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BOTSWANA-ZAMBIA REGIONAL ROAD LOAN ANENDMFNT 

SUMWARY AND RECO!MMff'!LATIONS 

I. 	Borrower: Government of Botswana (GOB)
 

2. 	Loan Amendment Amount: 
 $ 0 million
 

3. 	Terms:
 

A. 	Maturity: 40 years including a lO-year grace period.
 

B. 	Interest: 2 percent per ar'num during the grace period,
 
3 percent per annum there.ifter. 

C. Repayment: Interest and principal repayable in U.S. 
dollars.
 

4. 	Total Cost of the Project:
 

A.I.D. Loan 690-H-001 
 $12,600,000
 

Proposed A.I.D. Loan 
 4O00,000
 
Amendment
 

Government of Botswana 
 210,000
 

Government of Zambia 
 326,000
 

Total 
 $17, 136,000
 

5. 	Project Description: 
 The 	project is the construction and engineering

supervision of three roads within Botswana totaling some 227 miles,
which will provide a regional transport link between Zambia and Botswana.

Botswana citizens also will be trained in road construction, supervision

and 	maintenance techniques.
 

6. 	 Purpose of the Loan Amendment: To provide the necessary funds t carry
out the project based on the costs of the 	bids for construction. 

7. 	Background: 
 In November 1970 A.I.D. provided Botswana with 
a $850,000

grant to finance the engineering design of the roads. 
 On April 23'
1972 A.I.D. authorized a S12.6 million loan to 
finance the construction

and supervision of the roads. Evaluation of the bids submitted by

contractors has caused A.I.D. and the GOB 
to reconsider the amount
 
necessary for construction (see Section III below) and necessitates
 
this $4.O million amendment.
 



8. 	Export-Import Bank Clearance: Clearance unnecessary.
 

9. 	Country Team Views: The country teams and OSARAC endorse this
 
loan amendment.
 

10. 	 Statutory Criteria: Satisfied under original A.I.D. Loan 690-11-001
 
(see CAP AID-DLC-P-1011 of April 18, 1972). No changes since that
 
time. See Annex III.
 

11. 	 Recommendations: Authorization of a $4.0 million Loan Amendment to
 
A.I.D. Loan 690-H-001 to provide the'funds necessary to undertake the
 
Botswana-Zambia Regional Highway construction project, and to provide
 
certain technical assistance to the GOB Miinistry of Works and
 
Communications.
 

CAPITAL ASSISTANCE COMITTEE
 

REDSO/EA AID/W
 

Loan Officer: P. Guedet G. Thompson
 

Engineer: R. Fedel P. Stearns
 

Lawyer: R. eighan R. Johnson 

Desk Officer: F. Scordato 
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I. INTRODUCTION
 

A. Description and Background
 

In November 1970 A.I.D. provided Botswana with a $850,000
 
grant to finance the engineering design of the roads. A loan of
 
$12.6 million was authorized on April 28, 1972 to finance the con
struction and engineering supervision for an improvement to about
 
221_miles of road, and the procurement of road maintenance equipment
 
at an estimated cost of $130,000 (see Capital Assistance Paper

AID-DLC/P-1011, dated April 18, 1972). 
 Total estimated project costs
 
at that time were estimated to be $12.6 million including $9.47
 
million for construction; $1.0 miilion for engineering supervision;

$.13 million for maintenance eqtipment; and $2.0 million for project

contingencies. The A.I.D. loatt financed these costs with the GOB
 
providing an estimated $200,000 in design-related services and the
 
GRZ $326,000 in ferry facilities on the Zambezi River.
 

The U.S. engineering firm of Tippetts-Abbett-McCarthy-

Stratton (TAMS) carried out the detailed design under an A.I.D. grant.

Their preliminary construction costs were the basis of the loan
 
authorization. 
 Their final design cost estimate of $11.5 million was
 
completed in mid-1972. Contingency item in CAP covered this increase
 
over the preliminary estimate of $9.47 million.
 

A.I.D. approved the prequalification of seven U.S. contractors,

six of whom requested bid documents. Four contractors attended the
 
site-visit and pre-bid conference in early December 1972. 
 Following
 
a five month postponement of bid opening to permit bidder review of
 
recently completed sub-surface water investigation, the bids were
 
opened on March 30, 1973. The following bids were received:
 

Grove International Corp. $13.5 million
 
Central International 
 15.3 million
 
Oman Construction Co., Inc. 15.9 million
 
Nello L. Teer Co. 
 [9.3 million
 

The Grove bid has been analyzed by TAMS and considered to be
 
fully responsive and reasonable in cost after consideration of various
 
factors which account for the increase in cost over the final TAMS
 
estimate. 
The GOB has reviewed the bid and concurred in awarding the
 
contract to Grove.
 

B. A.I.D. Development Objectives
 

A.I.D. development objectives in Botswana, as 
throughout

Southern Africa are to continue to support the economic development of
 
the small land-locked countries in this area so that these countries
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can develop economic strength and stability, therefore, giving them
the opportunity to develop alternatives to dependence on neighboring

minority-dominated states. 
 (See Botswana-Zambia Road CAP No. AIDDLC/P-1011 for a more thorough review of U.S. Foreign Policy vis-a-via
 
Southern Africa.)
 

C. The Borrower
 

The borrower will be the Government of Botswana (GOB). 
 The
project will be executed by the Botswana Ministry of Works and
 
Communications (MOWC).
 

II. ECONOMIC ANALYSIS
 

A. Cost/Benefit Analysis
 

The major increase expected in the cost of road construction
will have some negative effect on the expected present value of benefits
and costs. 
 We expect that this will now be offset somewhat by increased
through-traffic between Swaziland and South Africa to 
Zambia and the
possibility of more direct Botswana-Zambia trade. 
 Total Botswana-Zambia

trade amounts to some $1.9 million a year. 
 Zambia-South Africa trade
was about $87 million in 1970. Zambia-Swaziland trade amounts to
about $3.0 million per year. 
 Zambia's decision not to utilize
Rhodesian transport facilities has meant that its neighboring states
should benefit from increased direct and transfer trade to 
and from
Zambia. 
 Since the road will provide the only direct land access not
passing through Rhodesia to 
Zambia from the South, there should be some
increase of trade moving through Botswana, perhaps as 
much as or more
than $25 to $30 million a year. 
If Botswana can reap financial benefits
from this trade net of increased expenses in road maintenance, all such
benefits could be related to this road since the road provides the only

alternative access route to Zambia.
 

Although it is extremely difficult to make a precise calculation, the economic rate of return of this road 
can be roughly estimated
to remain at about 11.8 percent because of the expected increase in
truck traffic due to the Zambia-Rhodesia border closing. 
This is based
on the assumption that the annual net financial benefits from increased
road user taxes to Botswana would amount to $400,000 a year. 
A.I.D.
will discuss with GOB officials what procedures the GOB intends to follow
in order to collect road user taxes from commercial traffic transiting
through Botswana. 
Discounting the additional $3.7 million road construction
costs and the $400,000 annual stream of net benefits ratio of about
1.to I, essentially the 
same as 
the cost benefit ratio projected in the
original loan paper (See Annex II.)
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We have also recomputed the project's return based on higher

costs and no increase in benefits. The cost benefit ratio is
 
approximately I to 1 at a discount rate of 9.3 percent. 
 I.E., the
project's economic rate of return is 9.3 percent, a sufficiently high

return for an infrastructure project in a developing country with
 
limited public sector investment opportunities such as Botswana.
 

The GOB has committed itself to develop the infrastructure
 
of Northeast Botswana and expects the road to result in complementary

development investments in agriculture, etc. which in the future
 
will have high payoffs to the economy of Botswana. This situation
 
cannot be quantified, but it is 
an important point in considering
 
this loan amendment.
 

III. TECHNICAL ANALYSIS
 

A. Bid Analysis
 

A.I.D. believes several major factors contribute mostly to
the shortfall in construction funding. 
The first three relate to

the unit prices for road surface and base materials which exceeded
 
TAMS estimate. 
The others relate to various political and economic
 
situations.
 

The first factor concerns the uncertainity of water for

compaction in the 
southern half of the project. Hydrologic data
 
presented with the bid documents and amplified in the pre-bid conference
 
indicated that water would be in plentiful supply within the Northern

half of the construction area. Although early test well borings

and geologic surveys led to optimistic estimates of water availability

in the Southern half, subsequent investigation tended to throw doubts
 
on 
the quantity of water which would be found in the Southern area.
 
Since the unit prices for base and surface course materials are quoted
 
"in place", the contractor bears the risk of supplying the water
needed to obtain the specified compaction. The uncertainties involved
 
in this risk resulted, in part, in increased unit prices for base
 
and surface materials.
 

During the review of the draft bid documents, alternative
 
approaches were considered which would have paid the contractor

separately for water transported beyond a free haul distance or provided

additional payments if test borings made by the consulting engineer

proved inadequate. No reasonable method was 
found which would limit
 
the contractor's claims under either of 
these alternatives or which
 
would permit monitoring of his charges without an unreasonably

large inspection force. 
 The present bid method was retained with the
 
realization that it would involve the risk of higher unit price bids
 
but at the same 
time would limit the Government's responsibility for
 
unknown factors which could increase the project's cost beyond
 
foreseeable limits.
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The second factor concerns the high compaction requirements

specified for the base and surface courses, ise.j 
base course 95%
 
maximum density determined by AASHO T-180, Method C, and surface
 
course 98% maximum density determined by the same AASHO designated
 
test. 
 It should be noted that AASHO T-99 method is more commonly

used in road construction and the compactive effort is not nearly
 
as great as with the T-180 method. Thus, the surface course at 98%
 
AASHO T-180 would be about 104% AASHO T-99. Normally, a soil aggregate

surface course compacted to 100% AASHO T-99 would be considered
 
adequate for this standard road since additional compaction would
 
occur throughout construction. 
However, to minimize road maintenance
 
costs, the GOB placed greater than normal emphasis on compaction
 
requirements for the base and surface courses.
 

The third factor concerns the availability of base and
 
surface course materials. Although a number of these 
sources have
 
been designated in the bid documents, recent tests and findings have
 
caused uncertainty regarding the adequacy of these sources. 
The
 
engineer is currently undertaking additional investigations for
 
materials. However, the prevailing uncertainty at the time of bid
 
preparation was a factor in producing higher unit prices than the
 
engineer's estimate for base and surface materials.
 

The total increase in unit price bids for base and surface
 
course materials over the engineer's estimates due to these
 
factors (water and soilgc amounts to $2.99/cu. mtr. for base course
 
material 
(an increase of 169 percent) and $3.84/cu. mtr. for surface
 
course material (an increase of 185%).
 

These factors alone amount to 
an increase of $3,441,567
 
over the engineer's original estimates. Other major items in the
 
low bidders bid are about 50 percent higher than the engineer's

estimate. 
 On the other hand, the low bidder has bid only $570,772
 
for mobilization against the engineer's estimate of $1,675,000. 
 It
 
is, therefore, assumed that part of the increased unit prices reflect
 
uncertainities caused by the Zambia/Rhodesia border closing which
 
can result in increased cost to the contractor in bringing in construction
 
equipment and imported materials. The contractor has preferred to include
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the cost of this risk in his unit prices rather than In fixed amounts
 
in mobilization which are limited 
to the maximum sums in the bid. We
 
should recognize that the contractor chose to bid low on fixed items

in order to have more flexibility in his contract in case there are
 
adverse factors which cause overruns. 
 (The actual bid was $13,474,115
 
or $1,977,299 over the engineer's estimates; 
see Section V.)
 

The bid analysis by TAMS sets forth additional factors

which account for the bid increase over their estimate. These factors
 
inclo\le:
 

a) cost escalation resulting from the postponement
 
of bid opening from the originally planned date
 
of October 30, 1972 to March 30, 1973;
 

b) inflation of construction costs in the U.S.;
 

c) dollar devaluations;
 

d) increase in the U.S. prime interest rate to
 
borrow money to undertake contractor financing
 
of men and plant;
 

e) decrease in availability of subcontractors and
 
manpower due to border closing;
 

f) extension of the period of construction through
 
another rainy season due to 
the postponement
 
of bid opening.
 

The foregoing data have been accepted by both the GOB and
 
A.I.D. as justifying the increased project cost.
 

IV. A. Implementation Plan
 

The revised project implementation plan is as follows:
 

Loan Amendment Authorization May 1973
 

Loan Amendment Signing June 1973
 

Bid Award 
 June 1973
 

Contract Signing 
 June 1973
 

CP's Satisfied July 1973
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Contractor Mobilization 	 July 1973
 

Contractor on Site 	 September 1973
 

Construction Complete 	 January 1976
 

B. Procurement of Materials and Services
 

The construction contract will be awarded to Grove Construction,
 
a U.S. firm. All goods and services used in the project must be of
 
Country Code 941 or local source and origin.
 

V. 	FINANCIAL ANALYSIS
 

A. Financial Plan
 

The original financial plan set forth in the $12.6 million loan
 
authorized in April 1972, provided funds as follows:
 

Construction 
Engineering Supervision 
Engineering Equipment 

Contingency 


Total A.I.D. Loan 

GOB Contribution 

GOZ 	 Contribution 

Total 

FX 


$6,292,856 
600,000 
130,000 


1,232,270 


$8,255,126 


-

-

$8, 255, 126 

Local Costs Total Costs
 

$3,179,952 $ 9,472,808 
400,000 1,000,000 

- 130, 000 
764,922 1,997,192 

$4,344,874 $12,600,000
 
200,000 200,000
 
326,000 326,000 

$4, 	 870, 874 $13,126,000 

Both construction and contingency items are changed as a result 
of the Grove bid of $8,977,842 in coiiar- a;id 3,160,825 Rand ($4.492
million). The revised project requiring the $3.7 million loan amendment 
is as follows:
 

Construction 
Engineering Supervision 
Maintenance Equipment 

Contingency 


Total A.I.D. Loan 

GOB Contribution 

GOZ Contribution 


Total 


FX 


$8,978,000 
600,000 
130,000 


11,000,000 


$10,708,000 


-

-

$10,708,000 


Local Costs Total Costs
 

$4,492,000 $13,470,000 
400,000 1,000,000 

- 130, 000
 
700,000 1,700,000 

$5,592,000 $16,300,000 
200,000 200,000 
326000 326,000 

$6,118,000 $16,826,000 

The proposed $3.7 million loan amendment will finance approximately
 
$2,453,000 of U.S. costs and $1,247,000 of local costs.
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The contingency item in the revised financial plan is reduced
both in amount and percentage from that in the original plan. 
At the
time the loan was authorized the construction costs were of a preliminary character. 
The revised costs are based upon actual bidding.
The $1.7 million project contingency provides nearly 12 percent for
construction overruns which might arise during construction as well as
any additional engineering costs which may develop as a consequence
of the contractors method of construction, i.e., central mixing plant.
 

The funds provided under the proposed $3.7 million loan
amendment would be made available on the same terms applicable to the

original loan.
 

B. Justification for Concessional Terms and Local Cost Financing
 

The GOB has had recurrent current deficits, since its
independence. 
It expects its current budget to be in surplus for at
least the next three years due to import taxes on mining equipment
slated for the Shashe Project and other mining ventures. Nevertheless,
its capital expenditures will continue to exceed available domestic
resources despite its laudable efforts to generate tax revenues. 
 These
capital expenditures will have to be financed by borrowing, primarily

from external donor sources.
 

Botswana is
one of the twenty-five countries in the world now
considered to be at the bottom of the development ladder. 
 In order
to break out of the low productivity low investment cycle, it is
devoting more than 20 percent of its Gross National Product to capital
investments. 
 Its infrastructure needs are enormous, and are necessary
to open up large areas of the country.
 

Because of the GOB's present weak financial position and its
concurrent need for massive infrastructure development to open the
country, A.I.D. considers both its concessional loan terms and its
financing of 
over 95 percent of the project's local costs and 100 percent of the additional local costs noted herein entirely justified.
 

C. Prospects for Repayment
 

There are reasonable prospects for repayment of this loan.

(See AID-DLC/P-1011)
 

VI. ECONOMIC EFFECTS OF LOAN
 

These remain as 
noted in the original paper (AID-DLC/P-lOll).
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VII. 
 IMPACT ON THE ENVIRONMENT
 

There is 
 no change in the environmental impact from that noted
in the original loan paper.
 



ANNEX I
 

AD -DIC/P-1O11/1
OF STATEDEPARTMENT 

AGENCY FOR INTERNATIONAL OEVELOPMENT 
WASHINGTON, D.C. 20523 

CAPITAL ASSISTANCE LOAN AUTHORIZATION
 
AMENDMENT
 

Provided From: Development Loan Funds
 
Botswana-Zambia Road (Construction) (Regional)
 

Pursuant to the authority vested in the Administrator of the Agency

for International Development (hereinafter called "A.I.D.") by the
 
Foreign Assistance Act of 1961, as amended, and the delegations of
 
authority issued thereunder, I hereby authorize the following:
 

An amendment to increase the above-captioned loan
 
to the Government of Botswana ("Borrower") by an
 
amount not to exceed three million seven hundred
 
thousand dollars ($3,700,000) to assist in financing
 
the foreign exchange and local costs of equipment,
 
materials and services required to construct the
 
Botswana-Zambia Road, subject to the following
 
terms and conditions:
 

1. 	Interest Rate and Terms of Repayment: Borrower
 
shall repay the loan in forty (40) years,
 
including a grace period of not to exceed ten
 
(10) years. Borrower shall nay interest on the
 
unrepaid principal and any interest accrued
 
thereon at a rate of (a) two percent (2%) per
 
annum during the grace period and (b) three
 
percent (3%) per annum thereafter.
 

2. 	Currency of Repayment: Repayment of the loan
 
and payment of interest shall be made in
 
United States dollars.
 

3. 	Other Terms and Conditions:
 

a. 	Procurement. Equipment, materials and
 
services financed under the loan shall
 
be procured from Botswana and from
 
countries included in Code 941 of the
 
A.I.D. Geographic Code Book.
 

b. 	Other Terms and Conditions. The loan
 
shall be subject to other terms and
 
conditions as A.I.D. may deem advisable.
 

Assistant Administrator for Africa
 

Date
 



INCREMENTAL ANALYSIS 

ANNEX II 

AID-DWI/P-lo3/ 

Year 

0 

1 

2 

Additional 
Construction 

Costs 

$ 800,000 

1,200,000 

1,300,000 

Costs 
Discounted 

at 12% 

$ 800,000 

1,071,600 

1,036,100 

Benefit Stream 

$400,000 annual 

benefit streamdiscounted over 
20 years 

3 400,000 

Total Cost 

254,000 

$3,161,700 
Total 
Benefits $2,987,600 

Cost Benefit Ratio at 12% - .98 to 1.0 



AID-[EC/P-ajll ANNEX III 

CHECKLIST OF STAT1TORY CRITERIA
 
IDEI.OP15NT LOAN :IJNI) 

Many of the questions require only yes or no answers. 
Others, however,
must be answered more fully. 
In those cases, 
a specific reference to
explicit discussion of the matter in the ldan paper will suffice. 
Butwhere the loan paper does not deal explicitly with a matter that clearly
requires more than a yes or no response, sufficient response must he
made to indicate that the matter has been appropriately considered.
 

The following abbreviations are used in the checklist:
 

FAA - Foreign Assistance Act of 1961, 
as amended, incorporating amendments 
effected by the Foreign Assistance Act of 1971. 
App. - Foreign Assistance and Related Agencies Appropriations Act, 1972.
 
Space for answers is provided in the margin to the right of each question.is form must lie made a part of the Capital Assistance Paper. 

I. COUNTRY PERA'I?)MANCE 

A. ArogresaTqodards CountryGoals 

1. FAA §2101o(b)(5) . 2o1(b)(?)201 (Q)8) 208.208 De.osen'D-c 8t,.e etent 
to : /icilt/IV ountrq is: 

(a) Makinm3 appropriatc
c'fforts to increase food 
production and improVc 

means for food rtoraqc and 
distribution. 

(b) Cr'atiq a fe'o)niaeh
cZirnat, for' Jf'lo'.in and 
domc'rtic privatc tenla2'priua
and invetnnent. 

(c) Increasing the peopZe's 
rote in the deveZopmental 

pr'ocess. 


Botswana provides extension
 
services 
 forboth livestock and 
agriculture to improve methods
 
of animal husbandry and crop
production. 

In Botswana the National Develop
ment Bank provides loans to new
business ventures. An Industrial 
Development Act passed in 1968 
organizes licenses of manu
facturers. 
 The Mines and Miners 
Act of 1967 was passed to ensure 
that mineral resources are 
adequately exploited. Presently 
foreign companies are involved in 
the Shashe mining project. 

Economic development efforts by

the GOB reflect its determination
 
to meet its people's aspirations.

This project will create numerous
 
jobs for Botswanans.
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(d) AZocating expenditures 
to deVelopnent 2ther than to
Unneessary milZtary purposes 
or intervention in other pree
countries ' affairs.
 

(e) Willing to contribute 

funds to the projeot or 

prtgra. 


(f) Making econanic, 

soc"'iZ, and politicaZ 

refov8s such as tax

coltection improvemento 

and changes in land tenure 

arrange;.ent; and making 

pr ;.,.c.°e toward renpect 


for the rule of law, 

frer-dc,, of expression

and of the pross, and

reco/nizing the importance 

of individual freedrn,

initiative, and private
 
en terp' ise.
 

(g)Respondinq to the 

vital economic, political,

and social concermj- of its 

people, and danontrat.t'ng 

a clear detcL'mination to 
take effective self-heZp
 
mean ures.
 

Botswana has no direct
 
expenditure for military
 
purposes.
 

The GOB is providing funds
 
to support the project
 
(see Section V.- A.).
 

Botswana's Tribal Lands Act
 
of 1968 passes land from
 
chiefs to Tribal Land Boards
providing representation in
 
the allocation procedure.
 
Over the past several years

tax reforms have provided for
 
taxing Africans and non-

Africans alike and giving a
 greater allocation of taxes
 
to local P horitles.
 

The construction of the road
 
is an impressive indication
 
of the GOB's responsiveness
 
to the social concerns and
 
needs of its people.
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B. Relations with the United States 

1. FAA 6620(c). I8 the govern- No such Indebtedness 
meni;, bed to any U.S. citizen isknown to exist. 
for goods or 8ervicee fuvrnihed 
or ordered wohere: (a) ouch 
oitizen has exhausted available 
UeaZ remedies, including
arbitration, or (b) the debt is 
not denied or contested by the 
gover,1ent, or (a) the indebted
neas arises under such govern
ment's., or a predecessor's
unconditionaZ guarantee? 

2. FAA 9620(d). If the loan iS Not applicable. 
intended' for otruction or 
operation of any productive enter
prise that will canpete with U.S. 
enterprise, has the country agreed 
that it will establish appropriate 
procedures to prevent eaport to 
the U.S. of more than 20% of its 
enterprive'o annual production 
durinm the life of the loan? 
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3. FAA §620(e)(1). Rae theNo 
CoUn ry's gover'ment, or any No. 
agency or subdivision thereof, 
(a)nationalixed or expropriated 
property owned by U.S. citizens 
or by any business entity not Zoes 
than 5o beneficiaZy owned by 
U.S. citizens, (b)taken steps to 
repudiate or nuZlih existing 
contracts or agreements ith such 
citixenc or entity, or (o)imposes 
or enforced discriminatory taxes 
or other exactione or restriotive 
maintenance or operation conditions? 
If so, and more than six months has 
elapsed since such occurrence, 
identify the docwnent indicating 
that the government, or appropriate 
ag rncy or subdivision thereof, has 
taken appropriate steps to discharge 
its obligations under international 
law towird such Litiaen or entity? 
If Zeos than six months has eZapsed, 
what Lateps if amy has it taken to 
dincharge its obligations?
 

4. FAA §620(). Hac the country 
perm_ t te, or failed to take No. 
adequate measures to prevent, the 
damage or destruction by mob action
 
of U.S. property, and failed to 
take appropriate measures to pre
vent a recurrence and to provide
adequate compensation for such 
dcr'agc or d"'t.,-tction? 
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S. FAA 9620(Z). Has the govern- Yes.
 
rent institutedan investnt
 
guaranty program under
 
FAA 0222(b)(1) for the speojfa 
risks of inoonvertibilZity and 
espropriation or confiecation? 

6. PAA 9620(o): Fisherman's Not applicable.
Protective Act of 19 4 as 'aiaandad 
Saation 5. Has the Oountrij/ ez: 

or iFosecl any penalty or sanction
 
against, any U.S. fLehing veseel on 
account of its fiahing activities in 
internationalwaters? Tf, as a 
result of a seizure, the U.S.C. has 
made reimburserarntunder the pro
&isions of the Fisherman'a Protective 
Act and such amount has not been paid
in flZ by the seizing country, 
identiflj the docz :rtntationwhich 
describes how the withhoiding of 
assistance under the FAA has been or 
wiZ be acconplished. 

7. FAA P620(q). Hue the country No. 
beet in dfmnilt, di, in4 a period 
in excewso of six months, in pay
ment to the U.S. on any FAA loan? 

8. FAA .6,.(t). Ihwo diplomatic No break in relations with 
rclatioir bhtwec n thc countrj and the U.S.
 
the U..:;. b ,on -'eveited? Tf so, 
have they been renewc:d? 
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C. ReZation, with Other Nations and
 
the U. N.
 

1. FAA 8620(). Has the country Not to A.I.D. s
been offtcifay represented at nod. 
any internationaiconference when knowledge.
that representationincluded pZanning 
activities involving insurrection 
or oubver-ion directed against the 
U.S. or countries receiving U.S. 
assistance? 

2. 	 FAA §9I 6 2 (a,_!20(n).
 
Has the 
 Not to A.I.D.'s
country soZd, furni hed, or per- knowledge.


mitted ships or aircraft under
 
its reg.,try to carry to Cuba
 
or Noth 'i.t-Nxn iteinms of
 
econcrnio: ni litary, or other
 
a'sis tanet z
 

3. FAA ,6''O(u)i Ap)r. "L08. what The Loan Agreement will
it" t T(, ta of tf7 country's restrict the use ofU.N. dzie.:, aessments, 	or other loan funds to the project.

obli.ationa? Does thc loan agree- Botswana is current on
ment bar aniy use ,,f' fund to pay U.S. dues and assessments.
 
U.N. asemetdues, 	 or 
arrearates ? 

V. M/l,'lan, .;i"tzat ion 
1. FAA §((). !'r ; country Not to A.I.D.'s 

erqage,. in or prelp,:,. .'er knowledge.
 
ay i, t ! " t;I . ,s',q*'I P
 

(J.tJ" t.,' t'u~to)l,,f. 
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2. FAA 1620(s). What is (a) There is no direct
 
the percentage of the country's expenditure for military

budget devoted to military purposes for Botswana.
 
purposes, and (b) the amount About 82 of the GOB's
 
of the country's foreign exchange 1969/70 budget was
 
resources used to acquire allocated for internal
 
military equipment? Is the security which was
 
country diverting U.S. develop- primarily for the police.
 
ment assistance or P.L. 480 
 The answer to the last
 
sales to military expenditures? three questions is 
no.
 
Is the country diverting its
 
own resources to unnecessary
 
military expenditures? Has
 
the country spent money for
 
sophisticated weapons systems?
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II. CONDITION OF THE LOAN 

A. General Soundneo 

-- Interest and Repajjent 

Is the rate of 2nte0s tb-)( v.p 
or unreasonable for the borzvrc ? 
Are there reasonable Propeot for 

repayment? 
What is the graoe

period interest rate; the fotZo 
of interest higher than the 

hgherthantherate
country's applicable legal rate of 
interest? 

of iteret 


-- Financing 

1. FAA 0201(h) (1). To what extent 

can financing on reasonable terms 
be obtained from other free-world 
sources, including private sources 
within the U.S.? 

Econamic and Technical Soundness 

1. FAA 69201(b)(2), 2 01(e). The 
activity's c-onomic and technimcalsoundners to undertake loan; does 
the loan application, together
with information and a'sourances, 
indicate that fundn WiZZ be used 
in an economically and technically
round manpwtr? 

The rate of interest is not
 
considered excessive or

unreasonable for the Borrower.
See Section V. C. for prospects

for repayment. The rate of

interest is highernot than 

Botswana's applicable legal

of interest.
 

See Section VI. D of the original
 
loan paper.
 

Yes; see Sections IT, III, 
and IV of the original loan paper. 
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Yes; see Section I1. F. of
2. 	FAA ,4611(a)(1). Have 

original loan papers.
engineiing, financial, and 


other plwis , wc.,sary to
 
carry out assistance, and a
 

reasonably firi estimate of
 
the coot of a8Jsistance to
 
the U.S., been corpZeted?
 

3. 	FAA ,AF11(,) App. 1021.
If the a, ,,r, qrant is for a Not applicable. 

'.,iter or lat,'d land-resourceP, 


construtionplroject or prog)'m),
 
do plans inomluc a cost-benefit
 
computation? Does the project
 
or progrcm meet the relevant 
U.S. corntruction standards
 
and crjta)'ia used in deLcrining
 
feasibility?
 

4. FAA 9611(). ir this is a
 
Capital Ass tdfl.C n/'oact with ye;s; see Annex IV.
 

U.S. fin.ncfng i~n cxcevr of $1 
?; 'n, l4, theI ,'ncipal A. T.D.
 

off',r :N th,, 0c'0,,
ry certified 
as t.,th. ,,..i:ft ,t.i', ..abiiity 

t,fj':tiv ii to nint.ain and 

uti 7;';:e O.t, prc,joiC ' 

B. 	Relation t:, A:,.' of Coul try 

tmd Regional Goas 

--	 Country Goals 
Although this loan has no 

1. FAA .i,07 281(a). l-e.ibe direct relation to this 

this-can'.- rlat'7 n to: stated goal, opening up of 
cerBotswana's interior is 


a. JnLtutio4 needed for tanly a prerequisite to any 
serious effort at democratizing
a deijoraw tia *ciwc] lnd tO 

asoure maximict 'articipation its society and increasing the 

on t j'r-t of the people in involvement of its people in the 

the tewk of econanic devetlmetnt.task of development. 
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b. Enabling the country to 
meet its food needy, both from 
its own resources and through 

help,develoinent, with V.,;. 
of infraoztructure to support 
increa;edagricultural 
productivity. 

C. (,th. inort, viru nee,"d 
.
 

for t rainedmanolw'o'P. 


d. I,e)velopilg p.,rograms to 
meet. public health needs. 

e. Aqsgting other important 
ecoo-cr.''*, political, and social 
cie~opmtnt cctirit.e,, incZ.ud-
inti inlitPrialdel)t.4l0T1"Pit. 
gv'ei.th (if fre,, labor unions;

)'or andl' loZunl.('yt 1L0I:V 

/,'. . '; i ,', 'itmzntof 
r .,:';.., ~ ,ct ~i anm orm/,.nica
ti.., /: t .m, elo,,'tiV tiesa 

for pZia ifn3 and rvh:b* 
C-,: irl'! "t P(I1 ti," 11 1t-1 ,'11 

droo' iolvm'tt; at,,./ l ,,r :a~ o 

of IcrtflitZawf:. 

2. FAA k,2OJ (b) (4). Deqcr'.-be the 
.a t.iV- byth tz:Tt'cy a-t. 

relationnhip to oth r development 
activi t/.3, aud i tv contribution 
to real:-abtr loul-ranrae objective. 

One benefit to be obtained
 
from the project is the 
opening up of Northeastern 
Botswana for the development
 
of agricultural projects.
 

Direct relation. This project
 
contains a .training element to 
train numerous personnel In 
road construct ion superv i si on. 

Not applicable. 

This project will have a direct
 
influence on the development of 
industry along its lengths, and 
the improvement of transporta
tion and communications systems. 

See Sections I, II and V of 

the original Capital Assistance 
Paper. 
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Z. FAA 9201(b)(9). Now will the 
 See Section II. B & C of
activity to be financed contribute the original loan paper.
to the achievement of aelf-eustaining
 
growth?
 

4. FAA 6201 (f). If this is a 
 See Section I
proj'Wt &imeesoribe how such and III. D

of the original loan paper.


project Witt promote the 0ouwtrjj'a
 
economic development, taking into
 
account the country 'shuuan and

material resouroa requiremente
 
and the relationship between
 
uZtimate objectives of the
 
project and overaZZ economic
 
development.
 

5. FAA 9201(b)(3). In what ways
do. "-theactivity give reasonable See Section II of the
pranise of contributing to 
 original loan paper.

deveiopment of eoonanic resources,
 
or to increase of productive
 
oapacities? 

6. FAA §281(b). How dose the The A.I.fl. program in
program under 
hich asciotance is Botswana has been
provided recognize the particular developed and pursued
need#, desires, and capacities of 
 with all of these criteria
the country's people; uti Ziae the 
 in mind.

country's inteZectuaZ resources 
to encourage inctitutional deveZop.
ment; and support civic education
 
and training in skills required 
for effective participation in 
pc ii ticaZ processes. 
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7. FAA 9601(a). How Will S
 
this loan encourage the country' See Section II of the original
 
efforts to: (a) increane th loan paper for (a), (b), (c),
 
flow of international trade; (b) (d), (e); there is no
 
foster pr-ivate initiative and information as to (f).
 
competition; (c)encourage
 
development and use of coopera
tives, credit unions, and savings
 
and loan associations; (d)
 
discourage monopolistic practices;
 
(e)improve technical efficiency
 
of industry, agriculture, and
 
comerce; and (f) strengthen 
free labor wtione?
 

8. FAA 9202(a). Indicate the See Section IV. B; VT. B & C 
amwunt of noney under the loan of the original loan paper. 
which it:: going directly to 
private ('aterprise;going to 
intermediate credit institutions
 
or other borrowers for use by

private"enterTprise; being used
 
to finance imports from private
 
sources; or othert-se being used 
to finance procurements from
 
private sources.
 

9. FAA 11611(a)(2). What legisla- None required. 
tive acHon is required within the 
r'cpiot 0ount 'li? What in the 
l(vi'n for a wr',wonal,7,,witicipation 
that SUJI awhi'0? tJ',7? be conrqlpted 
-in time o 1wni oat o'd'rZ complh
mntt of lpuv'ln-t' " of loan?y 
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Regional Coals
 

1. FAA p619. If this 1oan is 
Presently it is intendedthat the U.S.G. will fully
assisting a newly independent 
 finance this project.
country, 
to what extent do the 
 However circumstances are
circwnstancee permit such 
 such to permit other donors
assistance to be frniahed 
 to participate in the
through multilateral orgjanizations 
broader project of developor plans? 
 ing the road related
 

sectors discussed in
 
Section II.C of the original
 
loan paper.
 

2. FAA §209. Tf this Zo.;I is 
 See Sections 1. A & B, and
directed at a problem 
or an 
 V.D of the original loan
opportunity that is regional in 
 paper.

nature, how does assistance under
 
this loan encourage a regional
 
developnent prcgram? 
What multi
lateral assistance is presently
being furni'shed to the country? 

C. Relation to U.S..Ec( .My 

-- FnpZoyment, RaZ.xce 
t,-AntI' I-.? C 

of Payments, 

1. FAA §9201(b)(6)- 102 Fith. 
What arc the poosib e effects of
this loan on U..'. econony, with 
special rveferonce to areas of sub
stantia. labor ow'plun? Descric 

See Section VI A and B 
of the original loan paper. 

the extent to ihich ass'stancc 
i:".-.0nl.',hi f ,,'; of U.,.,. ocr"iodit.r, 
and "v'.rtL , furniche,; -i a manner 
con.',',tn,: with improving the 
U.S. Lulance of payments position. 
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It is deemed inappropriate
 
to attempt to use U.S.
2. FAA 99612(b) 636(h). What r.
 
owned foreign currency to


stepP have been taken to aspandthat, to the maximum extent possible, services. locl.S. owned
foreign currencies owned by the servcy Is onedalalU.S. and local currencies contri-
 currency is not available. 
buted by the country are utilized TernalSurce fornitto meet the cost of contractual 
 on external sources for its
and other services, and that U.S. 
 development budget. See
urreciesareSection
foreign-ownedforegn-onedcurrencies areCailAssanePpr V of the original 

utilized in lieu of dollars? Capital Assistance Paper.
 

3. FAA 9601(d); App. 109. 
If See Sections IV and V1 of 
the
this loan is for a capital pro- original loan paper. 
Answer
ject, to what extent has the 
 to the second question is no.Agency encouraged utilization of
 
engineering and professional

services of U.S. firms and their
 
affi iateo? If the loan is to be

used to ft:xz,.c ',irect costs for

conztruction, will any 
of the 
contractor, be pi rson:" other than

qualified n:,.tion4,13 of the country
 
or qualifiOed cit'zCn.Q ,)f 
 the U.S.?

.7f no, has: the roquii,,,i waiver
 
be:'n obtained?
 

4. FAA 60 8 (a). Provide infor- Excess propenty deemed not
mation on measurec to be taken to suitable for this project Inutilize U.,'. Govermient excesr 
personal property in 

view of nature and use ofliu of thc goods to be purchased.procurnient of new i teats. 

5. FAA i00?. What '.rffois have
been made to assit U..';. small The Agency's advertisementbusinem. to p'artvipatt, cquitably requirement will be compliedin the furnih jn of ,Yrwnriodil. .OS with. 
and nervi".' finanoctd l,1 thin 
loan? 
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6. FAA 0621. If the Zoan pro- The loan will utilizevides teChincaZ assistanco, how the services of the U.S.is priate enterprise on a con- consulting engineertract basis utilizcd? If the co vie on-the 
to 

er to
facilities of other Federal provide on-the-job trainingagencies wiZ be utiized, in in road construction 
what ways are they particularly supervision. Questions 2
suitable; are they competitive and 3 are not applicable.

with private enterprise (if so,
explain); and how can they be 
made available without undue
 
interference with domestic
 
programs?
 

7. FAA 9611(c). 
 If this loan Construction contracts will
involves a contract fo 
con-
 be awarded on a competitive

struction that obZigates in basis.
 
excess of $100,000, will it be
 
on a competitive basis? 
 If not,
 
ae there factorn which make 
 itimpra t iccib Z? 

Procur(emen . 

1. FAA (?c4 (a). Will co171,odit, Yes.
 
procurement be rontricted to U.S.
 
except as othll,wiae ,leteynined by

the 're'ardent?
 

2. FAA §604(b). Will any part Not applicable.
of ti7Y - Uo u.W for bulk 
camwodFhj procouremeit at adu,ted 
prices higher than t.h market 
price prcvailing in th, U.S. at 
time of pzaoha-ie? 
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3. FAA 9604(e). WiZZ any part Not applicable.
 
of this l 5W used for procure
ment of any agricultural oamodity
 
or product thereof outside the
 
U.S. when the domestic price of 
such commodity is less than parity?
 

D. Other Requirements 

1. FAA U201(h). Is the OoufltrI This is a regional project; 
amonq the 20 countries in whichdevelopment joan, f n. may be used thus it is exempt from the 

to make loans in thie fiscal year? country limitation. 

2. A.§106. Does the loan The loan agreement will 
agreement provide, with respect require such approvals. 
to capital projects, for U.S. 
approval of contract terms and
 
fims?
 

3. FAA q02(k). rf thw loan is Not applicable.
 
for copitruetion of a productive
 
enterp)risc, with reo-p)ct to which
 
te a;, gato Zalue of aznintance
 
to be furnit.'hod will (,xeo('d $100
 
nillion, what pr,,paratioz hav been
 
mae t, obtaD tih e i': . ,qp.,toval
I,) 

of the Conarzee"?
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4. FAA 99620(b), 620(f). Has the 
 Botswana is not a
President determined that the 
 Communist or Communist
country Is not dominated or con-
 dominated country.

trolled by the international
 
Communist movement? 
 Tf the country

is a Communist country (including, 
but not limited to, the countries
 
listed in FAA #620(f)) and the loan
 
is Intended for economic 
 -Assistance,
 
have the findings requlrt.d by

FAA 9620(f) been made and reported to
 
Congress?
 

5. FAA 1620(h). What steps have 
 Procurement of goods and
been taken to insure that the loan 
 services for the project
will not be used in
a manner which, 
 will be limited to Code 941.
contrary to the best interest of 
 Loan Agreement will restrict

the United States, promotes or 
 the use of funds to A.I.D.
assists the 
foreign aid projects project purposes.

of the Communist-bloc countries?
 

6. Ap. 110. Will any funds he
used to fl na ncn, procurement of Iron Not :ippItcable.
 
and steel products for use in
 
Viet-Nam other 
 than as contemplated
 
by 1 10?
 

7. FAA s636(i). Will any part 
 No to first question.

of this loan be used in Financing 
non-U.S.-manufactured motor vehicles? 
If so, has the required waiver been 
ob t a Ined? 
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& FAA .99620(a)(2) and w.. 620(p) No.
Will any assl tanoe

be fUrniehed or fund. made avail
able to the goverment of.Cuba or
 
the United Arab RepubZio?
 

9 . FAA 0620(,). Will any part 
 No to first question.
of this loan be used to compensate 
No
 

previous assistance has been
owners for expropriatedor nationalizedused for such purposes.
property? If any assistance has
 
been used for such purpose in the
 
past, has appropriatereimbursement
 
been made to the U.S. for sums diverted? 

i6. FAA §201 (f). If this is a See Section VI of theproject loan, what provisions have original loan paper.

been made for appropriatepartici
pation by the recipient country 's
 
private ,'pitorpri,,e?
 

11. App. 0104. Does the loan
 
agreement baJ 
any wc, of funds to The Loan Agreement willpay pensions, etc., for persons restrict the use of fundswho are serving or who have served to the project.
in the recipient country's armed 
forces? 

12.. MMA See. 901.b. Does the loan 
 Yes.
 
agreement provide, for compliance
 
with U.S. shipping requirements,

that at 
least 50% of the gross tonnage

of nil commodities financed with funds
 
made avnlable under this loan (computed

separately by geographic area for dry

bulk carriers, dry cargo liners, and 
tankers) be transported on privately
owned U.S.-flag commercial vessels to
 
the extent such vessels are available
 
at fair and reasonable rates for U.S.
 
flag vessels?
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13. FAA 0481. lias the country No. Botswana is cooperatiing
failed to take adequate steps to 
 with the U.S. and Inteirnationalprevent narcotic drugs from entering organizations in the control (if
the U.S. unlawfully? 
 narcotic drugs.
 

14. s
App. s 109. Compliance with 
 Appropriate requirements will
requirement with regard to financing 
be included in the loan
construction work performed by Third 
agreement and constructioln
Country Nationals. 
 contract. Procurement of
 
construction services are

however eligible from A.I.D.
 
Code 941 countries.
 



ANNEX IV
 

Af/-DL./P-1oJ /. 

611(e) CERTIFICATION
 

I, Charles Ward, the principal officer of the Agency for International
 

Development in the Southern Africa Region (OSARAC), having taken into
 

account, among other things, the maintenance and'utilization of projects
 

in Botswana previously financed or assisted by the United States, the
 

Ministry of Works and Communications' responsibility for maintaining
 

roads throughout Botswana, and the previous assistance from other
 

donors specifically directed to road constructica and maintenance,
 

do hereby certify that in my judgement the Covernment of Botswana
 

has both the financial capability and human resources capability to
 

effectively maintain and utilize the capital assistance project, the
 

Botswana-Zambia Road.
 

Charles Ward, Principal Officer
 

Date
 



DEPARTMENT OF STATE 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON, O.C. 20523 

UNCLASSIFIED
 

AID-DLC/P-1011/4 

July 19, 1973
 

MEMORANDUM FOR THE DEVEOPMENT LOAN COMMITTEE 

SUBJECT: Botswana - Zambia Regional Road Loan Amendment 

Attached are a Corrigendum and corrected pages to reflect the
increase from * 
 3,700,000 to $4,ooo,ooo for the amendment to the
subject loan. 
 Please insert the corrected pag(es in their propersequence in the loan paper. 

The recommendations for authorization of a loan amendmentamount not to exceed in an$3,700,000 to the Government of Botswana toprovide the necessary funds to carry out the project based on the
costs of the bids for construction were distributed to you May 18, 1973.
 

Development Loan Committee
 
Office of Development Program
 

Review
 

Attachments: (Revised July 19, 1973)

Memorandum for the DLC 
Corrigendum

Summary & Reccmmendations 
- Pages i., ii., 
2, 3, 6, 7

ANNEX I, II 

Previously Distributed: 
 (May 18, 1973)

Memorandum for the DLC
 
Summary and Recommendations
 
ANNEXES I -
 IV 

UNCLASSIFIED 



CORRIGENDUM 

BOTSWANA - ZAMBIA REGIONAL ROAD LOAN AMENDMENT 

SUMMARY AND RECOMMENDATIONS 

Page i: Loan Amendment Amount: Change $3.7 million to $4.0 million
 

Total Cost of Proiject: Proposed A.I.D. Loan Amendment change
 
$3,700,000 to $4,000,000.
 

Government of Botswana Contribution change $200,000 to $210,000. 

Total Cost change $16,826,000 to $17,136,000 

Background: Change amount last line from $3.7 million 
amendment to $4.0 million amendrhent. 

Page ii: Recommendations: Change Authorization of a $3.7 million 
Loan Amendment to $4.0 million Loan Amendment. 

Page 2: Change last line para 4 to read: "Discounting the additional 
$4.0 million road construction costs and the $400,000 
annual stream of net benefits results in an incremental 
rate of return of 9.5% and a benefit cost ratio of 1 to 1. 
The overall projects adjusted rate of return is approxi
mately 11.5% which .3% less than the rate of return 
projected in the original loan paper (See Section 11)." 

Page 3: Change second line para 1 to read: "The cost benefit ratio is 
approximately 1 to 1 at a discount rate of 9.1 percent. 
I.E., the projects econ,mic rate of return is 9.1 percent... 

Page 6: See attached.revised page 6 Financial Analysis 

Page 7: Change the amount in 

amendment 

first line para 2 a $3.7 million loan 
to $4.0 million loan amendment. 

ANNEX I: See Attached revised Capital Assistance Loan Authorization Amendipent.
 

ANNEX II: See attached revised Annex II Incremental Analysis
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can develop economic strength and stability, therefore, giving them
 

the opportunity to develop alternatives to dependence on neighboring
 

minority-dominated states. (See Botswana-Zambia Road CAP No. AID

DLC/P-101 for a more thorough review of U.S. Foreign Policy vis-a-via
 
Southern Africa.)
 

C. The Borrower
 

The borrower will be the Government of Botswana (GOB). The
 

project will be executed by the Botswana Ministry of Works and
 

Communications (MOWC).
 

II. ECONOMIC ANALYSIS
 

A. Cost/Benefit Analysis
 

The major increase expected in the cost of road construction
 

will have some negative effect on the expected present value of benefits
 

and costs. We expect that this will now be offset somewhat by increased
 

through-traffic between Swaziland and South Africa to Zambia and the
 

possibility of more direct Botswana-Zambia trade. Total Botswana-Zambia
 

trade amounts to some $1.9 million a year. Zambia-South Africa trade
 

was about $87 million in 1970. Zambia-Swaziland trade amounts to
 

about $3.0 million per year. Zambia's decision not to utilize
 

Rhodesian transport facilities has meant that Lts neighboring states
 

should benefit from increased direct and transfer trade to and from
 
access
Zambia. Since the road will provide the only direct land not
 

passing through Rhodesia to Zambia from the Sontth, there should h . e;Ot 

increase of trade moving through Botswana, perhaps as much as or more 
Botswona cain reap financial IW,-i'*1ts.than $25 to $30 million a year. If 

from 'hfs trade net of increased expenses in road maintenance, all such 
this road since the road provides the onlybenefits could be related to 


alternative access route to Zambia.
 

Although it is extremely difficult to make a precise calcula

return of this road can be roughly estimated
tion, the economic rate of 


to remain at about 11.8 percent because of the expected increase in
 
This is based
truck traffic due to the Zambia-Rhodesia border closing. 


on the assumption that the annual net financial benefits from increased
 

road user taxes to Botswana would amount to $400,000 a year. A.I.D.
 

will discuss with GOB officials what procedures the GOB intends to [o].-cw 

in order to collect road user taxes from commercial traffic transitin.
 
million con:trti.CLio'1

through Botswana. Discounting the additional 4.0 road 
an incrcmonual
 

costs and the $400,000 annual stream net benefits 
results in 


1. The overall projects
rate of 9.5% and a benefit cost ratio of I to 

the 

adjusted rate of return is approximately 11.5% which is .3% less than 

Ii).


rate of return projected in the original loan paper (See Section 
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We have also recomputed the project's return based on higher
costs and no 
increase in benefits. 
The cost benefit ratio is
approximately 1 to 1 at a discount rate of 9.1 percent.
project's economic rate of 
I.E.p the
 

return is 9..i percent, a sufficiently high
return for an infrastructure project in a developing country with
limited public sector investment opportunities such as Botswana.
 

The GOB has committed itself to develop the infrastructure
of Northeast Botswana and expects the road to result in complementary
development investments in agriculture 
etc. which in the future
will have high payoffs to the economy of Botswana. This situation
cannot be quantified, but it is an important point in considering

this loan amendment.
 

III. TECHNICAL ANALYSIS
 

A. Bid Analysis
 

A.I.D. believes several major factors contribute mostly to
the shortfall in construction funding. 
 The first three relate to
the unit prices for road surface and basle materials which exceeded
TAMS estimate. 
The others relate to various political and economic
 
situations.
 

The first factor concerns the uncertainity of water for
compaction in the southern half of the project. 
 Hydrologic data
presented with the bid documents and amplified in the pre-bid conference
indicated that water would be in plentiful supply within the Northernhalf of the construction area. Although early test well borings
and geologic 
 surveys led to optimistic estimates of water availabilityin the Southern half, subsequent investigation tended to throw doubtson the quantity of water which would be found in the Southern area.
Since the unit prices for base and surface course materials are quoted
"in.place", the contractor bears the risk of supplying the water
needed to obtain the specified compaction. The uncertainties involved
in this risk resulted, in part, in increased unit prices for base
 
and surface materials.
 

During the review of the draft bid documents, alternative
approaches were considered which would have paid the contractor
separately for water transported beyond a free haul 
distance or provided
additional payments if test borings made by the consulting engineer
proved inadequate. No reasonable method was 
found which would limit
the contractor's claims under either of these alternatives or which.
would permit monitoring of his charges without an unreasonably
large inspection force. 
 The present bid method was retained with the
realization that it would involve the risk of higher unit price bids
but at the same 
time would limit the Government's responsibility for
unknown factors which could increase the project's cost beyond

foreseeable limits.
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Contractor Mobilization 


Contractor on Site 


Construction Complete 


B. Procurement of Materials and Services
 

July 1973
 

September 1973
 

January 1976
 

The construction contract will be awarded to Grove Construction,
a U.S. firm. All goods and services used in the project must be of
Country Code 941 or local 
source and origin.
 

V. FINANCIAL ANALYSIS
 

A. Financial Plan
 

The original financial plan set forth in the $12.6 million loan
authorized in April 1972, provided funds as 
follows:
 

Construction 

Engineering Supervision 

Engineering Equipment 

Contingency 


Total A.I.D. Loan 

GOB Contribution 

GOZ Contribution 


Total 


FX 


$6,292,856 

600,000 

130,000 


1,232,270 


$8,255,126 

-

-

$8,255,126 


Local Costs Total Costs
 

$3,179,952 
 $ 9,472,808
 
400,000 1,000,000
 

- 130,000
 
764,922 1,997,192
 

$4,344,874 $12,600,000
 
200,000 
 200,000
 
326,000 
 326,000
 

$4,870,874 $13,126,000
 

"Both construction and contingency items are changed as
of the Grove bid of $8,977,842 in dollars and a result

'3,160,825 ;.and ($4.7]7
million). 
 The revised project costs including these to be financed by
the $4.0 million loan amendment are as follows:
 

Construction 

Engineering Supervision 

Maintenance Equipment 

Contingency 


Total A.I.D. Loan 

GOB Contribution 

GOZ Contribution 


Total 


FX 


$8,978,000 

600,000 

150,000 


1,000,000 


$10,728,000 


-

-


$i0,728,000 


Local Costs Total Costs
 
$4,717,000 $13, 695, 000
 

420,000 1,020,000
 
- 159,000
 

735,000 1,735.000
 

$5,872,000 $16,600,000
 
210,000 
 210,000
 
326,000 326,000
 

$6,408,000 $17,136,000
 

The proposed $4.0 million loan amendment will finance approximately
$2,573,000 of U.S. costs and $1,427,000 of local costs.
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The contingency item in the revised financial plan is reduced
both in amount and percentage from that in the original plan. 
At the
time the loan was authorized the construction costs were of a preliminary character. 
The revised costs are based upon actual bidding.
The $1.7 million project contingency provides nearly 12 percent for
construction overruns which might arise during construction as well as
any additional engineering costs which may develop as a consequence
of the contractors method of construction, i.e., central mixing plant.
 

The funds provided under the proposed $4.0 million loan
amendment would be made available on the same terms applicable to the
original loan.
 

B. Justification for Concessional Terms and Local Cost Financing
 

The GOB has had recurrent current deficits, since its
independence. 
It expects its current budget to be in surplus for at
least the next three years due to import taxes on mining equipment
slated for the Shashe Project and other mining ventures. 
 Nevertheless,
its capital expenditures will continue to exceed available domestic
resources despite its laudable efforts to generate tax revenues. 
 These
capital expenditures will have to be financed by borrowing, primarily
from external donor sources.
 

Botswana is one of the twenty-five countries in the world now
considered to be at the bottom of the development ladder. 
 In order
to break out of the low productivity low investment cycle, it is
devoting more than 20 percent of its Gross National Product to capital
investments. 
 Its infrastructure neads are enormous, and are necessary
to open up large areas of the country.
 

Because of the GOB's present weak financial position and its
concurrent need for massive infrastructure development to open the
country, A.I.D. considers both its concessional loan terms and its
financing of over 95 percent of the project's local costs and 100 percent of the additional local costs noted herein entirely justified.
 

C. Prospects for Repayment
 

There are reasonable prospects for repayment of this loan.

(See AID-DLC/P-I0l)
 

VI. ECONOMIC EFFECTS OF LOAN
 

These remain as noted in the original paper (AID-DLC/P-1011).
 



ANNEX I 

AID-DL/P-lOlI/1 
DEPARTMENT OF STATE
 

AGENCY FOR INTERNATIONAL DEVELOPMENT
 

WASHINGTON. D.C. 20523
 

CAPITAL ASSISTANCE LOAN AUTHORIZATION 
AMENDMENT 

Provided From: Development Loan Funds
 
Botswana-Zambia Road (Construction) (Regional)
 

Pursuant to the authority vested in the Administrator of the Agency

for International Development (hereinafter called "A.I.D.") by the
 
Foreign Assistance Act of 1961, as amended, and the delegations of
 
authority issued thereunder, I hereby authorize the following:
 

An amendment to increase the above-captioned loan
 
to the Government of Botswana ("Borrower") by an 
amount not to exceed Fdur Million Dollars ($4,000,000)
 
to assist in financing the foreign exchange and local
 
costs of equipment, materials and services required
 
to construct the Botswana-Zambia Road, subject to the
 
following terms and conditions:
 

1. 	Interest Rate and Terms of Repayment: Borrower
 
shall repay the loan in forty (40) years,
 
including a grace period of not to exceed ten
 
(10) years. Borrower shall pay interest on the
 
unrepaid principal and any interest accrued
 
thereon at a rate of (a) two percent (2%) per
 
annum during the grace period and (b) three
 
percent (3%) per annum thereafter.
 

2. 	Currency of Repayment: Repayment of the loan
 
and payment of interest shall be made in
 
United States dollars.
 

3. 	Other Terms and Conditions:
 

a. Procurement. Equipment, materials and 
services financed under the loan shall 
be procured from Botswana and from 
countries included in Code 941 of the 
A.I.D. Geographic Code Book. 

b. Other Terms and Conditions. The loan 
shall be subject to other terms and 
conditions as A.I.D. may deem advisable. 

Assistant Administrator for Africa
 

Date
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INCREMENTAL ANALYSIS
 

Year Additional Costs Discontinued Benefit Stream 
Construction Costs at 10% at 10% 

0 800,000 800,000 400,000 annual 

1 1,300,000 1,181,700 
benefit stream 
discontinued over 

2 1,400,000 1,156,400 
20 years. 

3 500,000 375,000 
TOTAL TOTAL 
COSTS 3,513,600 BENEFITS 3,405,600 

Year Additional 
 Costs Discontinued Benefit Stream
 
Construction Costs at 9% 
 at 9%
 

0 800,000 800,000 
 400,000 annual benefits
 
discontinued over 20
1 1,300,000 1,192,100 years.
 

2 1,400,000 1,178,800
 

3 500,000 
 386,000
 
TOTAL 
 TOTAL
 
COSTS 3,556,900 BENEFITS 3,651,600
 

Incremental Internal Rate of Return 
= 1,%
 


