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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Korea - Small/Medium Scale Irrigation Project - Amendment

Attached for your review are recommendations for
authorization of a loan amending A.I.D. Loan No. 489-T-090, dated
May 31, 1974, to the Government of the Republic of Korea(''Borrower'),
as follow:

a. The amount of the Loan is increased by Six Million
Five Hundred Thousand Dollars ($6,500,000) to a total
amount not to exceed Twenty-Three Million Seven
Hundred Thousand Dollars ($23,700,000).

b. The loan increase shall be subject to such other temms
and conditions as A.I.D. may deem advisable consistent
with the terms and conditions of the original Loan
Authorization, signed May 31, 1974.

This loan proposal is scheduled for consideration by the
Development Loan Staff Committee on Monday, December 23, 1974. Also,
please note your concurrence or objection is due by close of business
Friday, December 27, 1974. If you are a voting member a poll sheet
kas been enclosed for your response.

Development Loan Committee

Office of Development
Program Review

Attachments:
Summary and Recommendations

Project Analysis
ANNEXES A - F
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LOAN ANMENDMENT

KOREA -~ SMALL/MEDJUM SCALE IRRIGATION PROJECT

SUMMARY AND RECOMMENDATIONS

l.

Borrower: “he Govermnment of the Republiz of Korea (RUKG). The
project will be implemented by the Agricultural Development
Corporation (ADC) of the Ministry of Agriculture and Fisheriec.

Amouni of Loan: A loan amendment in the amount of $6.5 million,
increasing Loan No. 489-T-090 from $17.2 million to $23.7
million. v

Terms: Repayment within 4O years, including a ten-year grace

period; interest at 29 annually during the grace period, and 3%
thereafter.

Purpose: To accelerate further ROKG efforts to expand the
production of rice and barley through the utilization of water
resources from small/medium scale irrigation projects and thereby
assist up to approximately 95,000 farmers to increase net incomes
by an average of $L412 per year.

Project Description: The Project (initial loan plus amendment )
consists of the completion of up to 66 sub-projects, currently in
various stages of construction. These sub-projects consist
primarily of pumping and reservoir type irrigation systems

that are located throughout the country.

Project Costs and Financing Arrangements: Total costs of com-

pleting these 66 sub-projects is currently estimated to be $66.0
million. Of this amount it is proposed that AID finance $23.7 million
throurh the initial loan and this amendment. These funds would be
available on a reimbursement basis to finance 75% of certain desipnated
locul costs of each sub-project selected for A.I.D. financing. Such
reimbursement would take place only after individual sub-projects arc
certified “o AID as being satisfactorily completed.

Other Sources of Financing: Other sources of financing to assist
this project are not presently available.

Mission Views: USAID/Korea views this project as being a key element
of its current program which emphasizes support for the ROKG's efforts
to speed the development of the rural/agricultural sector. An
extensive on-site inspection in late November of nearly completed sub-
projects by the USAID engineer has shown that they are of high quality

. construction and that they are much appreciated by the populace.

USAID recommends early authorization of the proposed loan amendment.



9. Issues: None

10. Statutory Criteria: All statutory criteria have been satisfied

(see Anncx 8).

11. Recommendation: Authorization pf a loan amendment
to Loan No. L89-T-090 in the amount of $6.5 million to increase
the loan from $17.2 million to $23.7 million in order to finance
up to 75% of certain local costs of completing sub-projects from
among the 66 identified, subject to the terms and conditions
stated in the draft loan authorization ailtached as Annex A,
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I. Dackground and Justification

A. Agriculture in the Korean Economy

The dramatic growth and development of the Korean economy since
the early 1960's is a matter of historical record which has been amply
documented in reports of the major international lending institutions
and the Government of Korea (ROKG). It is also well recognized by the
ROKG anu the international lenders that the pattern of development
uncer the first two Five Year Plans (1962-1956 and 1967-1971) heavily
emphasized basic infrastructure and export-oriented industry at the expense
of agriculture. During the ten-year period 1959-1969, the average annual
growth rate of the total economy was 8.2 percent, while agriculture,
forestry and fisheries grew at a rate of 4.2 percent. For agriculture
alone the rate of growth was 3.8 percent. While this is a respectable
rate for the agricultural sector in a developing country, agriculture has
not been able to meet the demands of the rapidly expanding urban sector.

During this period of primary empliasis on industrial development
(1960-1972), the contribution of the agricultural sector to GNP declined
from 449 to 25% and the porticn of the labor force employed in the
agricultural sector declined from 677 to 48%. These are understandable
and desirable trends according to the long-range Korean devclopment stra-
tegy. However, accompanying these trends are three problems which are of
serious concern to ROKG:

(1) The ratio between the per capita income of the rural worker and
the urban worker fell from 101 in 1963 to 77 in 1972. The
deterioriation in the relative economic position of the rural
worker was even more drastic up to 1967 (a drop from 101 to 53),
but was partially corrected by massive increaszs in domestic
support prices for rice and barley beginning in 1967.

(2) Despite the sharp increases in support prices for rice and
barley, domestic production of rice did rot increase between
1967 and 1973, andé production of barley actually declincd,

(3) During the period 1960-1973, Korean imports of the three major
food grains increased from approximately 478,000 metric tons
to 2,785,000 metric tons. Imports of rice and barley alone
rose from nesrly zero to 957,000 metric tons in 1973.
Approximately 107% of the Korean import bill in 1972 was
attributable to the three major food grains, 6% to rice and
barley alone. Moreover, the quantity and cost of food grain
imports has increased sharply in 197h.



In recogrition of these problems, the ROKG set two major develop-
ment goals for Korean agriculture in the 1970's:

(1) Increase production of major food grains -- rice, wheat,
barley, and soyL-.ans -- to reduce costly imports.

(2) ZImprove the quality of rural life by increasing rural incomes.

B. Recommendations of Korean Agricultural Sector Studies

Two Agricultural Sector Studies have been conducted in Korea
during the last three years: an AID-Tinanced study (XASS) carried out
jointly by the Ministry of Agriculture and Fisheries and Michigan State
University in 1971-1972, and an IBRD Agricultural Sector Survey recleased
in November 1973. The earlier study recommended ROKG investment in
eight specific agricultural areas, with highest priority attached to
agricultural research, rural transportation networks, and irrigation.
The IBRD study emphasized the need for investments in land and water
rescurce development to build up the agricultural production base, for
advaiced farming technology to raise output per unit of land area, and
for mechanization of farm operations to raise ocutput per worker. While
this study tended to favor large-scale river basin development projects
and integrated arce development schemes, it made clear that the principal
constraints to cxpansion of agricultural output were limited land
resources and inadequate irrigation anc drainage facilities.

C. Justification for AID Loan L39-T-090 and this Proposci Amcrndment

Of the three priority areas for agricultural investment recommended
by KASS, AID Loan 489-7-088 was designed to strengthen agricultural research
programs in Korea, and rural roads investment is being assisted by cther
donors, including the IBRD. The thicd area, lrrigation, is being addressed
by large-scale river basin development projects assisted by other donors and
a small/medium scale irrigation program of 88 separate irrigation systems
initiated by the Ministry of Agriculture and Fisheries (MAF) in 1968, with
responsibility for implementaticn assigned to the MAF's Agricultural Develop-
ment Corporaticn (ADC). This irrigation program has been basically well
plarned and well-managed, but by initiating all 88 sub-projects simultan-
eously, the ADC attempted to accemplish more than was possible with the
limited funds that could be made available through the ROKG budget. The
result was a serious protraction of sub-project completion schedules and
the cconomic waste associated with costly works that are only partially
finished and therefore unused for long pericds of time.

In order to accelerate sub-project completion schedules, the ROKG
applied for an AID Loan in December 1973. With the assurance of financine
avallable through an AID loan, the ROKG would be able to budget additional
funds f-r the small/medium scale irrigation program and accordingly
intensify implementation activities. The Justification of the AID louan
lay in the potential for accelerating completion of high pay-off
irrigation systems and earlier delivery of economic benefits. AID Loan
489-T-090 in the amount of $17.2 million was authorized on May 31, 197k,
and the Loan Agreement was signed on September 11, 1974. On November 20,
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1974, the ROKG requested a seccnd AID Loan to supplement the earlier loan
in financing the small/medium scale irrigation program (see Annex D).

II. Projent Description and Purpose

A. Project Description

The 88 irrigatiop systems to be built under the ROK( small/medium
scale irrigation program aslready have major investments in place, but
sufficient funds are not available for prompt completion. Fnough work hac
been completed on many of the sub-projects so that relatively modest
inputs can get at least part of the irrigation started, 1In fact some are
already irrigating a part of the potentially irrigable areca.

In some of the larger pump irrigation schemes., there is basically
a stag: development possibility where blocks of land can come under
irrigation when certain key facilities are constructed. Some of thec
(such as the Sin-gog sub-project) have very clear-cut stages. Others are
not so sharply defined since some works serve several "stages" and the
cxtent of new irrigation may depend less on the completion of key
structures. A staged development concept might apply to some reservoir
sub-projects and some drainage sub-projects, out the effect is not so
obvious.

In general, the smaller sub-projects tend to be an "all or
nothing" situation. The key structures, whether a dam, pumping station
or welr, are usually the last finished under any funding situation. The
drainage schemes also tend toward an "all or ncthing" situation. When
the main pumping station is operable, scome benef'it may result, but
generally all secondary pumps and all drainage canals will be nceded beforce
there will be significant benefit from the installation.

The ROKG originally vroposed that AID loan it a minimum of
$30,000,000 over a two-year period to assist it in the carly completion of
these 88 irripation systems. The 13rogect Committee irrigation engineer
reviewed iLhc technical plans and specifications for these systems and made
visits to the sites of a representative sample (14). ‘The Committee also
made an economic analysis of each of the 88 systems. On the basis of these
revicws and analyses, the Committee decided that AID should select as
eligible for AID Tinancing only those sub-projects which have an incre-
mental Internal Rate of Return (IRR) of 227 or higher., The Project was
defined as those 66 sub-projects thus eligible for AID financing. The
Project is described in greater detail in the Capital Assistance Paper
for AID Loan 489-T-090, a zopy of which is attached as a separate annex,

ATD Loan 489-7-090 and subsequent amendments will reirourse the
ROKG for 75¢ of the actual costs of completing eligible sub-projects.
Sub-project costs are reimbursed on a first-come, first-served basis as
they are completed, and no atiempt was made to identify more precisely
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which of the 66 eligible sub-projects would bpe financed by the Loan.
Reimbursement i1s made on the basis of satislactory certification that
a sub-projaect has been completed and itemizaiion of reimbursable costs
presented in form and substance acceptable to AID. All expenditures
will be for local costs since the necessary services and materials are
available locally. Payment is made through Sprcial Letters of Credit
which may be drawn down by ROKG by procurement of commoditics and
services from U.S. suppliers,

B. Project Purpose

The sectoral goal, project purpose, and planned project inputs
and outputs are described in the following paragraphs. A logical frame-
work matrix providing a more complete project design for the cverall
project of 66 irrigation systems is attached as Annex A,

1l. Sectoral goal - to minimize food grain imports and increase the
incomes of the rural population.

2. Project purpose - to increase production of agricultural
commodities, primarily rice and barley, through the application
of irrigation water.

3. DProject outputs -

completion of 66 small/medium scale irrigation systems

conversion of land intec irrigable paddy by clearing,
levelling, terracing, etc.

delivery of irrigation water to farm land in project area

improved capabilities of Farm Land Improvement Associations
(FLIA's) to operate and maintuin irrigation facilities

4, Project inputs -

- contractor services

- equipment and construction materials

- land acquisition and conversion

- construction supervision by ADC and FLIA's
- training of ADC and FLIA staff

- other direct costs



C: Purpose of this Proposed Amendment

1/
The tocal cost of the Project is currently estimated at $66.0
Million. AID Loan U489-T-090 and the associated ROKG contribution will
provide anproximately $23 million qf financing, slightly more than one-
third of the total cast. The purpose of the proposed amendment of $6.5
million is to provide additional impetus for the ROKG efforts towards early
completion of the Project.

In addition, it is expected that a second amendment will be pro-
posed later in FY 1975, depending upon the availability of funds and upon
the readiness cf other proposed Korean Loans for authorization during
FY 1975 (Higher Education - $5.0 million, Health Sector - $5.0 million,
Industrial Standards - $5.0 million, and a Third Feasibility Studies Loan
$2.0 million). To the extent that one or more of these other projects does
not materialize, a second amendment will be proposed in an amount necessary
to cover any shortfall in meeting the planned ¥Y 1975 lending level of
$23.5 million to Korea. Provided there are no significant changes in pro-
Ject conditions and factors determing justification, this Project Paper
will serve as the basis for the subsequent request for amendment.

D. Project Costs and Financial Plan

Table I provides a crrrent schedule of sub-project completions
by year and estimated remaining construction costs. As noted above, the
incremental costs (based on 1974 prices) for completiyn of the 66 eligible
subprojects total 26.4 billion won or $66,0 million.~ The table shows that
21 subprojects should be completed in1197h,with costs incurred since Jan-
uvary 1, 1974, approximating $5.9 million, and 26 additicnal sub-projects
should be completed in 1975, at a cost of $16.6 million from January 1,
1974, to completion. Claims for reimbursements against ATD Loan L489-T7-090
during 1974 and 1975 should total $16.9 million, leaving a small balance
of $300,000 to finance costs of subproject completions in early 1976. The
proposed amendment would assist in financing the completion of some of the
remeining subprojects, with few exceptions the largest and costliest -
projects in the eligible group. If the amount of this amendment an sub-
sequent amendment mentioned above total $23.5 million, for example, all
but the single largest subproject (Sin-gog - $11.25 million) could be
financed by the AID Loan as amended and the corresponding ROKG contribution.
MAP 1 in the Annex shows the location of these 19 subprojects.

Since AID loan funds are made available on a reimbursement basiz, the
pace of the Project depends primnarily upon ROKG hudget allocations. The re-
imbursement strategy was,in fact, chosen in order to motivate the ROKG to
provide adequate advance funding for the construction of the irrigation
systems. The success of this strategy is shown by the following table:

1. Conversion from won figures to dollar equivalent throughout this PP were
based on ex ge rate of $1 U.S.dollar = L0OO won,the rate prevailing at the
time the PF/prepared. On Dec.7,1974,the ROKG devalued the won approx. 20%,
establishing a new FX rate of $1 U.S.dollar = 485 won. The new rate will change
some of the figures used in this PP but not alter the validity of the discussion

presented. One change is that the total cost of the project,in dollar terms,
is reduced to $54.4 million, '



Year ROKG Budgetary Allocation
($ Million)
Up to 1970 4,0
971 3.0
1974 k.5
1973 2.3
197h* 12.2¥%
1975 6.7

*The regular budgetary allocation frr 1974 was $8.0 million,
already a substantigl increase over the average allocation
of the previous three years. 1In addition, a supplemental
allocation of $4.2 million was made in October 197k in
response to an offer oy AID to advance funds from Loan
489-7-090 in the ratio of one loan dollar for every $1.4
equivalent of supplemental budgetary funds committed.

ROKG funds available for the project in 1974 and 1975 total
$29.0 million equivalent, leaving a residual requirement for further
financing of $37.0 million. If ROKG allocates funds to the Project
in both 1976 and 1977 at the same level as 1975, there would be £33,k
million available for completion of sub-projects during thece twc
years versus the required $37.0 million. Thus, all remaining 19 sub-
projects, excepting the large Sin-gog sy 'tem, could be completed by
the end of 1977. Given the even greater emphasis accorded this
Project ot present compared with six months ago, the USAID Project
Comuittee believes that ROKG annual budgets for the project in 1976
and 1977 will equal or exceed the 1975 level.

The reimbursement formula, 75%/25%, ascures that the ROKG will
pay a minimum of 25% of the total costs of the completed sub-projects
and thus meet the requirements of Section 110 of the Foreign
Assistance Act. Moreover, under any circumstances, the ROKG share of
the total cost of the Project will be well in excess of 25%, as shown
below:



Amount of Amendment ROKG Share* AID Sharc Total
to AID Loan 489-7-090

" Amount Amount Amount
($000,000) ($000,000) | % ($000,000)| % ($000,000)| %
I. $ 6.5 $he.3 64,1 $23.7 35.9 66,0+ 100
II. $23.5 $25.3 38.4 $40.7 61.6 66.0% 10C

*These calculations were based on the currently estimated total Project
cost of $66.0 million. The final Project cost and the ROKG share of
this total will almost certainly be higher since current estimntes
will need to be increased to cover cost escalation.

I11. Experience With The Project To Date - During November 1974, an
evaluation cormmittee visited a random sample of the 21 sub-projects
scheduled for completion in 197k, The sub-projects visited are listed
below:

* , Total Con- Remainlrng
Project Name of ' Benefit struction Construction
Number  Project Facility Area  Cost Cost
(Ha) ----Millions of won----
2 Yoon-nae Pumping Station 650 181 136
12 Myung-Kwang Reservoir 263 231 1ok
16 Jang-ha Pumping Station 231 128 95
17 Se~do " " 317 219 92
31 An-daock Reservoir 201 181 106
Lo Gae-wun " 167 elik 105
56 Hwang-dun " 122 255 146

#These numbers correspond to project numbers shown in Table 1.

The cvaluation committee consisted of the USAID Engineer and repre-
sentatives of the Ministry of Agriculture and Fisheries (MAF) and the
Agricultural Development Corporation (ADC). Their purpose was to
appraise sub-project design, construction guality and progress toward
complction. In the course of this inspection, the committee had the
benefit of discussions with management and farmer representatives from
the Farm Land Improvement Associations (FLIAs).



Progress toward completion of the sample of sub-projects is satis-
factory and in sore instances truly remarkasble, considering the magnitude
of the work to be done and the late release (October 28, 1974) of
supplemental budget funds. All required major facilities (reservoirs,
pumping stations) have either been ccmpleted or are in the final stages
of construction. The local contractors appear to be professionally
qualiilied and, although the work is highly labor intensive, the quality
of construction, particularly concrete structures, is uniformly good
with overall supervision and construction rated high.

The farmers in the sub-project areas inspected have already made
extensive preparations to utilize the irrigation water from the
reservolirs and pumping stations by the construction of intercept canalew,
land leveling and terracing. Thus the entire irrigation system for
each sub-project will be operable before the 1975 rice growing scason.

Provinecial officials were high in their praise of the sub-projeccts,
citing the benefits of the use of highly labor intensive construction
methods, which have brought the farmers into active participation during
the construction phase, and have had a substantial positive impact on the
incomes of large numbers of the rural poor. Farmers themselves expressed
appreciation for the benefits that they will receive from the new irrigation
facilities.

In light of the favorable findings on the capabilities of the entities
involved in this proposed project, namely the Economic Planning Roard;
Ministry of Agricultwie and Fisheries; the Agricultural Development Cor-
poration; the Farmland Improvement Association; the other agencies ol VAF:
contractors; other private firms concerned with farm inputs, storage and
marketing; and last but not least the shrewdness and adaptability of the
Tarmers, the Prcject Committee finds excellent continuing prospects for a
successful Project.



IV. Continuing Validity of the Original Feasibility and Soundness
Analyses

The feasibility and soundness analvses presented in the Capital
Assistance Paper for Loan 489-T~090 remain valid for this proposed
amendment., Sunmary paragraphs from that CAP have been incorporated in
t.is paper, but for a more detalled discussion, Section II. Institutional
Aspects and Section IV. Economic and Financial Analysis should be read.

A. Technical Soundness

The technical soundness of the Project was evaluated from several
perspectives:

1. The design and engineering standards - For all structures, except
such specialized structures as major pumping stations, design drawings
follow closely the U.S. Bureau of Reclemation pattern. The engineering
and detailed design work for a representative sample of subprojects was
examined in sufficient detail to assure that design and engineering work
conforms with good engineering practice and meets Section 611 requirements.

2. Adequacy of other inputs and services necessary to make optimal
use of irrigation facilities - Agricultural inputs (fertilizer, insecti-
cides, pesticides, seeds) are widely available to farmers through both
public and private marketing systems., While these systems undoubtedly
rould be improved, and need to expand considerably in future years, they
have demonstrated a capacity to get purchased inputs.to farmers in a
reasonably efficient manner., For example, ferti.izer usage by farmers
has increased from 393,000 MT in 1965 to over 800,000 MT in 1973, or
slightly over 100 percent. Annual rates of increase have been particularly
marked during the past two years, being 20 percent in 1972 and 13 percen:
in 1973, largely as the result of government's high price policy. The IBRD
Agricultural Sector Survey states: "A highly develoved system of farmer
cooperatives has enabled the government to carry out successful programs
for... distributing fertilizer and other inputs required to expand crop
and livestock production and increasing commercial merketing of agri-
cultural products."

Korea has rather sizeable fertilizer manufacturing capacity, much
of which has been AID financed. Until 1973, production had been sufficiert
to meet Korea's own needs and to export a small amount. In 1973, a small
amount was imported. However, new production is coming on stream, expancions
of existing plants are underway or planned, and a major new facility (the
"Seventh Fertilizer Plant") is well along in planning. The ROK and the in-
vestors in these plants are being careful to ensure long-term raw materials
availability. The Project Committee feels prospects are excellent that
Korea's overall needs for fertilizer in the long run will be met,
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The agricultural extension (guidance) service is much more advanced
than in other developing countries, and through past performance has de-
monstrated the ability to perform in a more than adequate manner. A notable
example of its capacity was its performance in disseminating information
to farmers concerning the planting and cultivation of IR 667 rice in 1972,
the first year in which that newly developed variety was planted extensively.

Storage facilities in terms of total capacity IS probably adequate,
but the quality of storagg needs to be Improved. AID assisted in improving
both quantity and quality in 1972, when it financed the construction of
675 myon (district) level warehouses. The Government is continuing to
build new storage facilities of a high stendard. Adequate marketing arrange-
ments already exist and it can be safely assumed that they will be expanded
as required to absorb the increased production of the proposed project.

3. Rationalization of land-holdings for most efficient delivery
of irrigation water - Land consolidation, or paddy rearrangement, is a
firmly fixed and implemented policy of the ROKG. In general, however,
the ADC does not become directly involved in paddy rearrangement efforts,
which are customarily financed by the Provincial Governments and in some
cases, by the farmers themselves. The ADC attempts to coordinate such
local initiative with its irrigation projects because of the beneficial
effects on the layout of lateral systems and delivery of irrigation water.
Since the ADC has been quite successful in getting paddy rearrangement
work done by local agencies, many of the proposed subprojects will have
land consolidation as part of subproject construction, some will not.
In the latter case, consolidation will occur only after more extended negoti-
ations and the farmers become convinced that the benefits will significantly
outweigh the costs.

B. Economic Feasibility

Incremental economic internal rates of return (IRRs) were cal-
culated for each of the 88 irrigation systems and shown in Table I of the
Annex to the CAP for Loan 489-T-090. This analysis considered all the
investment through calendaxr year 1973 as a sunk cost, and the IRRs there-
fore disregarded these costs. Incremental benefits were considered to be
the current values of the additional crop production which would stem from
reasonably expected yield increases priced at estimated economic values
for these crops. The incremental production costs ,to attain the incremental

3/

benefits were also included in the calculations. =

1. See Tables 3 and 4 in the Annex to the CAP for Loan 489~T-090 for break-
downs of production costs and benefits for the 88 irrigation systems.



The Project Committee used these incremental economic rates of
return as the principal indicators of economic viability and Table I of
the referenced Annex listed the systems in rank order from the highest
rate of return to the lowest. As can be seen from that Table, (Column B),
the economic IRRs for all 88 systems ranged Trom a high of 123% to a lov
of 12%. The proposed cut-off for AID financing was subproject No. 66 at
227 IRR. The balance of the system below this group (not eligible for
AID financing) were shown for informational purposes. The reason for
this fairly high cutoff was the relatively high opportunity cost of
capital in Korea which was in the neighborhood of 20-25%. (The highest
commercial bank over-draft rate then found in current statistics was 20%).

The Project Committee recently restudied the cost situation for the
66 eligible subprojects and developed estimates of subprojects completion
cost, The revisions, mainly upwards, result from unit price increases
greater than estimated at the time the May/19T74 CAP was prepared and, in
two cases, subp jJect design changes. Table 2 compares these revised
estimates with those shown in Table I of the May/l97h CAP and also shows the
original IRRs, as calculated for the May/197L CAP.

Table 2 reveals that the bulk of the subprojects either show decreases
in remaining cost or cost increases of 15 percent or less. Because of the
slight cost variations on 46 subprojects, a visual check of the original
incremental IRRs and the percentage change in estimated remaining costs
was sufficient to verify that these subprojects still have IRRs above 22
percent. For the remaining 20 subprojects, MAP/ADC recalculated the IRRs
using the revised remaining cost estimates, with the following determination:

Subproject Original Revised
Number IRR (%) IRR (%)
11 , 67 L5
16 58 L7
20 L9 35
25 46 33
3k 37 29
35 36 26
39 32 17
Lo 30 25
43 29 32
L 28 ol
51 25 18
52 25 23
54 24 20
57 24 20
58 2k 22
59 2L 21
ol 23 16
63 , 23 20
65 22 20

66 _ 22 22



According to the MAF/ADC's latest calculations, eight of the subproJjects
show new IRR's below 22 per cent, with subproject No. 61 dropping to 16
per cent. However, for the reasons cited below, the Project Committee
recommends that these eight sub-projects be retained among the group

of subprojects eligible for AID financing:

(1) The revised IRR calculaticns only took cost changes into
consideration., 1In fact, commodity prices have increased sharply
during 197k, thereby offsetting the effect of cost increases on the IRR's.
Prices received by Korean farmers in 1974 for rice and barley will be
38.5% and L1.5% higher, respectively, than values used in the original

IRR calculations.

(2) As will be discussed later, the beneficiaries of the Project
are part of the poor majority in Korea, since all Korean farmers are
small landholders and have low incomes by urban standards. TFor projects
that impact directly on the poor majority, an IRR below the estimated
opportunity cost of capital should be Justifiable and a cut-off of 15%
appears reasonable,

C. Financial Viability

Considering total project costs, financial rate of return
calculations for the 66 subprojects (with rice at the internal
support price of $355 equivalent per MT and barley at $228 equivalent
per MT) ranged from 77% to 10% (see the last column of Table I in the
Annex to the CAP for Loan 489-T-090). Tt was therefore concluded that
on a strict benefit/cost ratio basis, all subprojects exceeded a one-
to-one ratio by a substantial margin. Thus the requirements of FAA of
Section 611(b) and App. Section 101 relating to the Memorandum of the
President, dated May 15, 1962, and pertaining to cost/benefit ratios
were met. Since the ROKG is subsidizing T0% of the capital costs of
each of these systems, it follows that the farmers will benefit at
these relatively attractive Financial Rates of Return enhanced by the
effect of the Government subsidy.

The other test of financial viability is the ability of farmers
to pay for the use of irrigation water. Based on the figures for all
88 systems (which would not be very different from the comparable
figures for the 66 subprojects selected since the latter group contains
the one very large project, Sin-gog) the average farmer in the project
area would realize the net benefits of approximately won 165,000 ($412)
per annum. This is derived from the estimated "net profit" for all
farmers shown as won 19,526,510,000 in Table b4 of the Annex to the CAP
for Loan 489-T-090 divided by the 103,413 farmers in the 88 systems minus
an estimated water charge averaging won 25,0nn($62.50)per farm. The water



charge includes debt service on 30% of the project capital costs and
covers all other expenses of delivering the water to the farmer in-
cluding system maintenance costs, Thus the capacity of the farmer to
pay water charges of $62.50 after a return of $475 per annum is obvious.
We understand that the farmers pay their water charges assessments
either in cash or kind after the harvest and only on the basis of

some catastropne are water charges either reduced or eliminated for

an .rrigation season.

D. Institutionsal Capability

Design, engineering, and construction supervision are the
responsibilities of the ADC. In some cases, construction supervision
will be entrusted to FLIA's who wlll also be responsible for operation
and maintenance of the completed irrigation systems. The Project
Committee's overall assessment 1is that the ADC and FLIA's have amply
demonstrated their competence to manage irrigation projects of this
type. This Judgment was corroborated by IBRD personnel having long
experience with irrigation activities in Xorea, and most recently by
the USAID Evaluation Committee headed by the Chief Engineer.

1. The Agricultural Development Corporation (ADC)

ADC, a semi-autonomous public entity within the Ministry of
Agriculture and Fisheries, has overall responsibility for project ex-
ecution, FIstablished in early 1970 through consolidation of the Union
of Land Improvement Associations and the Groundwater Development Corp-
oration under the Rural Development Promotion Law, ADC has broad responsi-
bilities for the development of land and water resources in rural aress
throughout Korea, Although a relatively new organization, ADC has through
its employees and predecessor agencies long experience in managing con-
struction or irrigation projects. ADC is headed by a president, a vice
president and a board of directors consisting of four members. The Presi-
dent and vice president are appointed for a four-year term by the Pregi-
dent of the Republic of Korea, while the directors and other senior staff
are appointed by ADC's president. The corporation is divided into six
departments: General Affairs, Survey and Design, Construction, Kumgang-
Pyong Taek preject, Foreign Services, and the Agricultural Engineering
Research Center.

The Project Committee considers that ADC has sound management
and adequate staff to handle the acceleration of subprocjects under the
proposed loan in addition to its other work, including the IBRD-funded
activities. This is because actual construction is carried out by private



contractors. The 88 systems are all ongoing efforts that are staffed

based on the past rate of anticipated funding, Likewise, all basic

design work has been completed. Little extra staff will be needed

to permit a significant acceleration. The on-site staff normally in-
cludes a resident engineer (ADC) and an inspection team (ADC and FLIA)
consisting of two members. At most, the larger projects might need

an additional inspector or two, Such personnel are normally engineers-in
~training or technicians. The on-site staff is supported and supple-

mented by the Provincial Office (or in some cases an Intermediate District
office). These offices seem adequately staffed., It was noticed that, in the
three Provincial Offices contacted, the basic staff exhibited a permanence
of personnel that is unusual by U.,S, engineering standards. Key personnel
gererally had 20 to 25 years of service, usually all in that one location.
It appears that there is s reluctance to move to other communities. This
tends to stabilize such offices,

2. Farm Land Improvement Associations
Y

The Farm Land Improvement Associations (FLIA) show a remarkable
similarity to the Irrigation Districts of the Western Uniteda States.
These are associations of farmers with a common interest in the con-
tinued success of an irrigation system, This arrangement has proven in
the U.3. to be generally much more successfil than the private irrigation
company in business to supply water., The FLIA, like the U.S. Irrigation
District, has the authority to "tax" the waterusers for funds for the
operation and maintenance of the irrigation system and for repayment of
debts of the FLIA. Because of the direct farmer involvement, the manage
ment must do a satisfactory Job and becomes very sensitive to the farmer's
needs., An Irrigation Ingineer contracted by AID to appraise the overall
soundness of the project rated the maintenance operations of the FLIAs
&s slightly better than the average Irrigation Dis‘'rict of comparable
size in the United States, probably because of the greater availability
of hand labor,

3. Contractors

For each subproject there is normally one prime private construction
contractor selected on the basis of his low bid. 1In preparing his bid, ke
may vary price from 80% to 100% of the official unit costs established for
that year by the Economic Planning Board and ne has flexibility in pricing
his override (the indirect costs including contingency, overhead, profit
ete.). The selected contractor is retained to complete the project pro-
vided his work is satisfactory, but the contract is funded only one year at
& time. New prices are negotiated in Succeeding years based on the new EPB
established official unit costs. The amount of work to be done is fixed
by budget availability and the new costs. The contractor posts a Per-
formance Bond in the amount of 10% of the contract cost for each annual
contract amount. There has been an excellent record of performance with
only limited instances of failure.



V. Compliance with Congressional Directives

A.

Focus on Poor Majority

This project will directly impact on Korea's poor majority and
comply with the Congressional directive "to give highest priority
to undercakings submitted by host governments which directly
improve the lives of the poorest of their people and their capa-
city to participate in the development of their countries". As
stated earlier, the incomes of Korea's rural population are,

on the average, 257, lower than those of Koreans living in urban
areas. This Project will benefit about 95,000 farm households,
approximately 560,000 individuals, roughly 4 percent of the total
farm population of Korea. Tndividual farm household net annual
incomes after project completion will be increased on the averafr:
of about won 165,000, ($412), or 125 percent of present income
from their lands.

While all Korean farms are small, with farms averaging only 0.92
hectares, and virtually all Korean farmers are poor, with average
incomes in 1972 of $180 per capita, the farms within the project
arca are probably below this per capita average since they now
have rain-{ed paddy fields while the majority of the paddy lands
nationwide suitable for irrigation are fully irrigated. Hven if
the Project farm families have incomes at the $180 per capita
level. the Project would add $70 per capita of net income for a
new total of $250, which wonld bring their incomes up to the
national average for 1972. Thus this activity will provide long-
term benefits to a substantial number of the poorer people in
Korea.

Recognizing that within each sub-project area, there is a mixture
of relatively richer farmers and relatively poorer farmers, the
Project Committee has sought assurance that there are no impedi-
ments to full participation in project benefits by the rclatively
poorer farmers. This assurance is provided by the fact that all
farmers in each sub-project area are membersof the Farm Land
Improvement Association which operates the irrigation system,

and are entitled tc equal access to sub-project benefits. The
sub-projects are small in size, highly labor intensive, and of
the tyvpe generally associated with maintenance and conservation
ol resources., They were selec‘ed in response to needs expressed
at the village level - both relatively poor and relatively rich
farmers. Recent site visits by the USAID Project Committee confirm
that these sub-projects enable the poor to take an active part

in the economic life of the community. In every instance where
limited irrigation services have already been made available,

new canals and channels have been completed to permit equal
distribution to all farms in the area.



3ince constructian methods on these subprojects are relatively
labor intensive, with unskilled labor costs constituting approxi-
mately 30 percent of total project cost compared with only 3
percent for unskilled lebor costs under the highly intensive
machine methods utilized by the UNDP Upland and Watershed Manage-
ment Project in Korea, this project will also have a favorable
short term impact on rural income. In terms of employment of
rural people, approximately 13 million man days of employment
will be provided during the period of project construction. 1In
addition, rural pegple will be employed during the off-season

for the maintenance cf the irrigation systems. Thus there will
be a large immediate and lesser, continuing supplement to rural
income in the sub-project areas from these activities. These
short-term effects will preferentially benefit the smaller land-
holders and relatively poorer farmers who derive a higher percent-
age of their income from off-the-farm activities.

Impact on the Status ol Women

Women will enjoy the same economic benefits resulting from this
Project as incomes of rural households increase. 1In addition,

a small percentage of land-owners in the sub-project areas are
women who participate in the affairs of the FLTA's on the same
basis as men. More enlightening, however, is to regerd this
Project in the context of & more comprehensive rural development
elfort initiated by ROKG in 1971, under the name of The Sae Maeul
(New Communiity) Movement. The objective of The Sae Maeul Movement
is to improve the standard of living in rural areas through the
modernization of thinking and social patterns, physical and
environmental improvement and creation of more non-agricultural
Jobs leading to increased productivity and incomes. The movement
will embrace all Korean villages, including those participating
in the AID-funded Project, with the transition tn» independent,
self-reliant new communities completed by 1977.

According to an IBRD economic report on Korea, "each Sae, Maeul
village will have an elected village leader, as well as an

elected woman leader for handling affairs relevant to women.

The increasing role of women in village 1life, both through the
activities within Sae Maeul proper as well as indirectly because
of more (inancial independence from their families, especially
among the younger generation, has been enhanced by the availability
of cash earning jobs in Sae Maeul industries and related services".
By mid-1973, 85 small factories employing a total of 12,000
workers had been established under the Sae Maeul program. Most

of the jobs provided were filled by female workers.
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VI Prospects for Repaymenf
—

A'

Korea's Balance of Payment Position and Debt Service Capacity

While "oil crisis" effects have greatly increased Korea's import
bill and temporarily eliminated export growth (in the latter
part of 1974 and probably the first half of 1975) Korea's long-
term balance of payments prospects remain good, based on its
past performance and favorable competitive factors.

After two relatively small BOP deficits and a large increase in
foreign exchange reserves in 1972-73, Korea is experiencing a
very large deficit in 1974 and a small los:s on gross reserves.

As Table VII-1 indicates, the current account deficit will increase
from $309 million to about $1.5 billion in 1974, Exports will
be up about 42% but imports will expand by about 60%, mainly due
to price increases. Invisible bayments will also be up sharply
but service receipts will remain about the same due to a declin=
in revenues from Japanese tourists. Despite an increase of over
$400 million in long-term capital inflows in 1974, another $400
million in net short-term credits will be required to finance the
large deficit.

Due to the international recession, Korea's exports began a down-
ward trend in the second half of 1974 which is likely to last
through the first half of 1975. While the goverrment has made

no official forecast for the uncertain year ahead, the general
expectation is that a stronger second half will result in an
increase of 7-8% in both exports and imports for the year as a
whole. The tentative Embassy estimates shown in Table VII-1
forecast a current account deficit of nearly $1.7 billion in 1975,
which will be financed almost entirely by long-term capital inflows,
including bank loans, special IMF credits and Korea's first IBRD
Drogram loan.

Asswning an end to the current international recession, Korea
should resume strong export growth and beginto narrow its BOP
deficit in 1976. The government is proceeding with its long-
term heavy industry plan for 1973-81, although original plan
estimates have been outdated by events in 1973-74. No formal
revision of the 1973-8l estimates has been made, althoush the
estimate of total foreign capital needs has been informally
increased from $10 to $14-15 billion, due to the BOP and price
effects of the oil erisis.



Korea's debt-service ratio improved in 1974, as foreign exchange
earnings again outpaced debt service. The ratio is expected to
drop from 13.9% in 1973 to about 11.8% in 1974 (see Table VII-2).
Since 1970 the ratio has fallen steadily from a potentially
dangerous 219 level, due partly to a shift to longer-term debt
obtained on more ravorable terms. This trend will be reversed
in 1979 since export earnings are expected to increase somewhat

- less than the probable 149, increase in debt service. No jovern-

ment forecast is yet available but the Embassy estimates in
Table VII-2 that the debt service ratio will slightly rise to
about 12.59 in 1975.

For the longer term no great increase in the debt serviceratio

is expected, on the assumption that export growth is resumed.

The government, which had expected the service ratio for long-
term debt to increase to 7.67 by 1981, has informally estimated
that the effect of the o0il crisis on the BOP will be to increase
that ratio by 2-49,, i.e. to about 10-12% in 1981 or roughly the
ratio prevailing in 1973-74. Continued high interest rates
would of coursc increare the burden of servicing long-term debt,
as well as making it costly to service the higher level of short-
term bank and trade credits incurred in 1974.

Specific Arrangements for Repayment of Loan

Repayment of this loan will be charge against RCKG general
resources. From sub-section A above it can be seen that the
Korean economy should have no problem with undertaking this
additional foreign exchange debt servicing burden. USAID further

believes that ROKG revenues will be sufficient to provide budgetary

resources for servicing of this proposed debt.



Table Vi—1

Balance of Payments Forecast

In million U.S. dollars

1972 1973 E1974 E1975
I. Goods and Services ~541 -499 -1,760 =-1,950
1. Merchandise Exports 1,676 3,271 4,650 5,000
2. Merchandise Imports 2,250 3,837 6,130 6,60
Trade Balance - =575 =566 ~1,480 ~1,600
3. Invisible Receipts 551 8L9 8.0 900
4. Invisible Payments 517 782 1,120 1,250
Invisible Balance 34 67 ~280 -350
II. Transfer Paym nts (Net) 170 190 260 260
Current Account Balance =371 -309 -1, 500 -1,590
III. Capital Transactions (Net) 489 630 1,446 1,760
2. Long~term Capital (Gross) 738 907 1,348 1,910
6. Amortization {(on LT Cap.) -228 =31 -316 =340
7. Short-term Capital & Others (Net) -21 64 AV 1%0

IV. Errors & Omissions 41 19

V. Changes in Foreign Exchange Holdings

Increase = minus) ~159 ~340 51 =70
VI. Foreign Exchange Holdings 694 1,034 98C 1,050

Source: ROKG data and Embassy estimates.



Table VI -2

Debt Service Payments and Ratios

(million of dollars)

A1972

A. Foreign Exchanée Earnings 2,227

1. Commodity Exports 1,676

2. Service Earnings 551

B. Principal -Repayments R72

C. Interest Payments 126

D. Total Debt Service 398

E. (Of which 1~3 year debt) (44)
F. Debt Service Ratio (b/A x 100) 17.9

Source: ROKG data and Embassy estimates.

A1973

éf%%%
849
404
170
574
(62)

13.9

EL974
5,490
4,650
8,0
380
270

650
(64)

Jl.8

740
(60)

12.5



VII.

Implementation

A, Reimbursement

Since two objectives of undertaking this Project are (1) to
assist the ROLG in the early completion of high pay-off
irrigation Systems, some of which have been worked on for some
time, and (2) to assure adequate advance funding by the ROKG

for the ~onstruction of these systems, the mechanism of reim-
bursement only after sub-project completior was selected by the
Project Committee as the appropriate incentive. For funds
provided under this broposed Amendment, reimbursement would be
75% of the costs incurred and paid after 1/1/75 for completion

ol each eligib'e sub-project, and expenditures made prior to

that date would be regarded as sunk costs. However, the $17.2
million provided initially under Loan 489-7-090 would continue

to reimburse for costs incurred since 1/1/7%, until that amount
was fully disbursed. On the average, the 757 reimbursment is

not expected to exceed the total direct costs paid to contractors,
and paid for materigl supplies and direct engineering and super-
vision. The remaining 25% for which the ROKG will not be
reimbursed may be considered as coverirg ADC other direct project
charges, land acquisition, and g1l remaining costs.

The Project Committee developed the following outline identifying
the;type of infornation required to document a request for
reimbursement. In discussion with ROKG representatives, they
indicated that the required information would be readily available
to them to facilitate preparation of this documentation.

Documentation Required for Reimbursement Under This Proposed Amendment

Upon completion of a sub-project the ADC will submit througsh .EPR
to USAID a request for reimbursement of 75% of the actual costs
to complete the sub-project as itemized in item (3) below supported
by the following evidence in form and substance satisfactory to AID:

(1) A certification by ADC that the sub-project has been
completed in accordance with ADC approved plans and
specifications.

(2) An endorsement by the concerned FLTA on the above
certification.

(3) A statement of payments made year by year for sub-project
costs incurred from 1/1/75 end itemized as follows;

(a) Total payments to contractors for work

‘ accomplished from 1/1/75,

(b) Total cost of materials and equipment (excluding
reparations supplied items) charged to and in-
corporated in sub-project from 1/1/75.



(¢) Construction supervision and design modification
work (if any) done.

(d) Any other direct charge of ADC on items (a) and (b)
above.

(e) Land acquisistion costs (right-of-way), if any, incurred
from 1/1/75.

B. Actus. Cost Reimbursement

Based on experience in the Philippines, AID/W initially suggested
the use of a fixed cogt type of reimbursement procedure under which 75% of
the estimated cost of completion of each sub-project would be established
beforehand as the amount to be reimbursed upon completion regardless of
actual cost. Based on a review of the "Statement of John E. Milgate,
Associate Director, International Division (of United States Gereral
Accounting Office) on the Use of the Fixed Cost Reimbursement Method for
Dispensing United Stated Economic Assistance Abroad," USAID concluded that
most of the benefits cited in this statement stemmed from the reimbursment
feature rather than the fixed cost feature and that an actual cost basis
was more appropriate in the instant case where a number of individually
engineered sub-projects will be completed over a period of time. Reimburse-
ment against actual expenditures is administratively much simpler in many
respects, and especially so because it automatically adjusts for legitimate
escalated costs in each of the future years that sub-projects will be
completed.

The procedure which is being used, however, included important
characteristics of a fixed cost system. Maximum unit costs of various
elements of work (e.g. per cubic yard of earth moved, concrete in Pblace,
manhours of other labor used, etc.) are fixed annually by the ROKG. These
costs apply not only to ADC contracted work but government-wide and cannot
be exceeded in contracts for project work. Thus the Principal variables
are amounts of work done and these can be readily inspected and controlled.

Since each of these 66 sub-projects is unique in its design, all
are under construction and are at various stages of compl:=tion, the task
would be monumental to independently verify the estimated costs for completing
all of them. After reviewing *his situation with the ADC the Project
Committee Irrigation Engineer concluded that ADC is doing a competent job
of cost estimating for these sub-projects on a current year basis and that
such costs are estimated within Plus or minus ten percent. Since AID hasg
ADC's 197k estimates of the cost based upon current prices to complete each
sub-project, these can be used as benchmarks for testing actual cost prior
to reimbursement. These 197k cost estimates are backed up in ADC's records
by breakdowns of the remaining cost elements and are readily accessible to
USAID. AID retains the right of detailed post audit of these sub-projects,
and will do so on a random .sample basis.
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The Project Committee reviewed the planning, record keeping and
control procedures to be employed on this work and also observed the
results of past performance. These gave confidence that ADC and the
concerned FLIA's have strong qualifications for the control of costs and
any additional motivation which might be provided by a total fixed cost
procedure was not necessary to hold expenditures down,

After careful consideration of the pros and cons of the two alter-
natives, (fixed cost vs. actual cost) as discussed above, it was decided
that, on balance, actual cost reimbursement was the most appropriate and
feasible method under this loan.

C. Monitoring

The Korean organizations responsible for implementation. most
particularly the ADC and FLIA's, have jointly proven themselves completely
capable of carrying out the work in a most satisfactory manner. There is
ample evidence in both completed and partially finished projects of their
ability to plan, design, build and operate such works and of their
determination to produce high quality work, all without outside supervision
or pressure. The ADC project staffs are supplemented by inspectors and
engineers assigned to each sub-project by the concerned FLIA's who, as the
owners, have primary interest in getting a well and economically constructed
project. For this reason, the documentation required for reimbursement
includes an endorsement by the FLIA of the ADC certification of completion
in accordance with ADC approved plans and specifications.

Utilizing the existing comprehensive internal reporting system,
USAID has worked out project progress reporting arrangements with the ADC
and MAF, These reports serve to keep USAID well informed of sub-project
progress and of the manner in which costs and cash flow are developing.

Prior to responding favorably to a request for reimbursement nn
each subproject, USAID will compare the actual costs against the original
cost estimate. Provided that differences are explainable by USAID's
experience with cost escalation during the intervening period, the required
documents are in order, and no significant adverse information of the sub-
project is known by USAID, reimbursemert would be made. As provided by
the standard loan agreement provision, AID retains the right to audit.. Audits
will be made on a random semple baesis and for specif-c sub-projects whenever
available information suggests such an audit is warranted.

D. Evaluation

The evaluation plan is to conduct sample surveys to measure
increases in food grain production and farm incomes at intervals of two
and three years after completion of a sub-project. The surveys will help
to determine whether the projected output and financial returns actually
materialize. If there are significant differences between the original
forecasts and results, an attempt will be made to determine the reason.



The random sample of sub-projects to be cvaluated will be made in
Such a way as to isolate differences based on (a) geographic/climatic
distribution, (b) pump vs. gravity water supply, and (¢) medium ve. small
size of the system. To permit comparison with the situation brevailing
Prior to the Project, base-line data will be collected in those sub-project
areas where the sample surveys will later be conducted. The evaluation
design will also permit a determination of the project's impact on rela-
tively poorer farmers in the sub-project area,

The MAF and ADC have elready developed an evaluation plan with the
help of a Project analyst from the Michigan State University contract.
This plan was reviewed by the USAID Project Committee ang judged to be
acceptable. Base-line survey forms are now being finalized, and it is
expected that the surveys .will be conducted in January and February 1975,

E. Implementation Plan for Project (Loan Plus Amendment )

1. Authorization of First Loan Amendment December 197k
2. Baseline evaluation studies January-February 1975
3. CP's met for Advance (under initial Loan) January 1975
L. SIC issued for Advance February 1975
5. Signature of First Loan Amendment February 1975
6. Initial CP's met for Reimbursement under March 1975
initial Ioan
7. SIC issued for Reimbursement March 1975
8. Authorization of Second Loan Amendment June 1975
9. Signature of Secona Loan Amendment July 1975
10. TInitial CP's met for Reimbursswent under August 1975
Amendments
11. Reimbursement for compieted sub-projects March 1975 through
through SIC issuances or incregses Avgust 1975
12, Complete disbursement of initial Ioan June 1976
13. Follow-up evaluation studies Fall 1976 and 1977

1k, Complete disbursement ,of emendments August 1978



VIII. Conditions and Covenants

The conditions described under Sections 3.1 and 3.3 of
the cxisting loan agreement, and all covenants describe thercin, will be
made applicable to the $6.5 million to be added by this loen amcndment.
Additionally the loan agreement amendment will require the following
speclfic condltions precedent:

A. A legal opinion of the ROKG Minister of Justice attesting to
the validity and legally binding character of the loan agreement amendment.

B. A revised, comprehensive financial plan essentially updating the
financial plan submitted in accordance with Section 3.1 (c¢) of the Loan
Agreement. This revised plan shall again include a schedule of actual
and projected eligible expenditures by sub-project and calendar year,
beginning with 1974, until the completion of the Project, defined as the
66 irrigation sub-projects eligible for reimbursement under the ILoan.

It shall also include a schedule of funding which identifies the source

of funds, as now altercd by this Loan Amendment, and demonstrates that all
funds required will be available when needed to ensure expeditious
completion of all 66 syb-projects.
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Table 1 Schedule of Subproject Completions by Year and
Estimated Remaining Construction Costs

1974 Completions 1975 Completions 1976 and 1977
Estimated&/ Estimatedz—/ Estirnatedzé/
1/ Remaining 1/ Remaining 1/ Remaining
Rank Construc- Rank Construc- Rank Construc-
Name Order tion Costs Name Order tion Costs Name Order ton Costs
(Mil, won) (Mil. won) (Mil. won)
Ha-gi 1 124 Chang-woon 3 323 Cheol-woon 5 544
Yoon-nae 2 136 Jang-yoo 10 451 Chang-dong 6 443
Seong-su 4 174 Neung-seo 11 593 Pung-gang 7 613
Go-deok 8 95 Im-jin 14 232 Cho-gye 9 288
In-deok 65 148 Jeong-an 20 122 Sin-gog 44 4,501
Myung-kwan 12 104 Cho-jeon 21 196 Pung-yang 13 718
Jang-ha 16 95 Man-kyung-gang22 213 Yang-seo 15 1,273
Se-do 17 92 Expansion of Ha-nam 36 541
Cheong-yong 18 130 Keum- dong 23 302 Dong-song 41 812
Gun-am 19 98 Mae-ho 26 250 Do-cho 45 292
Do-gap 24 71 Yi-bug 27 218 Ko-pung 46 1,064
O-ryu 25 121 Ku-man 28 272 Ji-san 47 792
An-deok 31 108 Gi-gye 29 208 Yi-dong 49 1,434
Hwa-chon 33 109 Na-po 320 204 Seong-yeon 51 312
Do-bong 35 66 Yang-hwa 32 150 San-nam 52 329
Yong-am 38 135 Ma-dun 34 318 Gong-seong 58 1,143
Gae-wun 40 105 Dong-cheon 37 131 Gyo-dong 59 490
Yeo-ju 54 124 Ma-jin 39 245 Ga-jo 62 1,387
Da-jeong 55 97 Jeom-gog 42 121 Go-yeon 63 459
Hwang-dun 56 146 Saeing-lim 43 241
Song-weol 57 88 Geo-jin 48 248 Total 17,435

Total 2,366 Keum-sa 50 262



Table 1 - (Cont'd)

1975 Completions

Estimatedz—/
1/ Remaining
Rank Construc-
Name Order tion Costs
(Mil, won)
Joong-bug 53 199
Mang-deok 60 273
Cho-dae 61 247
Goong-pyung 64 140
Hak-ha - 66 470
Total 6, 629

Rank Order shown in Table 1 of May/1974 CAP has been revised by deletion of number 13,

Jeoung-eup, and number 55, O-weon. Those Projects have been replaced by In-deok and Hak-ha,
now numbered 65 and 66.

"Estimated remaining construction costs' are roughly equivalent to "estimated eligible costs",
Before reimbursement, minor amounts for taxes will be deducted from actual costs



Comparison of Original and Revised Remaining Construction Cost
Estimates, and Original Incremental IRRs

Table 2
Rank Order
Based on Name of
IRR L/ Subproject
I Ha-gi
"2 Yoon-nae
3 Chang-woon
4 Seong-Su
5 Cheol-woon
6 Chang-dong
7 Pung-gang
8 Go-deok
9 Cho-gye
10 Jang-yoo
11 Neung-seo
12 Myung-kwan
13 Pung-yang
14 Im-jin
15 Yang-seo
16 Jang-ha
17 Se-do
18 Cheong-yong
19 Gun-am
20 Jeong-an
21 Cho-jeon
22

Man-kyung-gang

Remaining Construction Cost

Ll i e,

Revised
Millions of Won-

124
135
323
174
544
443
613
95
288
451
593
104
718
232
1,273
95
92
130
98
122
196
213

Percentage

Change

+23
-12
+68
+20
£
-a
+16
+26
-2
-1
+5
+5
+30
-7
+17
-8
+23
+11
-82

Original
Incremental
IRR

(%)

123
121
117
114
86
85
75
75
74
69
67
63
63
61
60
58
56
54
52
49
48
48



Table 2 : (Cont'd)

Rank Order Remaining Construction Cost Original
Based on Name of Percentage Incremental
IRR 1/ Subproject Original Revised Change IRR
——————————— Millions of Won -=---ccov o ovos (%)
23 Expansion of
Keum-dong 298 302 +1 47
24 Do-gap 74 71 -4 46
25 O-ryu 82 121 +48 46
26 Mae-ho 259 250 -3 45
27 Yi-bug 210 218 - 44 44
28 Ku-man 249 272 +9 44
29 Gi-gye 183 208 +14 44
30 Na-po 224 204 -9 43
31 An-deok 113 108 -4 41
32 Yang-hwa 136 150 +10 40
33 Hwa-chon 96 109 +14 37
34 Ma-dun 242 318 +31 37
35 Do-bong 48 66 +38 36
36 Ha-nam 536 541 +1 36
37 Dong- cheon 122 131 +7 35
38 Yong-am 128 135 15 33
39 Ma-jin 124 245 +98 32
40 Gae-wun 77 105 +36 30
41 Dong-song 805 812 +1 30
42 Jeom-gog 113 121 +7 30
43 Saeing-lim 176 241 +37 29
44 Sin-gog 4,215 4,501 17 29

45 Do-cho 273 292 +7 29



Table 2 (Cont'd)

Rank Order Remaining Construction Cost Original
Based on Name of Percentaga Incremental
IRR 1/ Subproject Original Revised Chanpge IRR
----------- Millions of Won P, (%)
46 Ko-pung 1,010 1, 064 +5 28
47 Ji-san 661 792 +20 28
48 Geo-jin 234 248 +6 27
49 Yi-dong 1,473 1,434 -3 26
50 ' Keum-sa 259 262 _H .26
51 _—  Seong-yeorn - - 226 312 N +38 25
52 San-nam 301 329 +9 25
53 Joong-bug 195 199 +2 25
54 Yeo-ju 117 124 +6 25
55 Da-jeong 90 97 +8 24
56 Hwang-dun 90 146 +62 24
57 Song-weol 74 88 +19 24
58 Gong-seong 1,044 1,143 +9 : 24
59 Gyo-dong 455 490 18 : 24
60 Mang-deok 326 273 -16 23
61 Cho-dae 177 247 +40 23
62 Ga-jo 1,338 1,387 +4 23
63 Go-yeon 408 459 +13 22
64 Goong-pyung 153 140 -8 22
65 In-deok 128 148 +16 22
66 Hak-ha 458 470 13 22

1/ Rank Order shown in Table 1 of May/1974 CAP has been revised by deletion of number 13,
Jeoung-eup and number 55, O-weon. These projects have been replaced by In-deok and Hak-ha,
now numbered 65 and 66 respectively,
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Analysis of Environmental Tmpact

The possiblg harmfy) environment a8pect of thiy Project ju the Likily
8lightly higher health hazard of water-related diseasus (including Lncuph-
alitis ang malarigboth with mosquitcs as the vector), while on the posilive
6ide there should he g lessening of si1¢ flow and flooding.

When considering the pos3ible environmenta] problems, it jg necessyry
to view the current situatioem and the changes that will be made, The
sonversion of forests gnd upland Crop areas to irrigated paddy will, of
course, increase the 8nailow water areas conducive to mosquito breedinyg,
However, the fact that the bulk of the land is already in paddy and wili
remain in paddy minimizes the locel change. The addition of irrigation
water on lands that ape wot most of the time fronm accumulated rain wiil
N0t greatly increase the mosquito problem. The inclusion of drainage in

because of tha overwhelming balance of wet lands -- On an overall area
and time basis,

Beyond the local effect of change, thig overall irrigatjop plan
snould be viewed gs & part of the totgl 8ituation in Korea. Each syp-
project is relatively smal] within its locality ang the total Progeam is yp
éven smaller part of the natisngl total. The full 88 Bystemg
proposal includes g totel of aboyt 18,000 hectares of lana 1o be converied
Lo paddy in contpast with 1,275,000 hectares of Paddy in Koreg iy 1971,
Thus, Korea's raddy lands woild be increased by only 1.4 percent oy the
total &8 gygtems, 4

Most of the reservoirs in hhig program have relatively Steep parss,
thus affording very lttle shalley water for mosquito breeding, Furiner-
fiore , the changes of reservolr lgvel during the filling and yse xriods
of tiie sumer should reducs oven fhat minor gres which is conducive to

mosquito reproduction,

- Most paddy fields can be mansged to reduce the mosquitg oreecis, uy
drying tne Surface of the land for g day ~: two without damage to 1re srup,
nls would wlii: the mosquito luasvae. However, it appears nign,y Wiigely
ihat the farpers would participate in Such a progran over a wide L TNIA
S08raphic area to have & Worthwhile impact. With irrigatior Walep

cally than would the farmer who st depend Upon this water that fe cer
relain in his rain-fed paddy, 1If g4 mosquito contrel program were - ...
attempted, it woyuld have to be op 4 much more Camprehensive bas: g lnern
these proiect areas In order fop it to do any gocd at al),
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It is understood that malaria is not present except in some
localities of the extreme south coast, and is not considered to be
a significant problem there. Much of Korea is too high and cold for
this disease. Encephalitis ie samewnat more common,

Aater conveniently available in irrigation ditches often becomes
e domestic water source in rural areas with obvious health hazaras.
Such small surface water sources are cammon conveyors of any water-
oorrne disease including those of the gastro-entro tract. The latter
class of disease is probably endemic to most of the area involved and
iUS prevention 1s partly a matter of the development of & safe potavie
water supply. A side,minor observation on this is that it is irveresting
to find at least same farmers now use water purification tablets ir
their "ditch-water" for hems use. It is doubtful that the irrigation
ditch will present a significantly grester risk than the preseniliy used
sources.

Buyond the possible health hazards, there are other envirorscntal
aspects, The conversion of "forests! (mainly scrub waste lands) anu
upiand to paddy has a beneficlal result on reducing the sediment ("siitn)
vransporied to the streams and downstream areas, The paddies ana.
ressrvoirs all retain water and thus help to decrcase the downstream
fiooding. A number of the eubprojects include drainage for agricultural
beneriv, and this also tends to reduce the environmental problers of
floocing. These environmental benefits have not been claincd = the
economic &nalyses and mrobably outweign the possible minor overs..
incresse in the incidence of waler-related diseases.

it e

This cnvironmental anelysis was based on the owservations of Mr,
William D, Romig, an irrigation engineer contracted by AID to vigit g
sample of sub-project sitos during February and March of 197%. His
observations were corroborated by M, George Re sonover, Chief
Engineer, USAID/Korea, during visits to the sites of seven nearly
completed sub-projects in November 1975.
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AID-DLC/P-
ANNEX ¢

PLANNING BOARD

REPUBLIC OF KOREA

Seoul, Korea

Mr. Zachary M. Hahn
Chief, Office of Developmen
USAID/K

Dear Mr. Hahn:

With this letter I wou
request for a Loan of Eight

November 20, 1974

t Loan

id like to Present my Government's
Million and Five Hundred Thousand

Dollars (U.s. +8,500,000) under your Government's Development

Loan Program. This Loan, a
available for fiscal year 1
financing tor our endeavour
tural irrigation facilities
$17,200,000) under a Loan A
1974 (AID Loan No. 489-T-09

The proposed irrigacic
forth a remarkable increase
Korea. And we cannot empha
our joint endeavour in conn
problem and an urgent need
tural sector.

The Government is now
Assembly on the Loan as it
December, Further, we are
implementation ot the progr
First Loan Financing, whose
your consideration of the r

In view of the foregoei
share with us a sense of ne
proper action in this matte

portion of the 23.5 million dollars
97%, would constitute your second

to improve ocur nation-wide agricul-~
» eénsuing your first Loan Financing
g;eement executed on September 11,
o).

N project when executed will bring
of food grains production in

size too much the significandce of
ection with a world-wide food

for the development of our agricul-

seeking consent of our National

did with the first loan last

well prepared to expedite the

ams to be promoted under your
accomplishments will surely affect
equested Second Loan,

ng, I sincerely hope that you
cessity of the proposed loan. Your
r will be appreciated,

Sincerely yours,

—
/vﬂixku Jui

Director s U

. . '\LLL”\.
Economic Cooperation Bureay/ .
- MOV 20 10f

i .
N& v

Woong Soo Rhe

ol



AID-DIC/P-
Ammex D

CERTIFICATION PURSUANT TO SECTION 6é11(e) OF

THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Michael H, B, Adler, the principal officer of the Agency
for International Development in Korea, having taken into account
among other things, the maintenance and utilization of projects
in Korea previously financed or assisted by the United States, do
hereby certify that in my judgement Korea has both the financial
capability and the human resources capability to effectively
utilize the assistance to be provided under the Irrigation Project

Loan Amendment.

-

Michael H. B. Ad

Lér

///27,/,7‘/

Date
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November 27, 1974

CHECKLIST OF STATUTORY CRITERIA

(Irrigation Project)
(Loan Amendment No, 4L89-T-0904)

The following abbreviations are used:

FAA - Foreign Assistance Act of 1961, as amended.

FAA, 1973 - Foreign Assistance Act, of 1973,

App. - Foreign Assistance and Related Programs

Appropriation Act, 1974,

MMA - Merchant Marine Act of 1936, as amended.

BALIC AUTHORITY

1. FAA 8107%: 8104; 8105
8106: 8107. 1Is loan being made

a. for agriculture, rural
development or nutrition;

b. for population planning or
health;

¢. for education, public
administration, or human resources
developmert. ;

d. to sclve economic and social
development problems in fields such as
transportation, power, industry, urban
development., and export development;

€. in support of the general
cconomy of the recipient country or for
development programs conducted by
private or international organizations,

l.a. Yes.
1.b. No.
l.c., No.
1l.d. No.

l.e. Yes, the loan is
supportive of the agricultural
economy through increased
production.



COUNTRY PERFORMANCE

Progress Towards Country Goals

2. PAA 8201(b)(5), (7) & (8): S208

A. Describe extent to which
country is:

(1) Making appropriate
efforts to increase food production
and improve means for food storage
and distribution.

(2) Creating a favorable
climate for foreign and domestic
private enterprise and investment.

Annex &
Page 2 of 18 Pages

2.A.(1). From 1962 through 1972
the National Income accounts show
that the real value added in the
agriculture sector increased by
approximately 55% (a growth rate of
L.5% per year). Significantly, this
period included the two drought years
of 1967 and 1968; however, significant
investments have been and are being
made in irrigation facilities which
will minimize future weather influences
on production.

Beginning in 1970, the ROKG adopted

a high rice price policy and
significantly increased rice prices
relative to other prices. [iice
prices were increased 237 cn 170,
35% in 1971 and 25% in 1972. Since
then prices have been increased
approximately in line with increases
in the general price level. These
increases have provided additional
incentive for farmers to use fertilizer
and other inputs required to increase
production.

Under loan 489-H-088 for agricultural
research, substantial effort and
expenditure will be made to develop
and introduce new crop varieties.
Under previous A.I.D. assistance,
food storage capacity was improved
and increased.

2.A.(2). Korea has taken a number
of effective steps to create a
favorable investment climate. A libsral .
foreign investment law was enacted, and
intensive study is being undertaken by
the ROKG of means of expanding capital
markets. An investment center has been



(3) Increasing the public's
role in the developmental process.

(4)(a) Allocating available
budgetary resources to development .

(b) Diverting such
resources for unnecessary military
expenditure (See also Item No, 20)
and intervention in affairs of other
free and independent nations.) (See
also Item No. 11).

(5) Making economic, social,
and political reforms such as tax
collection improvements and changes
in land tenure arrangements, and
making progress toward respect for
the rule of law, freedom of expre-
ssion and of the press, and
recognizing the importance of
individual freedom, initiative,
and private enterprise.

Annex L
Page 3 of 18 Pages

established, and domestic investment
has been assisted by a number of
A.I.D. loans such as the loans to the
Korea Development Bank.

2.A.(3). Koreans are basically a
homogeneous people whose society is
relatively free and politically stable,
Korea does not possess deep sectional,
religious or social cleavages. Korea's
rapid economic development benefits
increasingly larger segments of the
population.

2.A.(4)(a). Korea has wicely
allocated its resources in such a way
as to maximize its economic development
while maintaining sufficient military
forces to insure a relative freedom
from threatened external aggression,

2.A.(4)(b). Korea is not Ye)
diverting such resources and is not
intervening in other free and
independent nations! affairs.

2.A4.(5). Korean land reform
programs have eliminated the large
landholding class and have created a
large number of independent farmers who
own their own small farms. The ROKG
has assisted in the establishment of a
number of farm and fishery cooperatives
which have been of significant asslistance
to the farm and fishery communities,

Korea basically has a private enter-
prise type eccnomy. AID has assisted
the ROKG in its efforts to reform

the equity of tax rates and collection
procedures. These reforms have greatly
increased both the amount of taxes
collected and the equity with which

the program is administered.



(6) Willing to contribute
funds to the project or program.

(') Otherwise responding
to the vital economic, political,
and social concerns of its people,
and demonstrating a clear determi-
nation to take effective self-help
measures.,

B. Are above factors taken
ipto account in the furnishing of
the subject assistance?

Treatment. of U.0.

Citizens and Firms.

S5, FAAN melO(e). it assistance is
Lo povernment., is the government
13able as deblor or unconditional
guarantor on any debt to a U.S.
citizen for poods or services
furnished or ordered where (a) such
citizen has exhausted available
legal remedies and (b) debt is not
denied or contested by such govern-
mgnt?

Annex E
Page L of 18 Pages

On October 17, 1972, the President

of Korea declared martial law, giving
as reasons domestic and international
political developments. Under the
martial law, political liberties were
restricted and the Korean press was
placed under tight control. A new
constituticn has since been adopted
and martial law lifted on December
13, 1972, but, restrictions on
political activily and press froodom
continue.

2.A.(6). The ROKG will provide
at least 25% of the total capital
cost of the project.

2.A.(7). The ROKG has made
significant progress in its efforts
to provide a better life for the
average Korean citizen., The Govern-
ment has encouraged the rapid expansion
of small and medium industry,
stimulated the development of furmer
credit unions and fishing cooperatives
and has helped in many other way: to
better the lot, of its people. Korea
already has a hiph literacy rate and
is concerncd about extending bLetier
health care to all its prople,

2.B, Yes,

3. No such situation is known
to exist,
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b FAA S620(e)(1). ir asgiglance Lo No sueh actions ape Kriown
is to a government., has it (in- to have occurred,
cluding government agencies or

subdivisions) taken any action

which has the effect of nationalizing,

expropriating, or otherwise seizing

ownership or control of property of

U.S. citizens or entities beneficially

owned by them without taking steps

to discharge its obligations toward

Ssuch citizens or entities?

9. FAA $620(0): Fishermen's Protec- 5. Korea has not so seized
tive Act 85, Ir country has seized, or imposed any penalty or sanction,

or imposed any penalty or sanction
against, any U.S, fishing vessel on
account of its fishing activities in
international waters,

a. has any deduction required by 5.a. Not applicable.
Fishermen's Protective Act been made?

b. has complete denial of assistance 5.b. Not applicable.
been considered by A.I.D. Administrator?

Relations with .5, Government and Other
Nations

b. FAA 5620(a). Does recipient 6. No.

country furnish assistan.e to Cuba or
fail to take appropriate steps to
prevent ships or aircraft under its
flag from carrying cargoes to or from

Cuba?
7. IFAA 8620(b). 1f assistance is to a 7. Yes, the required

government, has the Secretary of State determination has been made,
determined that it is not controlled by
the international Communist movement?

8. FAA ﬁunogd). I'f assistance is for 8. The loan is not intended
any product ive enterprise which will for such purposes.
compete in the United Staled with

United States enterprise, is there ap
agreement by the recipient country to
prevent export to the United States
of more than 20% of the enterprisets
annual production during the life of
the loan?

9. FAA 8620(f). 1Is recipient country 9. No.
a Communist country?
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10. FAA 8620(i). Is recipient country 10. No.
in any way involved in (a) subversion

of, or militar;- aggression against, the

United States or any country receiving

U.S. assistance, or (b) the planning of

such subversion or aggression?

11. FAA 8620(j). Has the country 11. No such situation is
permitted, or failed to take adequate known to have occurred.
measures to prevent, the damage or

destruction, by mob action, of U.S.

property?
12. FAA 8620(1). If the country has 12. Korea has instituted
failed to institute the investment such a program.

guaranty program for the specific
risks of expropriation, inconverti-
bility or confiscation, has the
A.I.D. administrator within the past
year considered denying assistance to
such government for this reason?

13. TAA 8620(n). Does recipient 13. No.

country furnish goods to North Viet-
Nam or permit ships or aircraft under
its flag to carry cargoes to or from
North Viet-Nam?

4. FAA 8620(q). 15 the government 14, No,

of the recipient country in default
on interest or principal of any A.I.D,
loan to the country?

15, TAA 8620(1). Has the country 15. No.

severed diplomatic relutions with the
United States? Ir 50, have they been
resumed and have new bilateral assistance
agreeman ts been negotiated and entered
into since such resumption?

\
16. FAA 3620(u). What is the payment 16. Korea is not a member of
Status of the country's U.N. obligations? the United Nations.
If the country is in arrears, were such
arrearages taken into account by the
A.I.D. Administrator in determining
the current A.I.D. Operational Year
Budget?



17. FAA 8481, Has the government

of recipient country failed to take
adequate steps to prevent narcotics
drugs and other controlled substances
(as defined by the Comprehensive
Drug Abuse Prevention and Control
Act of 147/0) produced or processed,
in whole or in part, in such country,
or transported threugh such country,
from being sold illegally within

the jurisdiction of such country to
U.5. Government personnel or their
dependents, or from entering the

U.5. unlawfully?

18. IAA, 1vv3 820, If (a) military
base i1s located in recipient country,
and was constructed or is being
maintained or operated with funds
furnished by U.5., and (b) U.S.
rersomnel carry out military operations
from such base. has the President
determined that the government of
recipient. counlry has authorized
regular access to U5, correspondents
to such base?

Military Wxpend:tures

19, FAA 5620(s). What percentage

of country budget is for military
expenditures? How much of foreign
exchange resources spent on military
equipment? How much spent for the
purchase of sophisticated weapons
systems? (Uonsideration of these
points is to bhe coordinated with

the Bureau ' r Program and Policy
Coordinarion, Regional Coordinators
and Military Assistance Staff

(PPC/RC).)

Annex I
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17. No.

18. See Presidential
Determination No, 74-14, made
January 28, 1974.

19. For 1974, 29.5% of the
budget is for military expenditures,
including an estimated $15 million
of foreign exchange resources for
military equipment. No money for
sophisticated weapcns has been
spent since the statutory
limitation became effective.



Conditions or The Loan

General Soundness

20. FAA 8201(d). Information and
conclusion on reasonableness and
legality (under laws of country
and the United States) of lending
and relending terms of the loan,

2L, FAA 5201(b)(2); s201(e).-
Information and conclusion on
activity's economic and technical
soundness. If loan is not made
pursuant to a multilateral plan,
and the amount of the loan exceeds
$100,000, has country submitted

to A.I.D. an application for

such funds together with assurances
to indicate that funds will be

used in an economically and techni-
cally sound manner?

22. TAA 5201(b)(2). Information and
conclusion on capacity of the country
to repay the loan, including reason-

ableness of repayment prospects,

<3. FAA 5201(b)(1). Information and
conclusion on availability of
financing from other free-world
Sources, including private sources
within the United Statep.

%L, FAA s611(a)(1). Prior to signing
of loan will there be (a) engineering,
financial, and other plans necessary
to carry out the assistance and (b) a
reasonably firm estimate of the cost

to the United States of the assistance?

Annex 1
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20. The interest rate is not
higher than Korea's applicable
legal rate of interest. Re the
r'easonableness of the loan terms,
see the CAP, Section VL.

21. The ROKG has submitted
an application for such funds
containing the requisite assurances,
Re the projectts economic and
technical Soundness, see the CAP,
Section IV.

22, See the CAP, Section VI .

23. Financing of this
project cn terms comparable to
those proposed for this loan is
believed not to be available from
other free-world sources, including
private sources within the Uu.s.

2L, Yes.



25, FAA 5611(a)(2). If further
legislative action is required within
recipient country, what is basis for
reasonable expectation that such
action will be completed in time to
permit orderly accomplishment of
purpose of loan?

26. TAA s6l1(e). If loan is for

Capital Assistance, and all U.S.
assistance to project now exceeds $1
million, has Mission Director
certified the country's capability
effectively to maintain and utilize
the project?

Loan's Relationship to Achievement of
Country and Regional Goals

7. FAA 5207; s113. Extent to

which assistance reflects appropriate
emphasis on; (a) encouraging develop-
ment of democratic, economic,
political, and social institutions;
(b) self-help in meeting the
country's food needs; (c) improving
availability of trained manpower

in the country; (d) programs designed
to meet the country!s health needs;
(e) other important areas of economic,
political, and social development,
including industry; rree lapor unions,
cooperatives, and Voluntary Agencies;
transportation and communication;
planning and public administration;
urban development, and modernization
of existing laws; or (f) irtegrating
women into the recipient country's
national economy.

28. FAA 8209, Is project susceptible
of execution as part of regional
reoject? If so why is project not so
executed?

Annex E
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25, No sueh Tepinlalion
is required.

26, The Mission Director
has so certified. See Annex D.

27. The small/medium-scale

irrigation systems to be financed

under this loan are directed
specifically toward enabling
Korea to better meet its fnod

needs through increased productivity

and the arable land base. These
systems will be operated and
maintained by associations of
farmers (Farm Land Improvement
Associations).

There is no direct relation to

Ttems 27.(c)., 27.(d)., 27.(e).,
and 27.(f).

28, No,



29, LAA 8201(b)(4). Information
and conclusion on activity's
relationship to, and consistency
with, other development activities,
and its contribution to realizable
long-range objectives.

30, FAA 8201(b)(9). Information and
conclusion on whether or not the
activity to be financed will contri-
bute to the achievement of self-
sustaining growth.

31. FAA 8209. Information and
conclusion whether assistance will
encourage regional development
programs,

32. TFAA s111. Discuss the extent

to which the loan will strengthen the
participation of urban and rural poor
in their country's development, and
will assist in the development of
cooperatives which will enable and
encourage greater numbers of poor
people to help themselves toward a
better life.

33. FAA s201(f). If this is a

project loan, describe how such
project will promote the country's
economic development taking into
account the country's human and
material resources requirements
and relationship between ultimate
objectives of the project and
overall economic development.

34. FAA s281(a). Describe extent

to which the loan will contribute

to the objective of assuring

maximum participation in the task

of economic development on the part
of the people of the country, through
the encouragement of democratic,
private and local governmental
institutions.

Annex @
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29.  'is projJect ia
consistent with Korea's overall
efforts to increase the growth rate
of the agriculture sector and
improve the country's ability to -
meet its food needs.,

30. The project will
contribute to the achievement
of self-sustaining growth through
increased food production and
higher rural incomes.,

31. This project is not
directed at a regional problem,

32. The loan will strengthen
the Farm Land Improvement Associations
which are farmer associations. Due
to land reform almost all Korean
farmers are land owners and all
farmers in the project area are
small and relatively poor.

33. See Items 29, and 30.
above,

3L. See Item 32. above.



35, TFAA s281§b2. Describe extent

to which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country!'s
intellectual resources to
encourage institutional development;
and supports civic education and
training in skills required for
effective participation in govern-
mental and political processes
essential to self-government,

36. FAA 3701(b)(3). 1In what ways
does Lhe activity give reasonable
promise of contributing to the
development of economic resources,
or to the increase of productive
capacities?

V.o FAA 8001(a). Information and

conclusions whether loan will
encourage efforts of the country
to: (a) increase the flow of
international trade; (b) foster
private initiative and competi-
tion; (¢) encourage development
and use of “ooperatives, credit
unions, and savings .nd loan
associations; (d) dizscourase
monopolistic practices; (e) im-
prove technical efficiency of
industry, agriculiure and commerce;
and (f) strengthen free labor
unions,

38. FAA 8610, If assistance is
for newly independent, country,

is it furnished through multi-
lateral orpanizations or plans

to the maximum ext.ent appropriate?

Loan's Kffect on U.8. and A.I.D.
Program

39. FAA 8201(b)(6). Information
and conclusion on possible effects

of loan on U.S. economy, with special

Annex E
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35. The project recognizes the
need and desire of small farmers for
increased incomes and improvement
in the quality of life. Also it
recognizes the general priority
given to achieving to the extent
possibla self-sufficiency in the
domestic productisn of grains,

There will be greater participation
in the Farm Land Improvement
Associations.

36. See Items 27., 29., and
30. above.

37. There is no direct
relationship between this loan
and the objectives stated in Sec, 601(a)
of the Foreign Assistance Act, except
for improving the technical efficiency
of agriculture and strengthening the
cooperative effort through farmer
participation in the Farm Land
Improvement Associations,

38. Korea is not a newly
independent nztion,

39. The loan should result in
up to 72,000 metric tons of additional
rice production per year. Thizs wil]



reference to areas of substantial
labor surplus, and extent to which
U.5. commodities and assistance are
furnished in a manner consistent
with improving the U.S. balance of
payments position.

40, FAA 8202(a). Total amount of

money under loan which is going
directly to private enterprise, is
going to intermediate credit
institutions or other borrowers

for use by private enterprise, is
being used to finance imports from
private sources, or is otherwise being
used to finance procurements from
private sources.

L1. FAA 8601(b). Information and
conclusion on how the loan will
encourage U.S5. private trade and
investment abroad and how it will
encourage private U.5. participation
in toreign ascistance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

42. FAA 8601(d). If a capital

project, are engineering and
professional services of U.S.
firms and their affiliates used
to the maximum extent consistent
with the national interest?

4L3. I'AA 8602. Information and
conclusion whether U.S. spall
business will participate equitably
in the furnishing of goods and service
financed by the loan.

Anmex T
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occur earlier than would be the
case if the loan were not made.

To the extent this rice or
substitute grain would have been
imported from the United States on
a commercial basis, this loan will
have an adverse effect on the

U.S. economy. As far as loan
dollars are concerned these will
be used exclusively for financing
U.5. goods and services.

40. All of the loan will be
used to finance the procurement
of equipment, materials, and
services from private sources.
The beneficiaries of the project
will all be private farmers.

41. This will be accomplished
through the trade generated by the
Special Letter of Credit procedures
planned.

42, It has been determined that
Korea has adequate enginecering
services to complete this project,
the components of which have already
been designed.

L3. Not applicable to the
Special Letter of Credit procedure
being utilized.



4h. TAA 8620(h). Will the loan

promote or assist the foreign
aid projects or activities of the
Communist-Bloc countries?

45. FAA 8621. If Technical Asdg stance
is financed by the loan, information
and conclusion whether such assistance
will be furnished to the fullest extent
practicable as goods and professional
and other services from private
enterprise on a contract basis, If

the facilities of other Federal
agencies will be utilized, information
and conclusion on whether they are
particularly suitablc, are not
competitive with private enterprise,
and can be made available without

undue interference with domestic
programs,

Loanb Compliance with Specific
Requirements

46. TAA 8110(a); 8208(e). In what
manner has or will the recipient
country provide assurances that it
will provide at least 25% of the
costs of the program, project, or
activity with respect to which the
Loan is to be made?

47. FAA 8112. Will loan be used to
finance police training or related
program in recipient country?

48. FAA 8114, Will loan be used to
pay for performance of abortions or
to motivate or coerce persons to
practice abortions?

49. TAA 8201(b). 1Is the country

among the 20 countries in which
development loan funds may be

used to make loans in this fiscal
vear?

Annex B
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L4, No.

Pagon

L5, No portion of the
project involves the financing
of technical assistance.

46. The loan agreement so
provides and the planned

administrative arrangements will

assure it,
47. No.
48, No.
49. Yes,



50. FAA 8201(d). Is interest

rate of loan at least 2% per annum
during grace period and at least
3% per annum thereafter?

51. TFAA §20l§f2. If this is a

project loan, what provisions have

been made for appropriate participation
by the recipient country's private
enterprise?

52, FAA 2604(a). Will al1 commodity

brocurement financed under the loan
be from the United States except

as otherwise determined by the
President?

53. TAA 8604(b). What provision is

made to prevent financing commodity
procurement in bulk at prices higher
than adjusted U.S. market price?

Sh. TAA 8604(d). TIf the cooperating

country discriminates against U.S,
marine insurance companies, will loan

agreement require that marine insurance-

be placed in the United States on
commodities financed by the loan?

55. TAA 8604(e). 1Ir off<hore

pProcurement of agricultural
commodity or product is to be
financed, is there provision
against such procurement when the
domestic price of such commodity is
less than parity?

56. TFAA B6OL(F). If loan finances

a commodity import program, will
arrangements be made for supplier
certification to A.I.D. and A.I.D.
approval of commodity as eligible
and suitable?
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50, Yes.

51. Local private
contractors will be employed in
the construction of the irrigation
systems,

52. Commodity brocurement
will be limited to Korea and the
U.s.

53. No part of this loan will
be used for bulk commodity procure-
ment,

5h. Not applicable under the
Special Letter of Credit procedure:;
planned,

55. No part of this loan
will be used for such procurement,

56. Not applicable under the
Special Letter of Credit procedures

planned.



57. FAA 8608(a). Information on

measures to be taken to utiligze
U.S. Government excess personal
property in lieu of the procurement
of new items.

58. TAA s611(b); App. s10l. If
loan finances water or water—
related land resource construction
project or program, is there g
benefit-cost computation made,
insofar as practicable, in
accordance with the procedures

set forth in the Memorandum of the
President dated May 15, 19627

59. FAA s611(c). If contracts for
construction are to be financed

what provision will be made that

they be let on a competitive basis to
maximum extent practicable?

60. TFAA 5612(b); s636(h). Describe
steps taken to assure that, to the
maximum extent possible, the country
is contributing local currencies to
meet the cost of contractual and

other services, and foreign currencies
owned by the United States are
utilized to meet the cost of
contractual and other services?

61. App. s113. Will any of loan
funds be used to acquire currency of
recipient country from non-U.S.
Treasury sources when excess currency
of that country is on deposit in U.S.
Treasury?

62. FAA 5612(d). Does the United

States own excess foreign currency and,
if so, what arrangements have been made
for its release?
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57. U.S. Govermment excess
property is not appropriate for
use in the activity to be financed
hereunder. '

58. Yes.

59. All construction
contracts were let on a
competitive basis,

60. Korea is not an
€xcess currency country. Locayl
costs in excess of 257 will
be contributed by Korea.

61. Korea is not an excess
currency country,

62. No.



63. FAA 3620(g). What provision is there

against use of subject assistance to
compensate owners for expropriated or
nationalized property?

6L. FAA s620(k). If construction of

productive enterprise, will aggregate
value of assistance to be furnished
by the United States exceed $100
million?

65. FAA s636(i). Will any loan funds

be used to finance purchase, long-

term lease, or exchange of motor vehicle
manufactured outside the United States
or any guaranty of such transaction?

66. App. s103. Will any loan funds be
used to pay pensions, etc,, for
military personnel?

67. App. s105. If loan is for capital
project, is there provision for A.I.D.
approval of all contractors and
contract terms?

68. App. s107. Will any loan funds
be used to pay UN assessments?

69. App. s108. Compliance with
regulations on employment of U.S. and
local personnel. (A.I.D. Regulation 7).

70. App. sl10. Will any of loan funds
be used to carry out provisions of FAA
8209(d)?
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63. The loan agrecment
stipulates that only eligible
commodities and services can
be financed under the loan.

6L, No.
65. No.
66 No.

67. To the extent Section
105 is applicable the contracts
and contractors will be approved,
such approval to be conducted
in accord with the spirit in
which the project was undertaken
and with due regard to the
respective duties and obligations
of the ROKG,

68. No.

69. Compliance will be
assured through approval of the
ROKG's contracting rules and
procedures.

70. No.



71. App. sl1k. Describe how the
Committee on Appropriations of the
Senate and House have been or will be
notified concerning the activity,
program, project, country, or other
operation to be financed by the Loan.

72. App. s601. Will any loan funds
be used for publicity or propaganda
purposes within the United States not
authorized by Congress?

73. MMA s901, b: FAA sé40 C.

(a) Compliance with requirement
that at least 50 per centum of the
gross tonnage of commodities (computed
separately for dry bulk carriers, dry
cargo liners, and tankers) financed
with funds made available under this
loan shall be transported on privately

owned U.S.-flag commercial vessels to the

extent that such vessels are available
at fair and reasonable rates,

(b) Will grant be made to loan
recipient to pay all or any portion
of such differential as may exist
between U.S. and foreign-flag
vessel rates?

7h. Section 30 and 31 of PL 93-189
(FAA of 1973). Will any part of the
loan be used to finance directly or
indirectly military or paramilitary
operations by the U.S. or by foreign
forces in or over Laos, Cambodia,
North Vietnam, South Vietnam, or
Thailand?

75. Section 37 of PL 93-189 (FAA of
1973); App. s. 111. Will any part

of this loan be used to aid or

assist generally or in the reconstruc-~
tion of Nurth Vietnam?
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71. The Committee will be
given the requisite notice before
the loan is authorized.

72. No,

73. Not applicable under

the Special Letter of Credit

procedures planned.

74h. No,

75. No,
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76. App. 5112. Will any of the 76. No,
funds appropriated or local currencies

generated as a result of AID assistance

be used for support of police or

prison construction and administration

in South Vietnam or for support of

police training of South Vietnamese?

77. App. s604. Will any of the funds 77. No.
appropriated for this project be used

to furnish petroleum fuels produced in

the continental United States to

Southeast Asia for use by non-U.S.

nationals?



AID-DLC/P-
Annex F-

A.I.D, Loan No. 489-T-090A
Project No, 489-22-120-706
Amendment No. 1

LOAN AUTHORIZATION AMENDMENT
Provided from: Food and Nutrition Category
(Korea: Irrigation Project)

Pursuant to the authority vested in the Administrator, Agency
for International Development ("A.I. D.'), by the Foreign Assist-
ance Act of 1961, as amended, (the "Act'") and Delegations of
Authority issued thereunder, I hereby authorize pursuant to Part I,
Chapter I, Section 103 and Chapter 2, Title I, the Development
Loan Fund, the amendment of the Loan Auathorization for A.IL D,
Loan No. 489-T-090, dated May 31, 1974, to the Government of
the Republic of Korea ("Borrower'), as follows:

a. The amount of the Loan is increased by Six Million
Five Hundred Thousand Dollars ($6, 500, 000) to a
total amount not to exceed Twenty-.Three Million Seven
Hundred Thousand Dollars ($Z8, 700, 000).

b. The loan increase shull be subject to such other terms
and conditions as A.I, D. may deem advisable consistent
with the terms and conditipns of the original Loan
Authorizacion, signed May 31, 1974,

Administrator

Date



