to cut off 
the loan resources this month when an extension to December 15 would 
permit these procurement and supervisory activities to be completed. 
If this extension is approved, we would make it clear to all parties
involved that-under no circumstances would any further extensions of 
this loan be approved.
 

http:UoDVZ3U.VU
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Recommendation: 
 That you approve an extension of the Terminal Disburse
ment Date for loan 512-L-075 from.June 30, 197 6 -toDecember 15, 1976.
 

Approved:
 

Disapproved:
 

Date:
 

Clearances:
 
GC:CLGladson 
 bate
 

PPC/DPRE:AIdandly -- Date__ 
SER/FM:TRBlacka 4-Date
 
SER/ENGR: CStevens, " Date: ,b 

LA/J)R:SESmith:gah :6/17/76
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DEPARTMENT OF STATE
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

Washington, D. C. 20523 

MEMORANDUM OF CONVERSATION 

DATEOFMEETING: March 10. 1976 - 3:00 P.M. 

SUBJECT: Brazil Loan 512-L-075 - Passo Real Hydroelectric 

PARTICIPANTS: LA/DR, Marshall D. Brown 
Morrison-Knudsen, Arthur Schlanger
 

COPIES TO: LA,DR: D. Lion 
C. Weinberg
 
H. Hasan
 
S. Smith
 

1/R. Ballantyne

ENG: C. Stevens
 

Mr. Schlanger, Assistant General Counsel of Morrison-Knudsen, the parent com
pany of International Engineering (the U.S. consultant under the subject loan),

inquired on behalf of International Efigineering whether it would be possible

to extend the 6/30/76 TDD of the loan by 60 days to permit the two last equip
ment orders, totalling $1.6 million, to be financed from the loan. 
He indi
cated that the additional time was needed for delivery by the suppliers, given

protracted delay in obtaining import licenses from CACEX.
 

I advised him that the Passo Real loan was the Agency's 16th oldest, that it

had already been extended by two years (from 5 to 7 years) in 1974 and that,

while we were sympathetic to the import license problem, we were not in a

position to consider a further extension. I indicated the Bureau was carrying

out the Deputy Administrator's policy of prudent management with regard to
 
timely completion of loan projects - particularly old projects.
 

I further pointed out that, in any case, until the import licenses had actually

been issued there was no reasonable basis to propose a 60 day extension. (The

request for one of the licenses was submitted to CACEX in May 1975 and the

other in Aug. 1975.) I indicated that, based on delivery estimates from the

Mission Engineer, we were hopeful that if the licenses were issued in the near
 
future the two suppliers would still be able to deliver by June 30 if special

efforts were made. I also observed that if the orders could not be financed
 
under the AID loan, the Borrower would doubtlessly find other resources with
 
which to finance them. Mr. Schlanger did not disagree.
 

DRAFTING OFFICER: Marshall D. Brown/tjw! 

DATE OF PREPARATION: March 11, 1976 ./ 
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It was apparent that Mr. Schlanger was simply making an effort at the
 
request of International Engineering; he had limited knowledge of the
 
background relating to the two equipment orders in question. The
 
conversation was an amiable one.
 



DEPARTMENT OF STATE
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

Washington, D. C. 20523 

UNITED STATES COORDINATOR 

ALLIANCE FOR PROGRESS 

Tos.Jerom LavJneon, LA/CD "7 c 

Fromt Judith Tendler, USAID/BR-DPE-.-- . 

Subjeots Possible loan for tPasso Re'al to Companhia Estadua do 
Energia Eletrioa (CEME) of Grande do Sual,fo Brazil 

I would like to suggest that the following observations be

kept in mind when discussions are held between AID and the CEEB 
about a loan for the Passo Real hydroelectricroject (25O We).
(My data on Rio Grande do Sul are in Rio do Janeiro and so my 
argument below ia lacking in atatisticso) 

The CEEE is a sick company. The most often cited reason 
for its problems is the "meddling"' of ah political interests& 
If this were the company's root problem,,tat would be good
enough reason for AID to steer clear of it. There are, however1
economic and institutional causes of the CEEE!c vu2.mability
to meddling. If these causes are recognized--and if the loan 
is designed with them in mind--then there is a chance that the 
project will turn out smoothly and, more important, that the 
company will emerge from the construction period with considerably 
greater strength than it has now*
 

The CEEE's peculiar problem can be better understood by

comparing it to another state power enterprise and AID borrower,
the Furnas company. The success of Furnas is glaring in contrast 
to the even longer history of failure of the CEEE. The difference 
between the two companies goes further than the excellence and 
aggressiveness of the Furnas managers in comparison to the less
 
strikin quali , of the CEEZ managerso and their mien of bldtime 
funcionArios publicos. Even the president of Furnas would ppobably

have not been abloto straighten out the CEEE, unless it acquired
 
some of the institutional features that protect Furnase 
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The crucial difference I- tween Furnas and the CEEE--4n acontext of political meddling that ;a just as pervasive in the
south-oentral region as io init gaiucho oountry-is that Furnas 
owns its inputs and does not own eiastribution facilities 

-iugh which its output Tschanneled to the final consumer. 
The CEEE, in contrast, does not control a signfidant portion
of its inputs, and does takeca-re of the distrbuCion end of
the business. This'Wferenca is crucial because in the case
of fledgling state power enterprises in developing countries,
it is through the purchase of raw materials for generating 
power (coals oil, or purchased hydro or thermal power), and
through the final sale of that power to the consumer, that the company is exposed to ruinous meddling. The CHEE has the worst
of both worlds: because it does not control the purchase of
its inputs, and because it has no buffer between itself and

the final consumer, it is almost predictably doomed to weaknesso
 

Is The Consumer 

The problem of distribution is the more obvious of the two.

Distribution is considerably more labor-intensive and less skill
intensive than generation, thus being subject to enreguismo; as
 
a state company, the distributing utility is dependent toa certain 
extent on the good will of the politician, and therefore cannot
refuse political requests to grant or retain Jobs* 

Second, the distributing state company is vulnerable to political

pressure with reference to the granting of new connections. In
 
developing countries, where distribution facilities, if not bulk
 
power, are usually in scarce supply, a connection to the distri
bution net often becomes a scarce good that wiU be rationed off
 
to the highest bidders. 
It is not that the company is necessarily

weakened because it accepts a "bribe" to connect a new consumer
 
to the net. (After all, CEMIG, the successful state power utility
of Minas Gerais, institutionalized this practice in an ingenious
way by requiring that new towns desiring connection to the CFIIG 
net must finance such connections by bukying stock in the utility.)
What weakens the state distributing utility in an atmosphere of
hard-to-obtain power is that the connection to the net--especially
for the industrial consumer--becomes a political good. An aspiring
politician returns a favor by requiring the state utility to
promise a connection for an industrialist friend, just as this
politician might retain favor by guaranteeing the appointment of
the industrialist's nephew to the board of a state company, 
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Third, the distributing coipany gets into political waters
 
in its bill-collecting. For example,"'The Lght"of Rio and Sao
 

Paulo--a powerful private utility--has its perenrial "unpaid
 
accounts," the biggest offender being the state and federal
 
governments. If such a powerful and financially independent 
private utility is not able to collect from the state, and
 
tolerates the situation, one can imagine how difficult it is for
 
a small state-owned utility like the CEDE- much more dependent 
on the state than is the Light Zor financial and political
 
support* It is not so much the pure financial loss that
 
causes degener..tion in the state distributing utility; it is# 
rather, the political relations in which the utility is forced
 
to engage because of the wheeling and dealing that goes on
 
over the payment, non-payment, and delayed payment of
 
important consumers' bills.
 

The important point about a generation-only company like
 
Furnas, in contrast to the CEEE, is that while the Light is 
tallying its unpaid accounts, Fu:'nas is at the same time 
getting paid in full by its single wholesale bnyer9 the Uight 
This is in spite of the fact that some of those unpaying

Light consumers have used kurnas-generated power. The state 
generating ntility, in short, is protected from the final 
customer by having another utility in the middle, distributing 
its power . 

The last and most important political weakness carried 
to the state power company via distribution is the rate increase 
problem (of primary importance in an inflationary economy lii 
Brazil), When the Furnas Plant was commissioned in 1964-. 
accounting for 40% of Slo Paulo Lightts Idlowatt-hour sales 
that year-there was a considerable increase in rates paid
by the consumer, because the Light was alJ.owed to adjust its 
rate to compensate for the Furnas-caused increase in its cost 
of porer, Nobodyla wrath, however, ,msvented against Furnas; 
the consumr was furious with the Light, though the Lightls 
rate increase was passed on to Furnaso The state generating
 
utility, in short, got off easy, politically, for the rate 



inorease it inflicted on edo Paulo because the increase was 
administered to the final oonsulmer by the Iight0 That Furnas
 
does not distribute its own poeir means that, as a state
 
company, it has a lot less to lose than the CEE does when
 
it tries to guarantee for itself a living rates
 

In view of the CEEEfs tota). involvement in distribution,

it is not surprising to see th.L the utility has been in 
 the 
red for years. The company is still in deficit, three years
after major changes in power legislation allowed the utilities 
to seek a 10%return on their monetarily-corrected investment 
value (regardless of efficiency or costs), as well as up to 
8% for depreciation on hydro plants, and up to 5% for depreciation 
on thermal. All three allowances, by the way, are more extravagant
than the U.S. legislation on power. While the CEEE is unable to

raise rates enough to pull itself out of deficit, the utilities
 
in the south-central region have achieved ate increases that 
even the major protagonists of the rate-.refon cause say are 
now too high, and are leading to "excessive capitalization" 
on the part of the state power sector. Rurmas itself thinks 
that its rate increases wore perhaps too exuberant, and is now 
conducting studies on how the rp.te struot tre can be refined,,
 
and its level docreased,
 

The political difficulties :nd costs of rate-raising for 
the CEEE, in contrast to urnvAs,pae due in great part to the 
CEEE'a fatal exposure through distribution0 The Furnas managers
were alwUsys major proponents of changes in the rate legislation? 
one never, saw the CEEE on the barxicades fighting for rata
increases, From the point of view of the political costs wri 
difficulties of seecing rats increasos, the stand of both cmpaniee
and their balance shaetsp arc p.-rfeot]y rational institutiona.l 
behavi -o% 

Tho e-posurG to wevna that. ccinoo illh dIstribution im 
well Iknown to state power mnagers When CEMTO was in its 
planning phase in the early fifties, the company's managers 
were strongly adv5.sed by their foreign consultants to go
into distribution. instead of Just building hydro plants.
This advice was based on the fact that because the existing
distributing companies in Minas Gerais were financially weak, 



they were likely to have diffi ::.ulty paying their supplier, CEMIG, 
and would be incapable of adeqilotely distributing the new CEMIG 
power. CEMG, however, was adeiantly against distribution
despite the logic of this argwent--for the reasons cited aboveo 
The company disregarded its cnr.sultantsl advice, therefore, and 
only after the problematical dstributing companies began to 
show signs of the predicted default, did CEMIG feel forced 
against its better judgment inl.o distribution. 

One often hears comments that characterize distribution 
as the thing that all capable atate power managers fearo 
"We don't go into distribution." they 8ayj, "because we want 
to protect us from ourselves." When the manager of a state 
generating company supplying Sao Paulo Light was asked if he 
would like his company to take over di.,1.ibution eventuaLlyp 
he said, "By no meansl When we push up the rates, who's going 
to get the blame? Us? Hell no It'll b3 the Light." 

(There are, of course, other rmasonb z,.t statq companies 
don't like distribution. It's not as gleiaroue as generatioia 
for example, and it rouglly doubles thc. requirements for 
financial resources over those that would be required fcr 
a generation-only construction programo) 

Where does this expose of distribution leavu Li) in 
terms of the CEE? Obviously, AID cannot divest tho CREE 
of its distributing 2=1-= functions, nor can it be said 
with certainty that distribution is the culprit, without 
which the CEEE, would turn into a heaTy company (CEMIG, 
for example, handles distribution, as well as generation, 
yet is still one of the best-run state onterprises in 
Latin America). Thu discussion of distribution, moreooi'*, 
is not intended to Imply that the CEFE Is utterl?'I hopelose" 
The poi. t ie;. rathru, .fiat thore . Pn .inportqnt istita ational 
featurc, iandicpppi n' tbe conwp-nny~v rehbbtlitation Any AID 
participation in the company's growth should therefore be 
designed to compensate for, and help the company to elude 
permanently this handicapo. 

The eompar:loon of CEEE to the contrasting Furnas-Light 
situation suggos.s .-hc. AID should pi:ha.po play a role 
analagous to the Lights-that i, the !uan should place AID 
as a buffer between the CEEE and ita consuming publio-d.n 

http:pi:ha.po


rder to et gTe
imp Ort t thin,g frI to MeognizpeL ;hi ta ,dei~ngs -za the 

C~E1htteoona i ardi of -,charging higl r ra smr 
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loan apreement cause' of Zits expeience' wit thepl ca 

e- ction. coiopny le 
ague txot and, nail agC~ h ~a suggestii-asit

duringour s IPor e t according
~to~its opt± 5 ~~rjeo-tio s ,about aclhieiing 'r'ate increases,
i'could work it elf up to'~ profitof only 5%, &'lybT 1971._SThe r+sfor this difficultyr, the company. saysr..t,4Y~ to, Ale gye"Soin'~ the:',,')~ n.~ high~cost of power ;in R oGrade do,,Sul2 the consuers I 

'4~unwillingnessto accept labrupt.. rate increases,- od the ~ 
SdefVelopnt- cons training effeots~of such in'crae 

These'arguments are highlyjque sti oible (te airei «
discusased, s cifical1,v in Section 2 bel1)or at east,
they do not have the ~faoe valut6'tohave bens edl 
accepted by AID as they wereoXBD~ause ~Of)~he repeated
political assaults suffered by th M-i csrbt 
and the~ rate question, itcno be'xpce toakfor,
justify, or relish the propet ford fg ei ~2togr

AID cannot look to the corn r,, in short, -forzudin 

There is, needless to say, a political costt6 AID ,for its role as instigator 4of rate increaaeu: a key eleme nt

of my suggestion is that Mi manst aliw itself to',be

identified as the "culprit" of the 'rate increase, I1n,

order tob deflect politicaiLpressure from the defenseless*
 
company.~ The Light, in -an analagcms -role, made ~a major

contribution to the development of state enterprise~ in 

,
 

the power sector: it took the blame for Furnas3-indu'ced
rate increases# thus poetk heyugtaecompany 
from political exposure at a crucial stage of its c areer. 
The Light, course, ' taken -on ++:+'++'+"+ +,.,'zi ' of ++'+;+would'++ : ++haver,+++ +have++ ++:''+''+''+''+voluntarily
sqoh a role;,on the other hand, it will hardly be recognized,~
by advocates of state enterprisa for having rnade such a 

~d4~ One more point about AID's strategy in this suggestedi
role as buffer for, the ONEE., TheI rate6-raising imaposed: nthe a ompny ''as a .1condto of lon, shouild 11 si~autan OUBaly 
n.~regotiated with the,. statevd key _po3±toian. L~ap2~ia 

; deal. ThiatAis,Ao i on, IDloan for PAso ReiaZ 
e"(<7.;
-:+4+2 - - V 
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~l~~eda lrge AID loan and powrer pr for,:hi1tte)n 
at the sam time isjnot responsible for faiittng the 
repaymient of te loan,~ 

The governor earns themost from the AID loani because 2 

Ahe pays no piice 'for'i±tpolitically, It is perfectly iuaginablop 
therefore that he would take the'loan evenit he iB made to 

rRuafeor it-4.e*J, the' AID-required imposition Of 
unppar. arTh e- e s.> Uzider ohan arrangement,, the. 

<2governort' political profit froml the lo~an-p,t g stifles,wil till be positive, and probbl cbiieable ADi 
other words., should chrg th Kyro 

will bear, because of the benitficialeffects onteutltl 
health. I t is not that AID shou t, gie "the governor
something for noLhing; rather,' tAe ,O0~1goaa' bli ' ii 
position to help AID help the comparny, 
from the loan makes him a god candidate 

is imns pi 
for. paying <the 

governor is much more capable of impiosing the rate~incieales' 
than is the companyw. The CEE can agree contractuially to 
rate increases which, as it admitted to the IUDmisfiorAq ame 

* Ultimately dependent on the uull of the atte politicians* A 

II 
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There iv one more reson why the. state executive: i 
the institution withi which the rate increase bargoin should 

~be struck, By agreing to adequate rate inoreafeL thie governor~~is in effect signing P,gradul omanciat~n ~tso1p < 

from his patronage. When the CEEE becomes as financially
Xtrong and independent as Furnas, it ill be~a'ble to stand 
up to a Brizola just as Cotrim, the Jresident of Fuan stood 
uPto Gou3.arte By the tirie the GEM, achievsa its fredom, via~ 
adequate rates the gov rnor 10 theL state will be of 
office* An ongoinig instituxtion, like the cmpny itself,, in;
contrast, is not~the institut1ionut uwbio, the deal: can~ be 
most effect "md.becausethe iidopendenc 1of the6 
cOMPaNWfri likeiy" to- 6t'a ao~3k 4W 

1 and patronae lejtionnhipa that~ &r,of long't 
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guarantee adequato ,iatev t(o D'?ui'aa or' :Wpthr pawer, utill ty!let Farnas didnIt meufei' frm its subsidy'the~way,-the OEEdoes.A XW Why-was Frnao reuiati a thie~~C n the 
other hand,-o' ge1; v~aalW 
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Furnas had institutional Proteotionr no distribution,- as
 
mentioned above, and no vulner 'rbl.ity th .ovuzits inputea.
 
explained below. Furnas managers 
 were the foremost protagonists
of rate reform; they were scornful of utate enterprise, and
 
ill at ease under the governmen's wing. Their initial smibsidy
served as springboard out from under the government, which
 
occurred with the 1964 sweepinf, changes in rate legielationu-,
 
a legislative reform they had foaght for. 
The CEEE manager

in contrast, are long subsidized, and used to that condition.

The important contrast to draw is xiot so much the different
 
nature of the managers, but rather, thlu iqe b.itv.inai
 
features surrounding the Furnao venture atrejvthened the
 
company's managers in their struggle to move from subsidy

to adequate rates; in the case of the (JEEE, the insti-Wtiov.a 
features work against such a moves 
That is why I would 
not have considered the inadequate rates of the Furnas daya

such a disturbing feature of that investment, in contrast
 
to their central role today in the case of the CEEEs 
 (It cap

also be shown that it is the particular institutional feai0z,

of the Furnas undart:aking iQhit in the f Lare attraet.
y,-l

fine managerial talent for the formation theof companyo) 

One more PoiflO j-6 re:'Ieva~ic- ii, cx11j CO.1-~t~L-

Oif subsidy,, Die political. cost of i.nreasxtng 'ated w -i
 
:rnch greater for the Executiw in the 
caa o1 m i ".
)s today in the case of the CFEite In i95?. it wac not on)j
necessary to make major changes in 
 electric power legiiaatir

in order to achieve significant rate increases; but thie
 
iaMor benefactor of invivexenu, in power ratda wouid have
 
Lnz "f; 77 4.doiy dM i huLav. 
 ?Wi..

iear, that ar.y iate pre - .oind:tioi~ .-"Or 'Cln 71'\ns ua;

:ore so politically costly to the Fresidont of to hepuiJi..
 
",i he would be.. ely tc 1oz..cide ;^lar -iu poiti.eau

i~sf51rt.s of the pxojeu- nor, wur th 
 Iie !(1u'A~tschsk..
.'resi-donr, tit Braz-5. t UVe 10 Z-"u3T.W projr-o.;'ziv alo.U'-od 
rid reiAsed to approve rate increases becausu ox the unpopularity
of such a meamre, against the peraistent advice of his Finance 
ifinist r, one cc,,' he major ,.cbLtec(ts u.? Furmas.) In tb-- CEE,.'So:u , howevi -, ;h .':hi.slaion already a:&ti- 'oreian-idequat 
rate increasen, mid their unpopilarity it] no longer doubled by
the coot of rva:-d'.mg ",'i foreign ut.J;t.r (uhirch -ras orcp ,. '.
und assignad to Mhe CE ,..n , w narly A.i.s),, Forced rat%)
increases, in sum, are a much mon askable pi-l-e" for foreiV 
financing in the oaws oek Pacoo Mel Wan thAiy .'wvld have Won 
for Furnas.
 

i 
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The concentration of AID Jtention on rates may be 
the only way to make progress vith tili cumpmVa It id
 

'
clear that the CEEE1' "underdevelopment , is of the vicious
circle variety. It is weak because it is meddled with by 
the government; it is dependent on the government because it 
doesn't receive adequate rates it doesn't receive adequate 
rates because it hasn't the poLitical power to impose them 
on either politician or consum-itr it doesnt have the political 
power because it is weak, etc. Aiy blow at this vicious 
circle could have major repercussions,. NAI have chosen 
rates as the target for assault nvii ualf be-ause oi the 
circumstances described above, but becaLL8e of the vulnerability 
and political untouchability, as far ks AID is concerned, ,f 
We- CERE on the supply idde. 

2. The Supplier 

The input problem i.nvoiv.9, a comp1lx gvoip u.' interest 
principally those of the B-'azilian coal industry, Its interest 
in the power sector as a consumer aucunts as iucr, if not 

-1iO1rajy U LiiC Wak 6tcti V1 ti , a.oe !$..O611,; 2Dflt1y18 
ttxpoure via distributioin. i, would be political-4 difficu'f. 
as well as exceedingly coImplex, ior AID to attau.c LiraiuhsL 
problem via the supply Aide, The groups i:ierecL Ln gett:;, 
coal sold to the CEEE (usually at unfavorable tikrms Lo the 
,Latter) extend outside the statG i oSantW Catai~nap to . 

Lederaj. goverrie i i, to 6m: puwei- v, ,pacs oi -die aout-.1:t.-., 

,AJderurgiec,. 1uaional,~ 'Lut LO iliiprove: ,3 ht-A~ %A16 

;,rat/-3 power iu be strong enough (,o oX:company, muc& UHiL 

chese aiei~,s dci, the.1 waai bn)o..
1Fuviiac wh~ Ao 

;.!iWaa iO.L quiit'LoAld-ur° d;, la±dtsI, I t iUiau, Oc a, ; to 
ncgai-ii w-~ thiemi a-, a.. b 1-iA (0 Tht fult:.ig j)2scaszjon 
iows wily Uhe eate protua is about the onLy politiclly 

epproachable area in which AIID can assist the C E. 

The powei )I ',.4o Cratide do Sui-a usal Inciustry over 
Oie C&2E i bo-Ji .flFec Ond cause of the '.tiity's woakness 
Lhe gaucho coal wines prcx:.ce ol,- low-t--Ae co&, ani have 
¢Irtua--I-no nket but '.no pour seora The Aiines lie 
,gh the middle of thep tae, ccnvemLently near t.he QEEEJs 
!naJor load conteas' 1-orto Algru. Tjinaajor p-wr--generating 
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facility based on this coal' is he thermal plant Charqueadasalocated at the mine site. The power generated at Charqueadasis one of the highest cost genorating sources of the CEEsystem, despite the plant's cl.e location to the loadcenter. The CEEE, however, is required by law to buy aminimum monthly tonnage from tC Charqueadas mine, whether or not it needs that coal-bas( L power. 

The principal feature of operating a power systemefficiently is that one uses the most economic sourcesof generation first, and then moves on to the more costlygenerating sources as 
the load increases during the day,
week, month year.or If the CEEE has to pay for this coalwhether or itnot uses the resulting high cost power (coalrepresents about 65% of the total costs of running a thermalplant), it goingis to use this power more than is economicallydesirable. This means that at times CEEEthe is lettingmore economic facilities than Charqueadas lie idle, whileit generates power with its higher cost plant. More generally,,this forced arrangeme1t with the coal industry introduces a strong disincentive'- the CEEE against the economicoperation of its system, since such operation doesn't pay
off anyway.
 

The effect of this constraint on the quality of the
company, as well as on its costs, is quite important, One
of the most challenging and rewarding aspects of the
power business arises from the multitude of combinations
of a utility's power generating sources that is at any one
moment capable of attending a given load diagram. 
Because
of the uncertainties about demand, and about the availabilityof water, Jeach part of the day presents a set of alternativesfor which an on-the-spot decision must be made as to theleast costly way to attend demand° As one power managersaid, "The biggest excitement of running a power company-rith substantial generating facilities is that z= if youlrealert and make the right last-minute decision, you can
 save thousands of dollars in one minutew" 
When the CEEEhas a major constraint placed on the juggling of itsgenerating facilities, it is at the same time deprived of
both the possibility of generating power economically, and
the reward comesthat with itft 
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The only way for the Brazilian econony to produce this 
coal, the argument goes, is to have an assured market 
for the by-product steam cor,.V.-through coal-burning 
thermal plants.
 

Implicit, and sometimes explicit, in this argument 
is the assumption that it i: lej costly to the economy 
if the electric power sectoe'pays for this subsidization 
of the coal industry, than if the steel and petrochemical 
sectors payo There have never been any serious economic 
studies of the question in this .form-that is, regarding
 
how much the price of coking coal and of steel will
 
actually be reduced by a series of specific investments
 
in coal-burning thormal plants, and whether this benefit
 
is greater than the cost of the uneconomic coal-burning
 
thermal choice being recommended for the power industryo
 

CPAN has always had an uphill fight in the south
central region, because in most cases ll has been showi 
to be more economic than coa:. for thermsl plants, and hy'.' 
in turn, has been shown to be more economic than thermal 

(e.g. CANAMBRA). CPCAN has been able to achievo some 
vine-mouth coal-buuring thermaI plants ia Santa Uat,.. 
and Parana, but the power markets in those two states are 
too small to even begin to solve the problem of the additione 
to the stockpile., let alone the stockpile itself, 

All this may seem remote from the CEEE and Rio Grandi 
do Sul, but it is crucial to an understanding of the 
CEEE s current av! impending p.:'ob.ems, CCRN has tried 
its best to have thermal plants built for its steam m. 
in the south-central region. nere the big power marke6 
iso Ihe long delay over the decision as to whether
 
the Santa Cruz thermal plant know owned by Farnas) would 
bin o.l or coa1 . was a result of CPOANVs Dressures, as 
was, to a certain extent, the idea of Ahe steel complex 
COSIGUA, in which tho coal-.burning Santa Cruz plant would 
be an essential component. But CPCANts forays into the
 

south-central region have been fought off consistently
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is' 141i ,and ,,the,,magitudese o ,p'over jranr~ ted con eal 

a distanc o0Mf M3qbnO odloreter 

of 'installed cacity, has been trans tting most of, thabt 
to' Syw~go -uo~~rthe,saieaver~age dista ce as 

thtbetween~ SOTELGA and P6o Alegre.): 

<~.Needless 

I~li n 'itermis-'of the' auco poweir syse:1,.h te' 
CEE wil'avea dfify~r0, akpowe in 1971 ahd 1972,, 

to say, acomrpan~r. tii 2iwexc a 'coal 
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upon to attend shortages of .p cpoe if _th 

4~initerests were poeru 'eogit' teSEC 
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Fourth, the C1KEE deficit is expected to diaappenr no 
sonas the Passo Real. plant is conmi.ssioned in 1973.~ 

ELB2TROBWA admits that the CEEE may niot need SOTELOA 
power after 197,1) and perhaps the power on -that line Vi". 
then flo-w ii the wppAobite diroction, Tr-om the 02& to 
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Iuollri& and deaigni of tha SOELA Uhto, FXOAaa 
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TTZ a question tori k, g~1nua"too politleml! 
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LOAN AGREEMENT dated a j/ 9 between
 

COMPANHIA ESTADUAL DE ENERGIA ELATRICA ("Borrower"), the
 

STATE OF RIO GRANDE DO SUL ("State") and the UNITED STATES OF
 

AMERICA, acting through the AGENCY FOR INTERNATIONAL DEVELOPMENT 

("A.I.D.").
 

ARTICLE I
 

The Loan
 

SECTION 1.01. The Loan. 
A.I.D. agrees to lend to the Borrower
 

in furtherance of the Alliance for Progress and pursuant to the
 

Foreign Assistance Act of 1961, as amended, an amount not to exceed
 

twenty-seven million four hundred thousand United States Dollars
 

($27,400,000) ("Loan") to assist the Borrower in carrying out the 

Project referred to in Section 1.02 ("Project"). As further explained
 

in Section 6.01, the Loan shall be used exclusively to finance United
 

States dollar costs of goods and services required for the Project
 

("Dollar Costs"). 
The aggregate amount of disbursements under the
 

Loan is hereinafter referred to as "Principal".
 

SECTION 1.02. The Project. As used in this Agreement the Project
 

shall mean the design, construction, equipping, and placing into
 

operation of a dam, and powerhouse on the River Jacui in the State of
 

Rio Grande do Sul, as well as related transmission and distribution
 

facilities and related technical assistance. The Project shall consist
 

of the following unless otherwise agreed to by A.I.D. in writing
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(a) 	 Construction of a dam and earthfill dikes on the River 

Jacul, providing a reservoir with storagea capacity of 

approximately 3,500 million cubic meters.
 

(b) Construction of a powerhouse with capacity for two 

separate units of 62.5 megawatts each and provision for
 

installation of two more like units in a separate power

house.
 

(c) 	The installation of two such units mentioned in (b)
 

above.
 

(d) 	Construction of a transmission line of 220 KV to connect
 

the plant with the Porto Alegre substations.
 

(e) Expansion and improvement of transmission and distribution
 

facilities.
 

(f) 	Engineering and certain technical assistance necessary to
 

carry out the Project and operate and maintain it once
 

completed.
 

(g) 	Training of Personnel.
 

The goods and services to be financed under the Loan shall be 

listed in the Implementation Plan referred to in Section 3.02. 
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ARTICLE II
 

Loan Terms
 

SECTION 2.01. Interest. The Borrower shall pay to A.I.D.
 

interest which shall accrue at the rate of six percent (6%) per
 

annum following the date of the 
first disbursement hereunder theon 


outstanding balance of Principal 
and on any due and unpaid interest.
 

Interest on the outstanding balance shall accrue from the date 
of 

each respective disbursement (as such date is defined in Section
 

7.03), and shall be computed on the basis of a 365-day year. 

Interest shall be payable semiannually. The first payment of interest 

shall be due and payable no later than six (6) months after the 

first disbursement hereunder, on a date to be specified by A.I.D. 

SECTION 2.02. Repayment. The Borrower shall repay to A.I.D. 

the Principal within twenty-five (25) years from the date of the first 

disbursement hereunder in forty-one (41) approximately equal semi

annual installments of Principal and interest. The first install

ments of Principal shall be payable four and one-half (4 1/2) years
 

after the date on which the first interest payment is due in accordance
 

with Section 2.01. 
A.I.D. shall provide the Borrower with an 

amortization schedule in accordance with this Section after the final 

disbursement under the Loan.
 

SECTION 2.03. Application, Currency, and Place of Payment.
 

All payments of interest and Principal hereunder shall be made in
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United States dollars, except as specified in Section 2.05 and
 

shall be applied first to the payment of interest due and then to
 

the repayment of Principal. 
Except as A.I.D. may otherwise specify
 

in writing, all such payments shall be miade 
to the Controller, Agency
 

for International Development, Washington, D.C., U.S.A., and shall
 

be deemed made when received by the Office of the Controller.
 

SECTION 2.04. Prepayment. 
Upon payment of all interest and
 

refunds then due, the Borrower may prepay, without penalty, all
 

or any part of the Principal. Any such prepayment shall be applied
 

to the installments of Principal in the inverse order of their
 

maturity.
 

SECTION 2.05. 
 Currency and Recipient of Repayment.
 

(a) If A.I.D. shall so notify the Borrower in writing,
 

the Borrower, until A.I.D. shall give notice otherwise, shall
 

discharge its obligations to make payments pursuant to this Article,
 

and if A.I.D. so directs, to make payments pursuant to Section 2.02,
 

by making all such payments in accordance with the terms of this
 

Agreement to the Government of Brazil in Brazilian currency, equivalent
 

to, and at the 
same time as, the dollar payments which would other

wise be made. In notifying the Borrower, A.I.D. shall specify the
 

exchange rate at which the equivalents in dollars of such payments
 

of Brazilian currency are 
to be calculated, provided, however, that the
 

Borrower shall in no case be required to pay more units of Brazilian
 

currency per dollar to the Government of Brazil than it would have been
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required by the Central Bank of Brazil to pay to obtain dollars 

for payments directly to A.I.D. pursuant to this Agreement. 

(b) Receipt by the Borrower of notice of election pursuant
 

to subsection 2.05 (a) shall not terminate those payment obligations
 

of the Borrower to A.I.D. under this Agreement not discharged in 

accordance with the terms of subsection 2.05 (a) hereof, or any 

other rights of A.I.D. under this Agreement. 



ARTICLE III 

Conditions Precedent to Disbursement 

SECTION 3.01. Conditions Precedent to Initial Financing. 

Prior to the first disbursement or to the issuance of the first 

letter of commitment under this Agreement, except as A.I.D. may 

otherwise agree in writing, the Borrower shall furnish in form 

and substance satisfactory to A.I.D.: 

(a) An opinion or opinions of legal counsel satisfactory
 

to A.I.D. that:
 

i. This Agreement and the Payment and Guaranty Agreement 

referred to in subsection (d) below have respectively 

been duly authorized or ratified by, and executed on 

behalf of the Borrower, the State and the Guarantor, 

have been registered as required by the law of Brazil, 

and constitute valid and legally binding obligations, 

of the Borrower, the State and the Guarantor in 

accordance with their respective terms; and 

ii. The Borrower is a duly organized and existing institution 

under the laws of Brazil. 

(b) Evidence of the authority of the person or persons who will
 

act as the representative or representatives of the Borrower and State
 

pursuant to Section 9.02 together with a specimen signature of each
 

person certified as to its authenticity by said legal counsel.
 



(C) Evidence of all waivers and consent to this Agreement
 

required pursuant to Agreements between Borrower and other credit
 

instltutions. 

(d) Evidence of a 
Payment and Guaranty agreement by the
 

Government of Brazil ("Guarantor"), satisfactory to A.IoD., and duly
 

executed and registered pursuant to the legal requirements of
 

Brazil, of the repayments of the Loan and all interest and other
 

payments required pursuant to this Agreement. 

(e) Evidence of satisfactory arrangements with appropriate
 

monetary authorities for the remittance of dollars to A.I.D. in
 

satisfaction of the Borrower's and the Guarantor's obligations under
 

this Agreement and the Payment and Guaranty Agreements.
 

(f) Evidence of firm commitments by the State to furnish
 

the necessary financial resources in addition to those provided by 

the Loan and the BE Loan, referred to below, to complete the
 

Project on schedule.
 

(g) Evidence that the Loan Agreement dated January 31, 1968 

with Banco Nacional do Desenvolvimento Econ16mico ("B.N.D.E."), 

("BNDE Loan"), providing for a loan to Borrower of NCrl144.5 million 

for the Project is in full force and effect in accordance with its 
terms, and that the Borrower has complied with all conditions precedent 

to disbursement of the first, second and third tranches (parcelas) 

thereof.
 



(h) Evidence of contractual or other arrangements
 

satisfactory to A.I.D. for engineering services to carry out the
 

Project.
 

SECTION 3.02. Additional Conditions Precedent with Res2ect
 

to Financing Other than Engineering Services. Prior to any
 

disbursement or the issuance aof letter of commitment for Items 

other than for engineering services, ex..ept as A.I.D. may otherwise
 

agree in writing, the Borrower shall furnish A.I.D. in form and
 

substance satisfactory to A.I.D.:
 

(a) A plan for the financing of Borrowert s investment
 

program, including the Project herein (the "Financial Plan"),
 

evidencing the availability of the Brazilian cruzeiro and U.S.
 

dollars requirements, and the source of such funds. 

(b) A detailed implementation plan for execution of the
 

Project, including schedules, cost estimates for procurement,
 

construction, and installation necessary to complete the Project.
 

(c) Evidence of arrangements for the timely importation of
 

items to be financed under the Loan including approval by the Carteira 

de Com~rcio Exterior (CACEXA) of the Banco do Brasil of the equipment
 

and materials to be imported and financed under the Loan.
 

SECTION 3.03. Terminal Date for Fulfillment of Conditions 

Precedent. Except as A.I.D. may otherwise agree in writing, if the 

conditions required by Section 3.01 have not been completed within 



9

ninety (90) days of the effective date of this Agreement, or if all
 

of the other conditions specified by A.I.D. pursuant to Sectioh 3.02 

have not been fulfilled by one hundred and eighty (180) days frow 

the date of this Agreement, A.I.D. may at any time thereafter terminate 

this Agreement by giving notice to the. Borrower. Upon such termination, 

the Borrower shall repay the unrepaid Principal and any accrued interest, 

whereupon all other obligations of the Borrower and A.I.D. under this 

Agreement shall cease.
 

SECTION 3.04. Notification of Meeting of Conditions Precedent
 

to Disbursement. A.I.D. shall novify Borrower upon determination by
 

A.I.D. that the conditions precedent have been met.
 

SECTION 3.05. Additional Conditions Precedent to Disbursements.
 

From time to time, A.I.D. shall specify which of th2 following additional
 

items it will require before disbursements may be made for any Item
 

financed under the Loan other than engineering services: 

a. Additional plans, specifications, schedules, and/or 

estimates; 

b. Evidence that arrangements satisfactory to A.I.D. have
 

been made for the necessary procurement;
 

c. Evidence that arrangements satisfactory to A.I.D. have
 

been made for the construction and/or erection services;
 

d. Additional engineering studies, tests, reports, or other
 

services as may be required; 
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e. Copies of Contracts or Purchase Orders;
 

Unless A.I.D. otherwise agrees in writing, the items specified
 

in (a)to (e)above shall be furnished within thirty (30) days of a
 

request by A.I.D. for such item or items.
 



ARTICLE IV
 

Additional Covenants and Warranties
 

-SECTION 4.01. Financial and Legal Status of Borrower.
 

The Borrower represents and warrants that as of the date of this
 

Agreement:
 

a. Borrower is a dul,/$organized and existing company under the
 

laws and decrees of Brazil with full authority to carry on its present
 

business, to undertake the Project, and to enter into this Agreement.
 

b. Borrower has taken all corporate and legal action and
 

obtained all authorizations, consents or approvals of any
 

governmental body or regulatory authority required in connection with
 

the making and performance of this Agreement, except as required pursuant
 

to Section 3.01 of this Agreement.
 

c. Borrower has furnished A.I.D. with a true copy of its
 

present Articles of Incorporation or Charter and Articles of
 

Association or By-laws.
 

d. Borrower is not in violation of, and the execution and
 

delivery of this Agreement, the compliance with all of its terms and
 

the carrying out of the other transactions contemplated hereby do
 

not and will not conflict with or results in any violation of, any
 

provisions of any present agreement, francise, concession, license,
 

permit, decree, order, statute, ordinance, governmental rule or
 

regulation applicable to Borrower;
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e. There is no action or proceeding, pending or threatened, 

(or, to the best of Borrower's knowledge, any basis therefor) which 

might result in any material adverse change in the business prospects
 

or conditions (financial or other) of Borrower or which questions the
 

validity of this Agreement or any action taken or to be taken pursuant 

to or in connection herewith or in carrying out the Project. No
 

notice has been given by any governmental authority of any proceeding 

to condemn, purchase, or otherwise acquire Borrower, the Projc-t, or 

any part of or interest in either and, as far as Borrower knows, no 

such proceeding is contemplated;
 

f. Borrowerts assets are not subject to any lien, except as
 

heretofore disclosed to A.I.D. in writing. 
For the purpose of this
 

subsection, the term "lien" shall include mortgages, pledges, charges,
 

privileges and priorities of any kind, and the term "assets" shall
 

include revenues and property of any kind. This subsection shall
 

not apply to: 

i. any lien created on property, other than property 

financed under this Agreement at the time of 

purchase thereof, solely as security for the payment 

of the purchase price of such property, or 

ii. liens for taxes not delinquent or taxes being contested 

in good faith, provided that such liens shall be 

discharged within thirty (30) days after final 

adjudication; or 

iii. liens for wages not yet due; or 
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iv. deposits or pledges of property other than capital 

assets to secure payment of workmen's compensation or 

other similar benefits required by law; or 

v. deposits or pledges of property other than capital 

assets to secure performance of bids, tenders, leases,
 

public or statutory obligations, surety or appeal bonds
 

or other purposes of like general nature in the ordinary
 

course of the Borrowerts business.
 

g. Borrower has filed all its tax returns which to the
 

knowledge of the Borrower are required to be filed and has paid all
 

taxes, assessments, duties, and other governmental charges except those
 

not yet delinquent, .or these being contested in good faith.
 

SECTION 4.02. Covenants in Respect to Execution of the Project.
 

a. Borrower shall carry out the Project with due diligence and
 

efficiency, and in conformity with sound engineering, construction,
 

financial, administrative and management practices.
 

b. Borrower shall cause the Project to be carried out in a timel
 

fashion consistent with efficient and sound management and engineering
 

practices and shall notify A.I.D, of any events which may materially
 

hamper or delay the prosecution of the Project.
 

c. Continuing Consultation. The Borrower and A.I.D. shall
 

cooperate fully to assure that the purpose of the Loan will be 

accomplished. To this end, the Borrower and A.I.D. shall from time to 

time, at the request of either party, exchange views through their 

representatives with regard to the progress of the Project, the
 



performance by the Borrower of its obligations under this Agreement,
 

the performance of the consultants, contractors and suppliers engaged
 

on 	the Project, and other matters relating to the Project.
 

d. Management. 
The Borrower shall provide qualified and
 

experienced management for the Project, and shall train such staff as
 

may be appropriate for the maintenance and operation of the Project.
 

e. Operation and Maintenance. The Borrower shall operate,
 

maintain and repair the Project in conformity with sound engineering, 

financial, and administrative practices and in such mnnner as to
 

insure the continuing and successful achievement of the purposes 
 of 

the Project.
 

f. Taxation. This agreement, the amount agreed to be lent
 

hereunder, 
 and any evidGnces of indebtedness issued in connection here

with shall be free from, and the Principal and interest shall be-paid
 

without deduction for and free from, any taxation or fees imposed under 

the laws of7 Brazil or State or Municipality therein. 
To 	the extent
 

that all parties to contracts financed hereunder to which the Borrower 

is a party and any property or transactions relating to such contracts,
 

and any commodity procurement transaction financed hereunder, are not
 

exempt from identifiable taxes, tariffs, duties, and other levies
 

imposed under laws in 	 effect in the country of the Borrower, the 

Borrower shall pay or reimburse the same with funds other than those
 

provided under the Loan. 

g. 	Utilization of Goods and Services.
 

.i. Goods and services financed under the Loan shall be
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used exclusively for the Project, except as A.I.D.
 

may otherwise agree in writing. 
Upon completion of the
 

Project, or at such other time as goods financed under
 

the Loan can no longer usefully be employed for the
 

project, the Borrower may use such goods for its normal
 

system expansion or operation or dispose of such goods
 

in such manner as A.I.D. may agree to in writing prior
 

to such disposition.
 

ii. 	 Except as A.I.D. may otherwise agree in writing, no
 

goods or services financed under the Loan shall be
 

used to promote or assist any foreign aid project or
 

activity associated with or financed by any country
 

not included in Code 935 of the A.I.D. Geographic Code
 

Book as in effect at the time of such use.
 

h. Disclosure of Material Facts and Circumstances. The
 

Borrower and State represent and warrant that all facts and
 

circumstances that they have disclosed to A.I.D. in the course of
 

obtaining the Loan are accurate and complete, and that they have
 

disclosed to A.I.D., accurately and completely, all facts and
 

circumstances that might materially affect the Project and the discharge
 

of its obligations under this Agreement. 
The Borrower and State shall
 

promptly inform A.I.D. of any facts and circumstances that may hereafter
 

arise that might materially affect, or that it is reasonable to believe
 

might materially affect, the Project or the discharge of the Borrowerts
 

obligations under this Agreement.
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i. Commissions, Fees and Other Payments.
 

i. Borrower warrants and covenants that in connection
 

with obtaining the Loan, or taking any action under 

or with respect to this Agreement, it has not paid, 

and will not pay or agree to pay, nor to the best 

of its knowledge has there been paid by any other 

person or entity, commissions, fees or other payments
 

of any kind, except as regular compensation to the
 

Borrower's full-time officers and employees or as
 

compensation for bona fide professional, technical
 

or comparable services. The Borrower shall promptly
 

report to A.I.D. any payment or agreement to pay
 

for such bona fide professional, technical or
 

comparable services to which it is a party or of
 

which it has knowledge (indicating whether such payment
 

has been made or is to be made on a contingent basis),
 

and if the amount of any such payment is deemed
 

unreasonable by A.I.D., the same shall be adjusted in a
 

manner satisfactory to A.I.D.
 

ii. 	The Borrower covenants that no payments have been
 

or will be received by the Borrower, or any official
 

of the Borrower, in connection with the procurement
 

of goods and services financed hereunder, except fees,
 

taxes or similar payments established pursuant to the
 

laws of Brazil.
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3. Maintenance and Audit of Records. The Borrower shall 

maintain, or caused to be maintained, in accordance with sound 

accounting principle and practices consistently applied, books and 

records relating both to the Project and to this Agreement. Such 

books and records shall, without limitation, be adequate to show:
 

i. the receipt and use made of goods and services
 

acquired with funds disbursed pursuant to this 

Agreement; 

ii. the nature and extent of solicitations of prospective 

suppliers of goods and services acquired; 

iii. the basis of the award of contracts and orders to 

successful bidders; and
 

iv. the progress of the Project.
 

Such books and records shall be regularly audited, in accordance
 

with sound auditing standards, by an auditing firm satisfactory to
 

A.I.D., for such period and at such intervals as A.I.D. may require,
 

and shall be maintained for five years after the date of the last
 

disbursement by A.I.D. or until all sums due A.I.D. under this
 

Agreement have been paid, whichever date shall first occur.
 

k. Reports. The Borrower shall furnish to AoI.D. such
 

information and reports relating to the Loan and to the Project as
 

A.I.D. may request.
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I. Inspections. The authorized representatives of A.I.D. 

Bhall have the right at all reasonable times to inspect the Project,
 

the utilization of all goods and services financed under the Loan, and
 

the Borrower's books, records and other documents relating to the
 

Project and the Loan. The Borrower and State shall cooperate with 

A.I.D. to facilitate such inspections and shall permit representatives 

of A.I.D. to visit any part of the facilities of the Borrower for 

any purpose relating to the Loan. 



19-


ARTICLE V 

Special Covenants and Warranties
 

SECTION 5.01. Sales and Tariffs
 

Until the Loan is repaid, Borrower shall promptly, and not less
 

than once a year or as permitted by Brazilian legislation take all
 

such actions as may be necessary to establish and maintain electricity
 

tariff levels, as permitted by the provisions of then existing tariff
 

legislation, including the allowable renumeration of the rate base
 

specified therein; provided, however, that the Borrower and A.I.D.
 

may agree from time to time on a reduced level of electricity tariffs
 

whenever the legally permitted tariffs will yield revenue substantially
 

in excess of Borrower's requirements.
 

SECTION 5.02. Special Covenants. Until payment in full of all
 

sums due under this Agreement, the Borrower, except as A.I.D. may
 

otherwise agree in writing:
 

a. 
Shall pay or cause to be paid all taxes, fees, or other
 

charges, if any, imposed under the laws of Brazil or laws in effect in
 

its territory or in connection with the execution, delivery or
 

registration of this Agreement or the repayment of Principal or
 

payment of interest hereunder. Such taxes and fees shall not be paid
 

out of the proceeds of the Loan.
 

b. Shall insure or cause to be insured the equipment and
 

materials financed under this Agreement against risks incident to their
 

purchase and transit to the point of their use in the Project.
 



20

c. Shall keep its properties and business insured with 

financially sound and reputable insurance companies against loss or 

damage in such manner and to the same extent as shall be in accordance 

with good business practice with regard to property and business 

of like character in comparable circumstances. 

d. Shall maintain its existence and right to carry on operations 

and take all steps necessary to maintain and renew all rights, powers, 

privileges, concessions and franchises"which are necessary or 

materially useful in the conduct of its business. 

c. Shall conduct any transactions with its directors, officers,
 

stockholders, affiliates, and employees in accordance with good
 

commercial practice.
 

f. Shall promptly inform A.I.D. of any conditions which inter

fere with, or threaten to interfere with, the payment of Principal
 

or interest, or the carrying out of the Project.
 

g. Shall not incur any debt if by incurring such debt the debt 

of the Borrower shall exceed of its total fixed assets. For the
 

purposes of this Section, the following terms shall havL the meanings
 

hereinafter set forth:
 

i. The term "debt" means all debt except debt maturing by 

its terms on demand or less than one year after it is
 

incurred in the ordinary course of business.
 

ii. Debt shall be deemed to be incurred on the day such debt
 

becomes outstanding and repayable in accordance with the
 

agreement providing for the incurrence of such debt;
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provided, however, that, in the case of guarantee
 

of debt, debt shall be deemed to be incurred on the
 

day the agreement guaranteeing such debt has been entered
 

into.
 

iii. 
 The term "total fixed assets" means gross fixed assets
 

in operation less the depreciation reserve, plus the
 
cost of construction work-in-progress, all such items
 

to be revalued on the basis of the latest applicable
 

official revaluation coefficients.
 

iv. 	Vhenever for purposes of this Section it shall be
 

necessary to value, in terms of Brazilian currency,
 

debt payable in another currency, such valuation shall
 

be made on the basis of the prevailing lawful rate of
 

exchange at the time of such valuation.
 

h. Shall not declare or pay any cash dividend on or authorize
 
or make any other distribution on .ccount of any shares of any class of
 
stock of the Borrower whether now or hereafter outstanding, or make
 
any 	payment on account of the purchase, acquisition, redemption or other
 

retirement of any shares of such stock.
 

i. 
 except out of the earned surplus of the Borrower,
 

determined in accordance with generally accepted sound
 

accounting principles and practices; and
 

ii. 
 unless the Borrower is not in default under this
 

Agreement.
 

Shall not substantially change the nature of its business.
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j. Shall not sell, transfer, lease or otherwise dispose of 

any significant part of its real estate, plant, equipment or other 

fixed :assets which may impair the Borrowerts ability to fulfill its 

obligations under this Agreement. The Borrower shall promptly
 

provide in writing any information which A.I.D. may request concerning
 

the disposal of any such item.
 

SECTION 5.03. Until the Project is completed, the Borrower 

covenants that it will not undertake any new major generating project
 

or major expansion off existing generating facilities, other than the
 

first stage of Passo Fundo (110 W), unless Eletrobr~s and A.I.D.
 

may otherwise agree. While retaining its right of approval, A.I.D.
 

will be guided by the recommendations of Eletrobr~s.
 

SECTION 5.04. The State covenants as follows: 

(a) To provide all resources (other than resources to be
 

provided from other sources set forth in the Project
 

Financial Plan, approved by A.I.D. under Section 3.02(a)
 

necessary to complete the Project;
 

(b) To give the Project the highest priority in the allocation
 

of State resources for power investment;
 

(c) To reinvest in Borrower all dividends received from
 

Borrower until the Project is completed.
 

(d) To provide until the Project is completed its full support 

to the Borrower's tariff applications made in accordance with 

the Borrower's covenants as set forth in Section 5.01(b). 



23

(e) 	 To comply with the undertaking and assurances provided 

in the letter of May 13, 1968 addressed to A.I.D. signed, 

by the Governor of State. 

SECTION 5.03. 
Borrower will not agree to any significant
 

change, modification or revision of the BNDE Loan without prior
 

approval in writing from A.I.D.
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ARTICLE VI
 

Procurement
 

SECTION 6.01. Procurement from the United States. Except as
 

A.I.D. may otherrise agree in writing, disbursements made pursuant
 

to Section 7.01 shall be used exclusively to finance the procurement%
 

for the Project of goods and services having both their source and
 

origin in the United States of America. Components and parts of
 

machinery and equipment produced in the Federative Republic of
 

Brazil, which components have their source and origin in the United
 

States of America shall also be eligible to be financed under the
 

Loan. 
All ocean shipping and marine insurance financed under the Loan shall
 

have both-their source and origin in the United States of America.
 

SECTION 6.02. Eligibility Date. Except as A.I.D. may other

wise agree in writing, no goods or services other than engineering
 

services for the Project, may be financed under the Loan which are
 

procured pursuant to orders or contracts firmly placed or entered into
 

prior to the date of this Agreement.
 

SECTION 6.03. 
Goods and Services Not Financed Under Loan.
 

Goods and services procured for the Project, but not financed under
 

the Loan, shall have their source and origin in countries included in
 

Code 935 of the A.I.D. Geographic Code Book as in effect at the time
 

orders are placed for such goods and services.
 

SECTION 6.04. Implementation of Procurement Requirements.
 

The definitions applicable to the eligibility requirements of
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Sections 6.01, and 6.03 will be set forth in detail in Implementation 

Letters. 

SECTION 6.05. Plans, Specifications and Contracts.
 

(a) Except as A.IoD. may otherw se agree in writing, the
 

Borrower shall furnish to A.I.D. promptly upon preparation, all Plans,
 

specifications, construction schedules, bid documents, and contracts
 

relating to the Project, and any modifications therein, whether or
 

not the goods and services to which they relate are financed under
 

the Loan.
 

(b) Except as A.I.D. may otherwise agree in writing, all of
 

the plans, specifications, and construction schedules fuinished
 

pursuant to subsection (a)above shall be approved by A.I.D. in writing.
 

(c) All bid documents and documents related to the
 

solicitation of proposals relating to goods and services financed
 

under the Loan shall be approved by A.I.D. in writing prior to their 

issuance. All plans, specifications, and other documents relating 

to goods and services financed under the Loan shall be in terms of 

United States standards and measurements, except as A.I.D. may other

wise agree in writing. 

(d) The following contracts financed under the Loan shall 

be approved by A.I.D. in writing prior to their execution: 

(i)contracts for engineering and other professional
 

services,
 

(ii) contracts for construction services, 

(iii) contracts for such other services as A.I.D. may specify
 
and
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(iv) contracts for such equipment and materials as A.I'D. 

may specify.
 

In the case of any of the above contracts for services, A.I.D.
 
shall also approve in writing the contractor and such contractor
 
personnel as A.I.D. may specify. 
Material modifications in any of such
 
contracts and in the case of contracts financed by A.I.D. changes in
 
any of such personnel shall also be approved by A.I.D. in writing
 

prior to their becoming effective.
 

(e) Consulting firms used by the Borrower for the Project
 
but not financed under the Loan, the scope of their services and such
 
of their personnel assigned to the Project as A.I.D. may specify, and
 
construction contractors used by the Borrower for the Project but
 

not financed under the Loan shall be acceptable to A.I.D.
 

SECTION 6.Ob. Reasonable Price. 
No more than reasonable.prices
 
shall be paid for any goods or services financed, in whole or in
 
part, under the Loan, as more fully described in Implementation Letters.
 

Such items shall be procured on a fair and, except for processional
 
services, on a competitive basis in accordance with procedures therefor
 

prescribed in Implementation Letters.
 

SECTION 6.07. 
Shipping and Insurance.
 

(a) Goods procured from the United States and financed under the
 
Loan shall be transported to the country of the Borrower on flag 
carriers of any country included in Code 935 of the A.I.D. Geographic 

Code Book as in errect at the time of shipment. 



(b) At least fifty percent (50%) of the gross tonnage of
 
all goods procured from the United 
States and financed under the 
Loan (computed separately for dry bulk carriers, dry cargo liners, 

and tankers) which shall be transported on ocean vessels shall be 
transported on privately owned United States flag commercial vessels: 

unless A.I.D. shall determine that such vessels are not available
 

at fair and reasonable rates for United States 
flag commercial 

vessels. No buch goods may be transported on any ocean vessel
 

(or aircraft) (i)which A.I.D., ain notice to the Borrower, has 

designated as ineligible to carry A.I.D.-financed goods or (ii)which
 

has been chartered for the carriage of A.I.D.-financed goods unless
 

such charter has been approved by A.I.D.
 

(c) .irin connection with the placement of marine insurance
 

on shipments financed wder United States legislation authorizing
 

assistance to other nations, the country of the Borroier, by statute,
 

decree, rule, or regulation, favors any marine insurance company of 

any country over any marine insurance company authorized to do
 

business in any state of the United States of America, goods procured
 

from the United States and financed under the Loan shall during the
 

continuance of such discrimination be insured against marine risk in
 

the United States of America with a company or companies authorized to
 

do a marine insurance business in any state of the United States
 

of America.
 

(d) The Borrower shall insure, or cause to be insured, all
 
goods procured in the United States and financed under the Loan against 
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risks incident to their transit to the point of their use in the
 
Project. 
Such insurance shall be issued upon terms and conditions 
consistent with sound commercial practice, shall insure the full value 
of the goods, ard shall be payable in the currency in which such goods 
were financed. Any idemnification received by the Borrower under
 
such insurance shall be used to replace or repair any material damage
 
or any loss of the goods insured or shall be used to reimburse the
 
Borrower for the replacement or repair of such goods. 
Any such
 
replacements shall be of United States source and origin and other

wvise subject to the provisions of this Agreement.
 

SECTION 6.03. Notification to Potential Suppliers. In order
 
that all United States firms shall have the opportunity to participate
 
in furnishing goods and services to be financed under the Loan, the
 
Borrower shall furnish to A.I.D. such information with regard thereto,
 
and at such times, as AoI.D. may request in Implementation Letters.
 

SECTION 6.09. United States Government-owned ExcessProperty. 
The Borrower shall utilize, with respect to goods financed under the 
Loan to which the Borrower takes title at the time of procurement,
 

such reconditioned United States Government-owned Excess Property as 
may be available within a reasonable period of time. 
The Borrower
 
shall seek assistance from A.I.D. and A.I.D. will assist the Borrower
 
in ascertaining the availability of and in obtaining such Excess
 

Property. A.I.D. will make arrangements for any necessary inspection
 
of such property by the Borrower or its representative. 
The costs
 



29
of inspection and of acquisition, and all charges incident to the
 

transfer to the Borrower of such Excess Property, may be financed 

under the Loan. Prior to the procurement of any goods, other than 

Excess Property, financed under the Loan and after having sought 

such A.I.D. assistance, the Borrower shall indicate to A.I.D. in 

writing, on the basis of information then available to it,either 

that such goods cannot be made available from reconditioned United
 

States Government-owned Excess Property on a 
timely basis or that
 

the goods that can be made available are not technically suitable 

for use in the Project. 

SECTION 6.10. Information and Marking. Borrower and State 

shall give publicity to the Loan and the Project as a program 

of United States aid in furtherance of the Alliance for Progress,
 

identify the Project site, and mark goods financed under the Loan, 

as prescribed in Implementation Letters.
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A1ICLE VII
 

Disbursements
 

SECTION 7.O1o Disbursement for United States Dollar Costs
 
Letters of Commitment to United States Banks. Upon satisfaction
 

of conditions-precedent, the Borrower may, from time to time, request
 

A.I.D. to issue Letters of Commitment for specified amounts to one
 
or more United States banks, satisfactory to A.I.D., committing
 

A.I.D. to reimburse such bank or banks for payments made by them
 
to contractors or suppliers, through the use of Letters of Credit
 
or otherwise, for Dollar Costs of goods and services procured for
 

the Project in accordance with the terms and conditions of this
 

Agreement. 
Payment by a bank to a contractor or supplier will be
 
made by the bank upon presentation of such supporting documentation 

as A.I.D. may prescribe in Letters of Commitment and Implementation
 

Letters. Banking charges incurred in connection with Letters of
 
Commitment 
 and Letters of Credit shall be for the account of the 

Borrower and may be financed under the Loan.
 

SECTION 7.02. 
Other Forms of Disbursement. Disbursements of
 
the Loan may also be made through such other means as the Borrower
 

and A.I.D. may agree to in writing.
 

SECTION 7.03. 
Date of Disbursement. Disbursements by A.I.D.
 
shall be deemed to occur, on the date on which A.I.D. makes a disburse
ment to the Borrower, to its designee, or to a banking institution
 

pursuant to Lettera of Commitment. 
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SECTION 7.o4. Terminal Date for Disbursement. Except as
 

A.I.D. may otherwise agree in writing, no Letter of Commitment' or
 

other commitment documents which may be called for by another form
 

of disbursement under Section 7.01 or amendment thereto shall be
 

issued in response to requests received by A.I.D. after
 

December 31, 1973 and no disbursement shall be made against
 

documentation received by A.I.D. or any bank described in Section 7.01
 

after June 30, 1974. A.I.D., at its option, may at any time or times
 

thereafter, reduce the Loan by all or any part thereof for which
 

documentation was not received by such date.
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ARTICLE VIII 

Cancellation and Suspension
 

SECTION 8.01. Cancellation by the Borrower. 
The Borrower
 

may, with prior written consent of A.I.D., by written notice to
 

A.I.D. cancel any part of the Loan. 

i. which, prior to the giving of such notice, A.I.D. 

has not disbursed or committed itself to disburse or
 

ii. which has not been utilized through the issuance of
 

irrevocable Letters of Credit or through bank payments
 

made other than under irrevocable Letters of Credit. 

SECTION 8.02. Events of Default; Acceleration. If any one
 

or more of the following 
events ("Events of Default") shall occur:
 

a. The Borrower shall have failed to pay when due any interest
 

or installment of Principal required under this Agreement. 

b. The Borrower or State shall have failed to comply with
 

any other provisions of this agreement, including, but without
 

limitation, the obligation to carry out the Project with due diligence
 

and efficiency.
 

c. The Borrower or State shall have failed to pay when due 

any interest or any installment of principal or any other payment 

required under any other Loan Agreement, any Guaranty Agreement, or 
any other agreement between the Borrower or State or any of its
 

agencies and A.I.D.
 

d. Guarantor shall have failed to comply with the undertakings 

and assurances provided in the Guaranty Agreement.
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e. The State fails to comply with the undertakings and
 

assurances provided in its letter to A.I.D., 
 signed by the Governor
 

of Rio Grande do Sul, dated May 13, 1968.
 

f. The BNDE loan is terminated, suspendedl or in default or 

for any reason releases of funds are not being made by BNDE as set
 

forth in the BNDE Loan Agreement.
 

g. In the judgement of A.I.D., the electricity tariff
 

legislation in force on the date of this Agreement shall have been
 

amended so as to adversely and materially affect the Borrower's
 

financial position and prospects.
 

then, A.I.D. may, at its option, give the Borrower notice that all
 

or any part of the unrepaid Principal shall be due and payable sixty
 

(60) days thereafter, and, unless the Event of Default is cured 

within such sixty (60) days: 

i. 	such unrepaid Principal and any accrued interest 

hereunder shall be due and payable immediately; and 

ii. the amount of any further disbursements made under then 

Outstanding irrevocable Letters of Credit or otherwise
 

shall become due and payable as soon as made.
 

SECTION 8.03. Suspension of Disbursements. In the event that
 

at any time:
 

a. 	An Event of Default has occurred;
 

b. An event occurs that A.I.D. determines to be an extraordinary
 

situation that makes it improbable either that the purpose of the Loan
 

will be attained or that the Borrower or State will be able to perform
 



its 	obligations under this Agreement;
 

c. Any disbursement would be in violation of the legislation
 

governing A.I.D., or
 

d. 	The Borrower or State shall have failed to pay when due
 

any interest or any installment of Principal or any other payment
 

required under any other Loan Agreement, any Guaranty Agreement or
 

any other agreement between the Borrower or State or any of its
 

agencies and the Government of the United States or any of its
 

agencies,
 

then 	A.I.D. may, at its option:
 

i. 	Suspend or cancel outstanding commitment documents
 

to the extent that they have not been utilized
 

through the issuance of irrevocable Letters of Credit
 

or through bank payments made other than under
 

irrevocable Letters of Credit, in which event A.I.D.
 

shall give notice to the Borrower promptly thereafter.
 

ii. 	Decline to make disbursements other than under
 

outstanding commitment documents,
 

iii. Decline to issue additional commitment documents, and
 

iv. 	At A.I.D.ts expense, direct that title to goods
 

financed under the Loan shall be transferred to
 

A.I.D. if the goods are from a source outside the
 

country of the Borrower, are in a deliverable state
 

and have not been offloaded in ports of entry of the
 

http:A.I.D.ts
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country of the Borrower. Any disbursement made 

or to be made under the Loan with respect to such 

transferred goods shall be deducted from Principal.
 

SECTION 8.04. Cancellation by A.I.D. Following any suspension 

of disbursements pursuant to Section 8.02, if the cause or causes
 

for such suspension of disbursements shall not have been eliminated
 

or corrected within sixty (60) days from the date of such suspension,
 

A.I.D. may, at its option, at any time or times thereafter, cancel
 

all or any part of the Loan that is not then either disbursed or
 

subject to irrevocable Letters of Credit.
 

SECTION 8.05. Continued Effectiveness of Areement. Not

withstanding any cancellation, suspension of disbursement or
 

acceleration of repayment, the provisions of this Agreement shall
 

continue in full force and effect until the payment in full of all
 

Principal and any accrued interest hereunder.
 

SECTION 8.06. Refunds.
 

a. 
In the case of any disbursement not supported by valid 

documentation in accordance with the terms of this Agreement, or of 

any disbursement not made or used in accordance with the terms of 

this Agreement, A.I.D., notwithstanding the availability or
 

exercise of any of the other remedies provided for under this
 

Agreement, may require the Borrower to refund such amount in 

United States dollars to A.I.D. within thirty days after receipt 

of a request therefor. Such amount shall be made available first 
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for the cost of goods and services procured for the Project hereunder, 

to the extent justified; the remainder, if any, shall be applied to
 

the installments of Principal in the inverse order of their maturity.
 

Notwithstanding any other provision in this Agreement, A.I.D.'s
 

right to require a refund with respect to any disbursement under the
 

Loan shall continue for five years following the date of such disburse

ment."
 

b. In the event that A.I.D. receives a refund from any 

contractor, supplier, or banking institution, or from any other third 

party connected with the Loan, with respect to goods or services 

financed under the Loan, and such refund relates to an unreasonable
 

price for goods or services, or to goods that did not conform
 

with specifications, or to services that were inadequate, A.I.D. shall
 

first make such refund available for the cost of goods and services
 

procured for the Project hereunder, to the extent justified, the
 

remainder to be applied to the installments of Principal in the 

inverse order of their maturity.
 

SECTION 8.07. Expenses of Colledtion. All reasonable costs 

incurred by A.I.D., other than salaries of its staff, in connection
 

with the collection of any refund or in connection with amounts due 

A.I.D. by reason of the occurrence of any of the events specified in
 

Section 8.02 may be charged to the Borrower and reimbursed to A.I.D.
 

in such a manner as A.I.D. may specify. 
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SECTION 8.08. Non-Waiver of Remedies. 
No delay in exercising
 

or omission to exercise any right, power, or remedy accruing
 

to A.I.D. under this Agreement shall be construed as a waiver of
 

any of such rights, powers or remedies.
 



ARTICLE IX 

Miscellaneous
 

SECTION 9.01. 	Communications. 
Any notice, request, document, 

or other communication given, made, or sent by the Borrower or A.I.D. 

pursuant to this Agreement shall be in writing or by telegram, cable, 

or radiogram and shall be deemed to have been duly given, made, or 

sent to the party to which it is addressed when it shall be delivered
 

to such party by hand or by mail, telegram, cable, or radiogram at
 

the following addresses:
 

TO BORROWER:
 

Mail Address: CEEE -
Paldcio Municipal - 119 andar 
Pbrto Alegre, RGS, Brasil 

Cable Address: UCERG - lbrto Alegre 

TO STATE: 

Mail Address: Pal~cio Piratini, Pbrto Alegre, RGS 

Cable Address: 

TO A.I.D.: 

Mail Address: 	 Office of Capital Development and Industry
Agency for International Development 
Rua Melvin Jones, 5 - 259 andar 
Rio de Janeiro, GB, Brasil 

Cable Address: USAID/ADCD - AMEMBASSY RIO DE JANEIRO 

Borrower, in addition, shall provide the USAID Mission in the 

country of the 	Borrower with - copy of 	each communication sent to 

A.I.D. 
 Other addresses may be substituted for the above upon the
 

giving of notice. 
 All notices, requests, communications, and documents
 

submitted to A.I.D. hereunder shall be in English, except as A.I.D.
 
may otherwise agree in writing.
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SECTION 9.02. Representatives. For all purposes relative to 

this Agreement, the Borrower will be represented Jointly by the
 

individuals holding or acting in the office of President and Vice
 

President. The State will be represented by the individual holding or
 

acting in the office of the Secretary of Energy. A.I.D. shall be
 

represented by the individuals holding or acting in the office of the
 

Director of the A.I.D. Mission to Brazil and the Assistant Director for
 

Capital Developmont. Such individuals shall have the authority to
 

designate additional representatives by written notice. 
In the event
 

of any replacement or other designation of a representative hereunder,
 

Borrower shall submit a statement of the representative's name and
 

specimen signature in form and substance satisfactory to A.I.D. Until 

receipt by A.I.D. of written notice of revocation of the authority of 

any of the duly authorized representatives of the Borrower designated
 

pursuant to this Section, it may accept the signature of any such 

representative on any instrument as conclusive evidence that any action 

effected by such instrument is duly authorized. 

SECTION 9.03. Implementation Letters. A.I.D. shall from time 

to time issue Implementation Letters that will prescribe the procedures 

applicable hereunder in connection with the implementation of this 

Agreement. 

SECTION 9.04. Promissory Notes. At such time or times as A.I.D.
 

may request, the Borrower shall issue promissory notes or such other
 

evidences of indebtedness with respect to the Loan, in such form, containing
 

such terms and supported by such legal opinions as A.I.D. may reasonably
 

request.
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SECTION 9.05. Termination Upon Full Payment. Upon payment
 

in full of the Principal and of any accrued interest, this Agreement
 

and all obligations of the Borrower and A.I.D. under this Loan
 

Agreement shall terminate.
 

IN WITNESS WHEREOF, Borrower, State and the United States of 

America, each acting through its respective duly authorized
 

representative, have caused this Agreement to be signed in their
 

names and delivered as of the day and year above written.
 

CObANHIA ESTADUAL DE ENERGIA ELEIRICA 

By: /" 7'1 '/ w e. g:/' Xi 

Title: ( ~':L 
./7
 

By: " .
_
Diret6Fin;nc i 6 no'exorcfcio-

Title: -deVice-Prsidente 

ESTADO D RIO GRANDE DQ SUL 

Title: Govrnado/do Estado (RS) 

UNITED STATES OF
 

By: > 4 

Title: /~~(T /f9 

Concurrence:
 

COCAP - COORDINATING CO?.4ISSIOfl OF ALLIANCE FOR PROGRESS 
By: , . i " 

Title: 'ub.ec, ' .40 

ecfetrioen r e Minas Energia 

to _ i 


