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LOAN AI.JENDMENT 

KOREA - SMALL/MEDJUM SCALE IRRIGATION PROJECT 

SUMMARY AND I-lECOMMENDA'I'IONS 

1. Borrower: ':'he Goverrunent of the Republi:! of Korea (R0KG). The 
project 'dill be implemented by the Agricultural Development 
Corporatjon (ADC) of the Miniptry of Agriculture and Fisherie~. 

2. Amount 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. 

3. Terms: I\epayment wi thin 40 years, including a ten-year grace 
period; interest at 2% annually during the grace period, and 3% 
thereafter. 

4. Purpo::e: To accelerate further ROKG efforts to expand the 
production of rice and barley through the utilization of 'dater 
resources from small/medium scale irrigation projects and thereby 
assist. up to approximately 95,000 farmers to increase net incomes 
by an average of $412 per year. 

5. Project l)eccription: 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. 

6. Project Costs and Financing Arrangements: Total costs of com-
pleting these 66 sub-projects is currently estimated to be $66.0 
million. Of this aJn01.Ult it is proposed that AID finance :);23.7 million 
throuC,h the initial loan and this amendment. These funds would be 
available on a reimbursement basis to finance 75110 of eertain desi~:nuted 
loclil costs of each sub-project selected for A.LD. financinl~. ~~uch 

reimbul'sement would take place only after individual sub-projr)cts arc 
certified ~o AID as being satisfactorily completed. 

7. other Sources of FInancing: Other sources of financing to assist 
this project are not p::esently available. 

8. Mission Vi('\'IS: USAID/Korea vieHs 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. 



11 

9. Issues: None 

10. All statutory criteria have been satisfied 

11. l\cl!ollunend.ation: Authorization rf A loan ampnrunpnt 
to Loan No. 489-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';G of certain local coc.ts of completing sub-projects from 
among thc 66 identified, subject to the terms and conditions 
stated. in the draft loan authorization attached as Annex A. 

USAID PROJECT COMlv1ITTEE 

l\gricultural Advisor and Chairman 
Loan Officer 
Legal Officer 
Engineer 
Controller 

AID/V! n\(J~mc1' COMMITTEE 

l,on.n Officer and Chairman 
Agricultural Advisor 
Engineer 
C01ll1try l)e;:;}\: OI'ficer 
Legal Advisor 
Loan Officer 

Drafting Officers 

Francis C. Jones, RDD 
Zachar,," Hahn, DLD 
John W. Roxborough, LEG 
George D. Reasonover, ENG 
Morley H. Gren, CONT 

M. Milburn Pehl, r':ud ASiu/C!) 
John. A. Foti, East Adu/Tech 
Lester A. Robb, S]':H/F.Nr;n 
Rudolphe Ellert-Beck, EAA/F~/K 
Herbert E. Morris, GC/EA 
Robert S. Queener, East Asia/CD 

.Jone::;, Hahn, Roxborough, 
Reasonover, Lehmann, Queener, Pehl 
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I. Bacl{ground and Justification 

A. Agriculture in the Korean Economy 

The dr~~tic 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 
ROKe ~~ the international lenders tbat the pattern of development 
unGer the rirst two Five Year Plans (1962-1956 and 1967-1971) heavily 
emphasized basic infrastructure and export-oriented industry at the expense 
of a~riculture. During the ten-year period 1959-1969, the average annual 
grovlth rate of the tot5.1 economy was 8.2 perc€nt, while agriculture, 
forestry and fisheries grew at a rate of 4.2 perc~nt. For agric-J..l.ture 
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 emph:3sis on industrial development 
(1960-1972), the contribution of the agricultural sector to GNP declined 
from 44% to 25% and the portion of the labor force employed in the 
agricultural sector declined from 6710 to 48%. These are understandable 
and desirable trends according to the long-range Korean development stra
tegy. However, accompanying these trends are three problems which are of 
serious concern to ROKG: 

(1) 

(2) 

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 ~ural 
worker was even more drastic up to 1967 (a drop from 101 to 53), 
but was partially corrected by massive increas2s in domestic 
support prices for rice and barley beginning in 1967. 

Despi te the sharp increa,ses' in support pri~es for rice and 
barley, domestic production of rice did r.ot increase betvleen 
1967 and 1973, ane production of barley actually decli~s~. 

During the period 1960-1973, Korean imports of the three mF'.jor 
food grains increased from approximately 478,000 metric tons 
to 2,785,000 metric tons. Imports of rice ru.d barley alone 
rose from nearly zero to 957,000 metric tons in 1973. 
Approximately 1010 of the Korean import bill in 1972 was 
attributable to the three major food grains, 6rfo to rice and 
barley alone. 1-10reover, the quantity and cost of food grain 
imports has increased sharply in 1974. 



In recogr.ition of these pr.oble~c, the ROKG set two major develop
ment goals for Korean agriculture in the 1970's: 

(1) Increase productio~ of major food grains rice, wheat, 
barley, and soyL1ills -- tc reduce costly imports. 

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

B. RecoImnendations of Kore~n Agricll..lcural Sector Studies 

~lO Agricultural Sector Studies have been conducted in Korea 
during the last three years: an AID-financed study (KASS) carried out 
jointly by the Ministry of Agriculture and Fisheries and Michigan state 
University in J.971-1972, and an IBRD Agricultural Sector Survey r(~leased 
in November 1973. T'ne earlier study recommended ROKG investment in 
eight Sr18Cific agricultural area.s, with highest priority attached to 
agriculturCll research, rural transportation networ}:s, and irrigation. 
The IBHD study emphasized the need for investments in land and Hater 
rescurc0 development to build up the ~gricultural production base, for 
advallced farrairlt3 technology to raise output per unit of land area, and 
for mechani::ation of farm operations to raise output per worker. While 
this study tended to favor large-scale river basin development projects 
and integ:catr:d ar(~G. development schemes, it made clear that the principal 
constraints to expansion of aGricultural output Vlere limited land 
resources and inadequate irrigation an~ drainage facilities. 

C. Ju;~tification for AID Loan ljo9-'I'-090 and this Propo;;d i\ml_:fldJn(~nt 

Of the three priority areas fo:c agricul tm'al investment recommencled 
by KASS, AID Loan 489-'1:'-088 Has designed to strengthen nc;ricultural research 
progr3Jns in Korea, and rural roads investment is being assisted by other 
tionors, including the IBRD. Tne thL:'d area, irrication, is being addreu;ed 
by larGe-scale river basin developm~nt projects assisted by other donors and 
a small/ml2ciium scale irrigation proc;ram of 88 .separate irrigation systems 
initiated by the Ministry of AgricuJ..ture and Fisheries (rW) in 196f3, 'I.;ith 
responsibili ty f, I:!,:, irnplementatiol1 assigned to the HAF' s Agricultural Develop
ment Coq)oration C\DC). This irriGation program has been basically 'dell 
planned and ':/'?;ll-rnanaged, but by ini tiatinc; all 88 sub-pr0jccts :3imultan
eously, thr: ADC :lttempted to accomplish more than 'Nas pos sible ':lith the 
limited funds til:,t could be made available through the ROKG budget. The 
result was a scriou:J protraction of sub-project completion schedules and 
the economic \.;astc associated Vii th costly 'dorks that are only partially 
finished and therefore unused for long periods of time. 

In order to accelerate sub-project completion schedules, the ROKG 
applied for an AID Loan in December 1973. \-lith the assurance of financinr: 
available through an AID loan, the ROKG Hould be able to budget additional 
funds for the small/medium scale irrigation program and accordingly 
intensify implementation activitj.es. The justification of the AID loan 
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 1~'(4 
and the Loan Agreement was signed on September 11, 1974. On Nove~ber 20, 
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1974, the ROl\:G requested a serend AID Loan to supplement the earlier loan 
in financing the small/med~.um scale irrigation progrrun (see Annex D). 

II. Projer!t Description and Purpose 

~. JToject Description 

The; 88 irrigatiop. systems to be built under the HOKe: smull/medium 
scale irrir,ation program Already have major investments in place, but 
sufficient f'..L.'1ds are not ava~Llable for prompt completion. Enough work has 
been completect on m8.ny of the sub-projects so that relatively modest 
inputs can get at least part of the irrigatioil started. In fact some arc 
already irrigating a part of the potent:i.ally irrigable area. 

In some of the larger pump irrigation schemes. there is basically 
a stag,; development possibility where blocks of lanJ. can come Ul1der 
irrigation when certain key facilities a':'e constructed. Some of these 
(such as the Sin-cog sub-project) have very clear-cut stages. Others are 
not so sharply defined since some wor1<;:s serve several "stages" and the 
c:xtent of new irrigationm8¥ depend less on the completion of key 
structures. A staged development concept might apply to some res2rvoir 
sub-projects and some drainage sub-projects, out the effect is not so 
obvio'.ls. 

In general, the smaJ.ler sub-project::; tend to be an "all or 
nothine" situation. The l<;:ey structures, whether a dam, pumIJinc; ::;tution 
or IIcir, a.rc usually the last finished under any funtlinr; :-:ituation. 'T'hr: 
drainaGe scheTI'.es also tend toward au "all or nothinc" si tuat.Lc,n. \·/hC!ll 
the main pwnping station is operable, some benefit may result, but 
c;cnerally all secondary :r:umps antl all ,lrainage canals ,'/ill be needed before 
there will be significant benefit from the installation. 

'TIle R:JKG vriginally !lropc1serl that AID loan ita minimwn ci' 
$30,000,000 over a ti'lo-y\:!ar period to assist it in the early completion of 
these 88 irric;atian systems. The Project Committee irrigation engineer 
reviewed i..l"c: tech1l.ical plans and cpccifications for these systcms and made 
visits to the :>itr:s of u representative srunple (14). 'rhe Committee also 
made an economic anu.lysi,c; of ea~h of the 813 systems. On the basis of these 
revicH::; Ctnll analy:;es, the Committee decided that AID should select as 
eligible for AID ::.'inancing only those sub-projects Hhich have an incre
mental Internal Eate of Return (IRS) of 22\. or higher. '711(; Projl3ct Has 
defined as those 66 sub-proj~cts thus eligible for AID ~inancing. The 
Project is described in greater detail in the Capital ~ssistanc(~ Paper 
for AID Loan 489-T-090, a ~opy of Hhich is attached as a separate annex. 

AID Loan 489-T-090 n.nd subsequent amendrr.ents "Iill rei.!:i'ourse the 
ROKG for 75% of the actual costs of completing eligible sub-projects. 
Sub-p~~ject costs are reimbUl'sed on a first-come, first-served basis as 
they are completed, and no at~dffi~t was made to identify more precisely 
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which of the 66 elig~.ble sub-projects would ·oe financed by the Loan. 
Reimbursement is made on the basis of satisfactory certification that 
a sub-proj1cct has been completed and itemizadon of reimbursable costs 
presented in form and substance acceptable to AID. All expenditures 
will be for local costs since the necess~ services and materials are 
availabl<! 10calJ.y. payme:p.t is made through Spl;cial Letters of Credit 
\."hich may be drt;.wn down br ROKG by procurement of conunodl tics und 
services fl'oI:1 (1. G. suppliers. 

B. Project Purpose 

The ·3 ec toral goal, proj ect purpos e, a..'1d planned proj ed inputs 
and outputs are described in the followine paragraphs. A logical frame
work matrix providing a more complete project design for the overall 
project of 66 irrigation s;~rstems is attached as Annex A. 

1. 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. Project o~tputs -

- completion of 66 small/medium scale irrigation systems 

- conversion of land into irrigable paddy by cl<~uring, 
levelling, terracing, etc. 

- delivery of irrigation water to farm land in proje~t area 

- improved capabilities of Farm Lruld Improvement Associations 
(FLIA's) to operat2 and maintain irrigation facilities 

4. Project inputs -

- contractor services 

- equipm2nt and construction materials 

- land acquisition and conversion 

- construction supervision by ADC and FLIA's 

- training of ADC and FLIA staff 

- other direct costs 



c~ P'.lrpose of this Proposed Amendment 
1/ 

The to~al cost of the Project is currently estimated at $66.0-
Million. AID Loan 489-T-090 ~ld the associated ROKG contribution will 
provide anproximately $23 million qf financing, slightly more than one
third of the total CQst. ri'he purpose of the propo:se1 amendment of $6.5 
mi:lion is to provide additional impetus for the ROKG efforts towards early 
completion of the Project. 

In ~ddition, 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. ° million). To the extent that one or more of these other proci ects does 
not materialize, a second amendmp~t will be proposed in an amount necessary 
to cover any stortfall in meeting the planned 1'Y 1975 lending level of 
$23.5 million to Korea. Provided the~e 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 Cl'>:'rent schedule of sub-pro,ject completions 
by year and estimated remaining construction costs. As noted above, the 
incremental costs (based on 1~rr4 prices) for completl~n of the 66 eljgi_ble 
subprojects total 26.4 billion won or $66.0 million.- The table shows that 
21 subprojects should be completed in 1974,with costs incurred since Jan
uary 1, 1974, approximating $5.9 milli.on, and 26 D.dditicnal sub-projects 
should 'oe completed in 1975, at a cost of $16.6 million from J:muary l, 
197 LI, to completion. Claims fnr reimbursements against AID Loan 489-T-090 
during 1974 and 1975 should total $16.9 million, leavinG a small bal~~ce 
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 
rem~lning subprojects, with few exceptions the largest and costliest~
projects in the eligible group. If the amount of this a!nendffient anorsilb
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 R',)KG contribution. 
MAP 1 in the Annex shows the location of these 19 subpro.jects. 

Since AID loan funds are made available on a reinbursemen0 basiz, th~ 
pace of the Project depends prLnarily upon ROKG budget 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 = 400 won,the rate prevailing at the 
time the pp~prepared. On Dec.7,1974,the ROKG devalued the won approx. 20%, 
establishing ~ 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 
~r~sented. One change is that the tot&l cost of the project ,in dollar terms, 
IS reduced to $54.4 million, 



Year 

Up to 1970 

197:1 

197;:;: 

1978 

- ,,-

ROKG Budgetary Allocation 
($ Million) 

4.0 

3.0 

4.5 

2.3 

12.2* 

16.7 

*The reg~ar budgetary allocation fer 1974 was $8.0 million, 
already a substanti~ increase over the average allocation 
of the previous three years. In addition, a supplemental 
allocation of ~p+. 2 million vIas made in October 1974 in 
response to an offeT 'oy AID to advance funds from Loan 
489-T-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 1915 total 
$29.0 million equivalent, leaving ~ residual requirement for further 
financing of ~~37. 0 million. If ROKG allocates f1.ll1ds to th(~ Pr()ject 
in both 1976 and 1977 at the same level as 1975, there would be :~~n.lf 
million a.vailable for completion of sub-projects during the::;e tHO 
years versus the required $37.0 million. Thus, aD. remaining 19 sub
projects, except::'ng the large Sin-gog s;y~tem, could. be completed by 
the end of 1977. Given the even greater emphasis accorded this 
Project 2t present compared with six months ago, the USAID Project 
Com:llittee believes that R0KG annual budgets for the project in 1976 
and 1977 will equal or exceed the 1975 level. 

The reimbursement formula, 75%/25%, assures that the ROKG will 
pay a minimum of 25'10 of the total costs of the completed sub-projects 
and thus meet the requirements of Section llO 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: 
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Amount of Amendment ROKG Share* 
to AID Loan 489-T-090 

AID Share Total 

Amount Amount Amount 
_($000,000 ) _ (tooo, 000) ofo ($000,000) j ($000,000) % 

I. $ 6.5 $42.3 64.1 $23.7 35.9 66.0* 100 

II. ,~23. 5 $25.3 38.4 $40.7 61.6 66.0* 10C 

-)(-'l'hese calcuJ.ations were based on the currently estimated total Project 
cost of ;?66. 0 million. The final Project cost and the ROKG share of 
this tot~ will almost certainly be higher since current estimates 
will need to be increased to cover cost escalation. 

III. F~erience With The Project To Date - During November 1974, an 
eValuation committee visited a random sample of the 21 sub-projects 
scheduled for completion in 1974. The sub-projects visited are listed 
below: 

-)(- Total Con- Remainir.g 
Project Name of Benefit struction Construction 
Number Project Facility Area Cost Cost 

(Ha) ----Millions of Ylon----
2 Yoon-nae Pumping Station 650 181 136 

12 ~trung-Kwang Reservoir 268 231 104 
16 Jang-ha Pumping Station 231 128 95 
17 So-do " " 317 219 92 
31 An-d201c Reservoir 201 181 108 
40 Gae-wun " 167 21~4 105 
56 Hwang-dill1 " 122 255 11+6 

-)(-These numbers correspon~ to project numbers shown in Tabl~ 1. 

The eValuation committee consisted of the USAID Engineer and repre
sentatives of the VLinistry of Agriculture and Fisheries (!'lAP) and the 
Agricultural Development Corporation (ADC). Their purpose was to 
appraise sub-project design, construction quality and progress toward 
completion. In the course of this inspection, the committee had the 
benefit of discussions with management and fGL~er r~prcsentatives from 
the Farm Land Improvement Associations (FLIAs). 
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Progress toward completion of the sample of sub-projects is satis
factory Il!ld in SOLe instances truJ...v remarkable, 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 87.'.l.tions) have eit.her been completed or are in the final stages 
of construction. The l0cal contractors appear to be professionally 
qualified and, although the work is highly labor;_ntensi ve, the quality 
of construction, particularlY concrete structures, is uniformly good 
with overall supervisiop and construction rated high. 

The farmers ~n the sub-project areas inspected have already made 
extensive preparations to utilize the irrigation water from the 
reservoirs and pumping stations by the constructi.on of interr::cpt canal:.., 
landi levelinc; and terracing. Thus the entire irrigation system for 
each Dub-project will be operable before the 1975 rice c;rowing Deason. 

Provinr::ial. officials were high i:l their praise of the sub-projects, 
citing the benefits of the use of highly labor intensive constructiGll 
:aethods, which have brought the farme:..'s into active participation during 
the construction phase, and :have hn.d a SUbstantial positive inlpact on the 
incomes of larc;e numbers of the rural poor. Farmers themselves expressed 
appreciation for the benefits that they will receive from the new irrigation 
facilities. 

In liC;ht of the favorable findings on the capabilities of the entities 
involved in this proposed project, namelY the Economic PJ_anning Board; 
Ministry of J'1gricultm e and Fisheries; the Agricultural Development Cor
poration; the Farmland Improvement Association; the other agencies cf )I:AF: 
contractors; other private firms concerned with farm inputs, storage and 
marketing; and last but not least the shrewdness and adaptability of the 
farmers, the Project Committee finds excellent continuing prospects for a 
successful Project. 
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IV. Continui nBj Validity of the Original Feasibility and Soundnefw 
Analyses 

The feasibility and soundness analy~es presented in the Capital 
Assistance Paper for Loan 489-T-090 remain valid for this proposed 
amfndment. SlL~ary paragraphs from that CAP have been incorporated in 
t'.is paper, but for a more detailed discussion, Section II. Institutional 
~spects and Section IV. Economic and Financial Analysis should be read. 

A. Technical Soundne5s 

The technical soundness of the Project was evaluated from several 
perspecti ves: 

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 Recle~ation 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 engineeri:.1g pract ice 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 
r~uld 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, fertL,izer usage by farmers 
has increased from 393,000 MT in 1965 to over 800 ,000 ~IjT in 1973, or 
slightly over 100 percent. Annual rates of increase have been particulh~'l~l 
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 
Agricult.ural Sectoi: Survey states: "A highly developed system of farmer 
cooperatives has enabled the government to carry out successful programs 
for ... distril>uting fertilizer and other inputs required to expand crop 
and livestock production and increasing commercial marketing of agri
cultural products." 

Korea has rather sizeable fertilizer manufacturing capacity, much 
of which has been AID financed. Until 1973, production had been sufficier.+, 
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, expa~:ions 

of existing plants are underway or planned, and a major n~w facility (the 
"Seventh Fertilizer Plant") is well along in planning. 'rhe 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. 

http:inputs.to
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The agricultural extension (guidanc~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 js' probably adequate, 
but the quality of storagEj needs to be :.mproved. 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 standard. 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 l~teral 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 suoproject construction, some will not. 
In the latter case, consolidation will occ~ only after more extended negoti
ations ar,d 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 calenda~ 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 costf/to attain the incremental 
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 prod,uction costs and benefits for the 88 irrigation systems. 
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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 systemis 
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 from a high of 123% to a lo;

of 125. 
 The proposed cut-off for AID financing was subproject No. 66 at
 
225 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 recehtly 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/1974 CAP was prepared and, in
 
two cases, subp ject design changes. Table 2 compares these revised
 
estimates with those shown in Table I of the May/1974 CAP and also shows the
 
original IRRs, as calculated for the May/1974 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 
 45
 
16 58 47 
20 49 35
 
25 46 
 33
 
34 37 29
 
35 36 
 26
 
39 32 
 17
 
h)o 30 25
 
43 29 32
 
47 28 
 24
 
51 25 
 18
 
52 25 
 23
 
56 24 20
 
57 24 
 20
 
58 24 22
 
59 24 
 21
 
61 23 16
 
63 23 
 20
 
65 22 20
 
66 22 
 22
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According to the MAF/ADC's latest calculations, eight of' the 3ubproJcUshow new IRR's below 22 per cent, with subproject No. 61 dropping to 16per 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 calculations only took cost changes into
consideration. 
In 
fact, commodity prices have increased sharply
during 1974, 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 41.5% 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. 
 For 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). 
 It was therefore concluded that
on a strict benefit/cost ratio basis, all subprojects exceeded a oneto-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 70% 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 ($412)
per annum. This is derived from the estimated "net profit" for allfarmers shown as won 19,526,510,000 in Table 4 of the Annex to the CAPfor Loan 489-T-090 divided by the 103,413 farmers in the 88 systems minusan estimated water charge averaging won 2P nnn($
62.50)Der farm. 
The water
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charge includes debt service on 30% of the project capital costs and
covers all other expenses of delivering the water 
to the farmer including system maintenance costs. 
 Thus the capacity of the farmer to
pay water charges of $62.50 after a return of $h75 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 catastrophe are water charges either reduced or eliminated for
 
an irrigation season.
 

D. Institutional Capability
 

Design, engineering, and construction supervision are the
responsibilities of the ADC. 
 In some cases, construction supervision
will be entrusted to FLIA's who will also be responsible for operation
and maintenance of the completed irrigation systems. 
 The Project
Committee's overall assessment 
is that the ADC and FLIA's have amply
demonstrated their competence to manage irrigation projects of this
type. 
 This Judgment was corroborated by IB3RD personnel having long
experience with irrigation activities in Korea, 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 execution. 
Fstablished in early 1970 through consolidation of the Union
of Land Improvement Associations and the Groundwater Development Corporation under the Rural Development Promotion Law. ADC has broad responsibilities for the development of land and water resources 
in rural areas
throughout Korea. 
Although a relatively new organization, ADC has through
its employees and predecessor agencies long experience in managing construction or irrigation projects. 
ADC is headed by a president, a vice
president and a board of directors consisting of four members. 
The President and vice president are appointed for a four-year term by the President 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 prcject, 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 subprojects 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
 



-14

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 includes 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. 

-trainiing 

Such personnel are normally engineers-in
or technicians. 
The on-site staff is supported and supplemented by the Provincial Office (or in 
some cases an Intermediate District
office). 
 These offices seem adequately staffed. 
 It was noticed that,
three in the
Provincial Offices contacted, the basic staff exhibited a permanence
of personnel that is unusual by U.S. engineering standards. 
 Key personnel
generally had 20 to 25 years of service, usually all in that one location.
It appears that there is a reluctance to move to other communities. 

tends to stabilize such offices. 

This
 

2. Farm Land Imrovement Associations
 

The Farm Land Improvement Associations (FLIA) show a remarkable
similarity to the Irrigation Districts of the Wtstern United States.
These are associations of farmers with a common interest in the continued success of an irrigation system. 
This arrangement has proven in
the U.S. to be generally much more successful 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 Engineer contracted by AID to appraise the overall
soundness of the project rated the maintenance operations of the FLIAs
as 
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. 
In preparing his bid, he
may vary price from 80% to 100% of the official unit costs established for
that year by the Economic Planning Board and he has flexibility in pricing
his override (the indirect costs including contingency, overhead, profit,
etc.). 
 The selected contractor is retained to complete the project provided his work is satisfactory, but the contract is funded only one year at
a 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 Performance 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.
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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 undertakings 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 earl~er, the incomes of Korea's rural population are,
 
on the average, 25% 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. Individual farm household net annual
 
incomes after project completion will be increased on the average
 
of about won 165,000, ($412), or 125 percent of' present income
 
from their lands.
 

While all Korean farms are smll, 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
 
area nre probably below this per capita average since they now
 
have rain-fed paddy fields while the majority of the paddy lands
 
nationwide suitable for irrigation are fully irrigated. Even 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 wo'ild 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 relatively
 
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 to equal access to sub-project benefits. The
 
sub-projects are 
small in size, highly labor intensive, and of
 
the type tgenerally associated with maintenance and conservation 
of resources. They were selected 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.
 



Since construction 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 labor costs under the highly intensive
 
machine methods utilized by the UNDP Upland and Watershed Manage
mient 
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. In
 
addition, rural peqple will be employed during the off-season
 
for the maintenance of 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.
 

B. Impact on the Status of Women
 

Women will enjoy the 
same economic benefits resulting from this
 
Project as incomes of rural households increase. In addition,
 
a small percentage of land-owners in the sub-project areas are
 
women who participate in the affairs of' the FLIA's on 
the same
 
basi.s as men. More enlightening, however, is to regard this
 
Project in the context of a more comprehensive rural development

el'ort initiated by ROKG in 1971, under the name of The Sac Maeul
 
(New Commrunity) 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 arid incomes. The movement
 
will embrace all Korean villages, including those participating
 
in the AID-funded Project', 
with the transition to independent,
 
self-reliant new communities completed by 1977.
 

According to an IBRD economic report "each fae.Maeul
on Korea, 

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 life, both through the
 
activities within Sae Maeul proper as well as 
indirectly because
 
of more Cinacial independence from their families, especially
 
amorg 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.
 



L summary, to the extent that The Sae Maeul Movement succeeds
 
nationally and in the areas benefitting from this proposed

Project, the status of women in rural Korean society will be
 
fundamentally altered.
 

C. Environmental Aspects
 

Refer to Annex B for a discussion of the effects of this proposed

Project on the environment.
 



VI Prospects for Repayment
 

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 longterm balance of payments prospects remain good, based on 

past performance and favorable competitive factors. 

its
 

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" 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 payments will also be up sharply
but service receipts will remain about the 
same due to a decline

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 downward trend in the second half of 1974 which is likely to last
through the first half of 1975. 
While the government 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
 
program loan.
 

Assuining 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 longterm heavy industry plan for 1973-81, although original plan
estimates have been outdated by events in 1973-74. 
 No formal

revision of the 1973-81 estimates has been made, althougth 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 crisis.
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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 21% level, due partly to a shift to longer-term debt
 
obtained on more favorable terms. This trend will be reversed
 
in 197) since export earnings are expected to increase somewhat
 
less than the probable 14% increase in debt service. No rovcrn
ment forecast is yet available but the Embassy estimates in
 
Table VTI-2 that the debt service ratio will slightly rise to
 
about 12.5% in 1975..
 

For the longer teim no great increase in the debt service ratio
 
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 7.6% by 1981, has informally estimated
 
that the effect of the oil crisis on the BOP will be to increase
 
that ratio by 2-4%, i.e. to about 10-12% in 1981 or roughly the
 
ratio prevailing in 1973-74. Continued high interest rates
 
would of course increae 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.
 

B. Specific Arrangements for Repayment of Loan
 

Repayment of this loan will be charge against ?CKG 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 V1-l 

Balance of Payments Forecast 

I. 
 Go97sce
Goods and Services 

-541 


1. Merchandise Exports 
 1,676
2. Merchandise Imports 2,250
Trade Balance 
3. Invisible Receipts -575

4. Invisibl e Payments 551
519821100~5
 

Invisible Balance 
 517
34 
II. Transfer Payne nts 
(Net) 
 170 


Current Account Balance -371 
III. Capital Transactions (Net) 489 

5. Long-term Capital (Gross)
6. Amortization (on LT Cap.) 

738 
7. Short-term Capital & Others 

-228 
(Net) -21 

IV. Errors & Omissions 

41 


V. Changes in Foreign Exchange Holdings(Increase = minus) -159 
VI. Foreign Exchange Holdings 694 


Source: 
ROKG data and Embassy estimates.
 

In million U.S. dollars 

1973rv E1974+ 

-499 
 -1,760 


3,271 
 4,650

3,837 
 6,130 

-566 
 -1,480

849 
 840 


82 1,120
67 -280 

190 
 260 


-309 -1,500 


630 
 1,446 

907 1,348 
-341 
 -316 

64 
 414 


19
 

-340 54 


1,034 
 98C 


E1975
 
-1,950
 

5,000
 
6,6u 

-1,600
 
900
 

1,250
-350 

260
 

-i,6190
 

1,760 

1,910 
-340
 
l90
 

-70
 

1,050
 



Table VI -2 

Debt Service Payments and Ratios 
(million of dollars) 

A1972A. 
 _7.27
Foreign Exchange Earnings
1t1,676 
2.220
 3,271
2. Service Earnings 4,650 5,000

551 849 840 900B. Principal Repayments 404872 380 400 

C. Interest Payments 126 4
 

D. 
Total Debt Service 

398 
 574 650 
 740
 

E. (Of which 1-3 year debt) ( ) (62) (64) (60) 
F. Debt Service Ratio (D/A x 100) 
 17.9 13.9 11.8 12.5 

Source: 
ROKG data and Embassy estimates.
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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 construction of these systems, the mechanism of reimbursement only after sub-project completior was 
selected by the
Project Committee as the appropriate incentive. 
For funds
provided under this proposed Amendment, reimbursement would be
75% of the costs incurred and paid after 1/1/75 for completion
of each eligi'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-T-O90 would continue
to reimbursefor costs incurred since 1/1/74, until that amount
was fully disbursed. 
 On the average, the 75 
 reimbursment is
not expected to exceed the total direct costs paid to contractors,
and paid for material supplies and direct engineering and supervision. 
 The remaining 25% for which the ROKG will not be
reimbursed may be considered as 
coverire,ADC other direct project
charges, land acquisition, and all remaining costs.
 
The Project Committee developed the following outline identifying
the type of inforyation 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 throurhEPB
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 FLIA on the above
 
certification.
 

(3) A statement of payments made year by year for sub-project
costs 
incurred from 1/1/75 and 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 incorporated in sub-project from 1/1/75.
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(c) Construction supervision and design modification
 
work (if any) done.
 

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

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

B. Actual Cost Reimbursement
 

Based on 
experience in the Philippines, AID/W initially suggested
the use of a fl 
 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 Gen..zra1l
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. 
Reimbursement 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 place,
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 completion, 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 has
ADC's 1974 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 1974 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 randomsample basis.
 



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 alternatives, (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 mariner. 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.


I 

Prior to responding favorably to a request for reimbursement on

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 agreeient provision, AID retains the right to audit.. 
 Audits

will be made on a random sample basis and for specif-*.c sub-projectswhenever

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.
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The random sampl 
of sub-projects to be evaluated will be made in
such a way as to isolate differences based on (a) geographic/climatic
distribution, (b)pump vs. 
gravity water supply, and (c)medium vi.
size of the system. 	 ,,mallTo permit comparison with the situation prevailing
prior to the Project, base-line data will be 	collected in those sub-project
areas where the sample suzveys will later 	be conducted. 
The evaluation
design will also permit a determination of the project's impact on relatively poorer farmers in the sub-project area.
 

The M.F and ADC have already 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 and 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 1974
2. Baseline evaluation studies 
 January-February 1975
3. CP's met for Advance (under initial Loan) 	January 19754. SLC issued for Advance 
 February 1975
5. 	 Signature of First Loan Amendment 
 February 1975
6. Initial CP's met for Reimbursement under March 1975

initial Loan7. SLC issued for Reimbursement March8. Authorization 	 1975of Second Loan Amendment June 1975
9. Signature of Secona Loan Amendment10. 	 July 1975
Initial CP's met for Rembursement under 
August 1975
 
Amendments
11. Reimbursement for completed sub-projects

through 	SLC issuances or increases 

March 1975 through
 
Atgust 197b
12. 
Complete disbursement of initial Loan
13. 	 June 1976Follow-up evaluation studies 
 Fall 1976 and 1977
14. Complete disbursement of amendments August 1978
 



VIII. Conditions and Covenants
 

The conditions described under Sections 3.1 and 3.3 of 
the existing loan agreement, and all covenants dcscribe therein, will be 
made applicable to the $6.5 million to be added by this loan amendment. 
Additionally the loan agreement amendment will require the following 
specific conditions 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 Loan. 
It shall also include a schedule of funding which identifies the source 
of funds, as now altered by this Loan Amendment, and demonstrates that all 
funds required will be available when needed to ensure expeditious 
completion of all 66 sib-projects. 
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.THE MAP OF IRRIGATION PROJ
 
IdentPfying the 19 sub-projects that will not be completed by

the epd of 1975, and hence will be eligible for reimbursement/
 
under the Loan Amendment.
 
NOT,,: These sub-projects are identified in the G)

I-egens by asterisks and on the map by the
 

bold circles. N O,, 
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Table 1 Schedule of Subproject Completions by Year and 
Estimated Remaining Construction Costs 

1974 Completions 2/ 1975 Completions 1976 and 1977 
/Estimated- Estimnatec Estimated-

I/ Remaining 1/ Remaining 1/ Remaining 
Rank Construc- Rank Construc- Rank Construc-

Name Order tion Costs Name Order tion Costs Name Order tion 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 Z88 
In-deok 65 148 Jeong-an 20 122 Sin-gog 44 4,50i 
Myung-kwan 12 104 Cho-jeon 21 196 Pung-yang 13 718 
Jang-ha 16 95 Man-kyung-gang2Z 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 Z7 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 30 Z04 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 Z45 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 26Z 



Table 1 (Cont'd) 

1975 Completions 

Estimated 
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 

I_/ 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"Before reimbursement, areminor amounts roughly equivalent to "estimated eligible costs".for taxes will be deducted from actual costs. 
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Table 2 

Rank Order 

Based on 
IRR L/ 

1 
2 

3 

4 

5 

6 

7 

8 

9 


10 

11 

1z 

13 

14 

15 

16 

17 

18 

19 

z0 

z2 

22 


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

Remaining Construction Cost 

Name of 
 Percentage
Subproject Original Revised Change 

Millions of Won-------------

Ha-gi 110 124 +13 

Yoon-nae 136 136 
 0 

Chang-woon 309 
 323 +5 

Seong-Su 141 
 174 +23 

Cheol-woon 615 544 
 -IZ 

Chang-dong 263 443 
 +68 

Pung-gang 511 613 +20 

Go-deok 88 95 
 +8 

Cho-gye 294 
 288 -2 

Jang-yoo 388 
 451 +16 

Neung-seo 469 
 593 +26 

Myung-kwan 106 104 
 -2 

Pung-yang 728 718 -1 

Im-jin Zzi 
 23Z +5 

Yang-seo 11Z1l 1,273 
 +5 

Jang-ha 73 
 95 +30 

Se-do 
 99 92 -7 

Cheong-yong 111 
 130 +17 

Gun-am 106 98 
 -8 

Jeong-an 99 
 122 +23 
Cho-jeon 177 196 +11 

Man-kyung-gang 1,176 213 
 -82 


Original 
Incremental 
IRR 

(%)
 

123
 

121
 
117
 
114
 
86
 
85
 
75
 
75
 
74
 
69
 
67
 
63
 
63
 
61
 
60
 
58
 
56
 
54
 
5Z
 
49
 
48
 
48
 



Table 2 - (Cont'd) 

Rank Order 
Based on Name of 
IRR I/ Subproject 

23 Expansion of 
Keum-dong 

24 Do-gap
25 O-ryu 
26 Mae-ho 

27 Yi-bug 

Z 
 Ku-man 

29 Gi-gye 

30 Na-po 

31 
 An-deok 

32 Yang-hwa 

33 
 Hwa-chon 

34 
 Ma-dun 

35 Do-bong 

36 
 Ha-nam 

37 Dong-cheon 

38 Yong-am 
39 Ma-jin 
40 Gae-wun 
41 Dong-song 
42 Jeom-gog 
43 Saeing-lim 
44 Sin-gog 
45 
 Do-cho 


Original 

SMillions 

Z98 
74 
82 

259 


210 

249 

183 

224 

113 

136 

96 


242 

48 

536 

122 


128 

124 


77 
805 

113 

176 


4,215 

273 


Remaining Construction 	Cost 
Percentage 

Revised Change 


of Won --------------

302 
 +1 
71 -4

121 	 +j8
250 
 -3 


Z18 
 - +4 
272 
 +9 

208 
 +14 

204 
 -9 

108 
 -4 

150 
 +10 

109 
 +14 

318 
 +31 

66 
 +38 


541 
 +1 

131 
 +7 

135 
 +5 
245 
 +98 

105 
 +36 

812 
 +1 
121 
 +7 

241 
 +37 


4,501 
 +7 

292 
 +7 


Original 
Oiia
 
Incremental 

IRR 

() 

47 
46
 
46 
45
 

44 
44
 
44
 
43
 
41
 
40
 
37
 
37
 
36
 
36
 
35
 

33 
32
 
30
 
30
 
30
 
29
 
29
 
29
 



-- 

Table 2 (Cont'd) 

Based on Name 
Remaining Construction CostIRR 1/ Subproject OriginalOriginal Per centageRevised IncrementalChange IRR 

46 


47 

48 


49 

50
51 _ 


52 

53 

54 

55 

56 

57 

58 

59 

60 

61 

62 

63 

64 

65 

66 


Ko-pung 

Ji-san 

Geo-jin 


Yi-dong 

Keum-sa
Seong-yeor. 

San-nam 

Joong-bug 

Yeo-ju 

Da-jeong 
Hwang-dun 

Song-weol 

Gong-seong 

Gyo-dong 

Mang-deDk 
Cho-dae 

Ga-jo 

Go-yeon 

Goong-pyung 

In-deok 

Hak-ha 


/ Rank Order shown in Table 
Jeoung-eup and number 55, 


-- Millions of Won -------------- (%)
1,010 1,064 +5

661 28

792 
 +20Z34 28
248 
 +6 27
 

1,473 1,434 -3259 26
26Z--226 +1312 26
+38
301 25
329 
 +9
195 25
199 
 +2117 25
124 
 +6 
 25
90 
 97 
 +8
90 24
146 
 +6z

74 24
88 
 +19
1,044 24
1,143 
 +9455 24
490 
 +8
326 24
273 
 -16177 23
247 
 +40
1,338 23
1,387 
 +4
408 23
459 
 +13
153 .22
140 
 -8
128 22
148 
 +16


458 2Z
470 
 +3 22
 

1 of May/1974 CAP has been revised by deletion of numberO-weon. 13,
These projects have been replaced by In-deok and Hak-ha,now numbered 65 and 66 respectively. 
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ANNEX B 
Page I of 2

Analysis of Environmental impact
The possibl

9 harmful OnVironment aspect oftthis P'ojecut .iuLhe JiIJy 
slightly higher health hazard of Water-related diseasesalitis and malariboth with mosquitos (incil~ding tUj-iCphas the vector), whileside there should be a lesbeai1g of silt flow and flooding. 

on the poie..Li.v, 

When consider-ing
to view the 

the 'Possible environmental
conversion current aituatIton problems, it0" forests and the is neecessarya d Upland crop changes that will beareas to noade. Theirrigated paddy will,However, the fact that the bulk of the land is already in paddy and wiil 

c ounrce,r ase the sna lowwater areas conducive to Mosquito
remain in paddy minimizes the locp, change. 
reecling. water on lands that 
 The addition of irriga-,-on
are wet most of the tine from accumulated rain will
 

not greatly increase the mosquito problem.
roany of the 
 The inclusion of drainap
problem at certain times of the Year, 
in 

project units would tend toward a reduction of the mosquitobecause of tho overwhelming but the net effect would be mn.:orbalance of wet lands 
 on an overall area
and time basis.
 
Beyond the local effect of change) this overall irrigation plan
 

3nould be viewed as a part of the total situation in Korea.

project is relatively small within its locality Each bLandeven smaller part of the nationl total. 

the tot1 progvw:; shproposl includes 
a totl of about l8,O0 
The full 88 systems
hectares of lanu n 

to be co11vCe.tud 
to paddy in contrast with 1275#000 hectares of paddy in Korea in i97?
 
Thus, Koreas paddy Jand wo.
 be ineftaoed by only 1.4 percent by Lhe
otal 88 systems.
 

Most of the reservoirs in this
thus affording vary little 
Program have relatively

more, shallow steep barss,waterthe changes of reservoir leveOj 
for mosquito breeding. 

-
during the filling and use periods
 
of the summer should reduce oven that minor area which is conducive to
mosquito reproduction.
 

The foregoing disc'Jio
.ee2...
canuot be quantified- however, 
likelY that the mosquito breeding Oppotunity in it 
by considerab- K'owoulrbless than two percent. i seoe would be anc,'ece


Most paddy fields cant be maargedsnuxface of the 
to rrducebe the mosquito

Thhti lan for breeai..:- Lywould kI a day twothe mosquito lae. Without dar.age toHowever, it spearsast th2 farn.ers high? , i
,eograiiqic wouid Participate 
avalable, 

area to have a worthwhiiein such a programa farmer might impact. over a wide ;With irrigationbe more waterreceptive to drairlirg his f : el 
cally than would the farmer who must depend upon the water that he 
retain in his rain-fed paddy. nit a mosquito .control program
these proJect 

were 
attempted, it would have to be on a much more comprehensiveareas in oder for it bai....to do any good at all. 

http:poie..Li
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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 forthis disease. Encephalitis is somewhat more common. 

Water conveniently available in irrigation ditches often becomesa domestic water source in rural areas with obvious health hazaras.Such small surface ater sources are common conveyors of any waterborne disease including those of the gastro-entro tract. 
 The latter
class of disease i6 probably endemic to most of the area involved ana
its prt.vention .is partly a matter of the development of a safe potablwater supply. 
A side,minor observation on this is that it is Ir,;erestinr,to find at least some farmers now use water purification tabletL itheir "ditch-water" for home use. It is doubtful that the irrigatlorditch will present a signifioantly greater risk than the presently used 
sources. 

Beyond the possible health hazards, there are other envirorc.iuntal
aspects. The conversion of "forests" (mainlyupland to paddy has 
scrub waste lands) anua beneficial result on reducing thetransported sediment (I16iitll)to the stromxs and downstream areas. The paddies ari.reservoirs all retain watch and thus help to decrease the downstreamflooding. A number of the subprojects include drainage for agricultural
benefit, and this also tonrIi to reduce the environmental proble:,. offL_ooairn. These environmental benefits have not been claix.d I:. -heeconomic analyses &nd pobably outweigh the possible minor overa _
increase in the incidence of water-rolated 
diseases. 

This environmental analysis was based on the obervations of Mr.William D. Romig, an irrigation engineer contracted by AID to visit a
sample of sub-project sites dutring February and March of 1974. Hisobservations were corroborated G.by M George iReasonover, ChiefEngineer, ISAIB/i orea, during visits to the sites of seven nearly
completed sub-projects in November 1975.
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ECONOMIC PLANNING BOARD
 
REPUBLIC OF KOREA
 

Seoul, Korea
 
November 


20, 
1974
 
Mr. Zachary M. Hahn
 
Chief, Office of Development Loan
 
USAID/K
 

Dear Mr. Hahn:
 

With this letter I would like 
to present my Governmentts
request for a Loan of Eight Million and Five Hundred Thousand
Dollars (U.S. 
8,500,000) under your Government's Development
Loan Program. 
This Loan, a portion of the 23.5 million dollars
available 
for fiscal year 
1975, would constitute your second
financin
6 " for our endeavour to 
improve our nation-wide agricultural irrigation facii_,ties, 

$17,200,000) 

ensuing your first Loan Financing

under a Loan Agreement 
executed on September 11,
1974 (AID Loan No. 
l89-T-o 9o).
 

The proposed irrigation project when executed will bring
forth a 
remarkable increase of food grains production in
Korea. And 
we cannot emphasize 
too much the significande
our joint endeavour ofin corlection with a world-wideproblem and foodan urgent need for the development of our agricul
tural sector.
 

The Government is, now 
seeking consent
Assembly on of our National
the Loan as 
it did with the first loan last
December. 
Further, we 
are well prepared to expedite the
implementation of 
the programs to be promoted under your
First 
Loan Financing, whose accomplishments will surely affect
your consideration of the requested Second Loan.
 

In view of the foregoing, I sincerely hope that you
share with us 
a sense of necessity of the proposed loan. 
Your
proper action in this matter will be appreciated.
 

Sincerely yours,
 

Woong Soo Rhe
 
Director""-


Economic Cooperation Bure"
 

,I
U'.OV 

/0
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CERTIFICATION PURSUANT TO SECTION 611(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. Adr 

Date
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November 27, 1974
 

CHECKLIST OF STATUTORY CRITERIA 
(Irrigation Project)


(Loan Amendment No. 489-T-O90A)
 

The 	following abbreviations are used:
 

FAA 	- Forpign 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.
 

' ,BAUT A1THORITY 

1. 	FAA jl]Y §].O41 §015:

91O6; qlO'/. Is loan being made
 

a. 	for agriculture, rural 
 l.a. Yes.
development or nutrition;
 

b. 	for population planning or 
 l.b. No.

health; 

c. 	for education, public 
 l.c. No.
administration, or human resources 
development ;
 

d. 	to solve economic and social 
 l.d. No.
development problems in fields such astransportation, power, 
industry, urban
development, and export development;
 

e. 
in support of the general 
 l.e. Yes, the loan is
economy of' the recipient country or for
development, programs conducted by 	
supportive of the agricultural
 
economy through increased
private or international organizations. 	 production.
 



COUNTRY PERFORMANCE 

Progress Towards Country Goals 

2. FAA. (7) & 8 2
 

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 E 
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2.A.(l). 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
 
4.5% 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 polic.y and
 
significantly increased rice pricet,

relative to other prices3. Rice
 
prices were increased 23 (n i'/0,
 
35% in 1971 and 25/J 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 w-ill 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 liberal
 
foreign investment law was enacted, and
 
intensive study is being undertaken by
the ROKG of means of expanding capital
markets. An investment center has bjen 



(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
cQllection inprovements 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.
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established, and domestic investme4t
 
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. Kbreals
 
rapid economic development benefits
 
increasingly larger segments of the
 
population.
 

2.A.(4)(a). Korea has wisely

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 so
diverting such resources and is not
 
intervening in other free and
 
independent nations' affairs.
 

2.A.(5). Korean land reform
 
programs have eliminated the large

landholding class and 
 have created alarge number of independent farmers who
 
own their own small farms. The ROKG

has assisted in the establishment of a

number of farm and fishery cooperati-zes

which have been of significant assistance 
to the farm and fishery cormunitiey:.
 

Korea basically has prvatua ,,ntFrprise type economy. AID has a.sis;ted

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. 


(7) Oiherwise responding 

to th(- vital eonnmiu , political, 
and social concerns of its people,
and demonstrating a clear determi-
nation to take effective self-help 
measures, 

B. Are above factors taken 

i4to account in the furnishing of
 
the subject assistance?
 

Treatment of UJ.. (Citiens and Firms. 

, "AA ri., . It'assistance is 
to ie,ovr'nrnt. , i:;t he government 
]i ab[L(I a:; debtor or unconditional 
guarantor on any debt to a U.S. 
citizen for goods or services 
furnished or ordered where (a) such
 
citizen has exhausted available
 
legal remedips and (b) debt is not
 
denied or contested by such govern
mont?
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On October 17, 11)72, 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
 
constitution has since been adopted
 
and martial law lifted on December
 
13, 1972, but. rer trj,(tionf, on
 
political activity and 
 pre;:; f'rredr,rn 
continue.
 

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

2.A.(7). ihe ROK, ha:3 made 
significant progress in its efforts 
to provide a better life for the 
average Korean citizen. The Govern
ment has enf:.uraged the rapid expansion
of small and medium industry, 
stimulated the development of firmer 
credit. union; and fishing coop-ratives
and has helped in many other way:7 
to 
better the lot of it:i perople. Korea 
already has a high literacy rate and 
is c oncernid about extend inj, be4tr 
health care to all it,; perople. 

2.B. Yes.
 

3. No such situation is known
 
to exist.
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4. FIAA 6 20(e)( 1). If assistan.e 

3:3 to 4. No :;ui'i aetion:; aro kia government-, has it (in- to have occurred."huding government agencies orsubdivisions) 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

such citizens or entities?
 

5. FAA 62..)( ). 1isermen1s Protec-tive Act i'). 5. 
Korea has not so seized
If country has seized, 
 or imposed any penalty or sanction.
or imposed any penalty or sanction

against, any U.S. fishing vessel on
account o' its fishing activities in

internati onal waters,
 

a. 
has any deduction required by

Fishermenfs Protective Act been made? 

5.a. Not applicable.
 

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

Relations with ',.2. Government and Other 
Nationr. 

6. YAA 62()(,a. Does recipient 6. No.country furnish assistan-e to Cuba orfail to take appropriate steps toprevent ships 
or aircraft under its
flag from carrying cargoes to 
or from
 
Cuba? 
171. AA 
 O(b). If assistance is to
governmen, a 7. Yes, the required
has the Secretary of State 
 determination has been made.
determined that it is not, controlled bythe international :'ommuist movement? 

8. IAA -I.N(d).Tf assistance is for any productiv, enterprise which will 
8. The loan is not intended
 

for such purposes.
'ompe b, in 1.1he Uni ted 't,at es withUnited St,ae:-, enterpri:;e, is anthere 
agre-.nent by the recipient country
prevent export 

to 
to the United Statesof more than 201. of the enterprisets

annual production during the life of
 
the loan?
 

9. FAA§ 6 20(f. Is recipient country 9. No. a Communist country?
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10. FAA 9620(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 §620(j). Has the country 
 ii. 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 §620(l). 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. FAA 6 20(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? 

14. FAA §(20(q). Is the government 14. No.
of the re,!ipient country in default 
on interest or principal of any A.I.D.
 
loan to the country? 

1.. FAA ,i2O(t). Has the country 15. No.severed diplomatic relations with the
United States? If haveso, they been 
resumed and have new bilateral assistance
 
agreem(n t:s been negotiated and entered
 
into since such resumption?
 

16. FAA 620(u). 
 What is the payment 16. 
 Korea is not a member of
status of the countrys 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?
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17. FAA 9481. Has the government 17. No.
 
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' 1'/0) produced or processed,

in whole or in part, in such country,
 
or transported thrugh such country,

from being sold illegally within
 
the jurisdiction of such country to
 
U.S. Government personnel or their
 
dependents, or from entering the
 
U.S. unlawfully?
 

18. FAA, 1"'/3 §20. If (a) military 18. See Presidential

base is located in recipient country, Determination No. 74-14, made

and was constru,,Ied or is being January 28, 1974.
 
maintained or operated with funds
 
furnished by U.S., and (b) U.S.
 
personnel carry out military operations
 
from such base. has the President
 
deteradned tiat the government of
 
repiion. c(Ountry has authorized
 
regulcr a',e,, to ii.:;, correspondents
 
to :;uh base?
 

1I). FAA .62U(s). What, percentage 19. For 1974, 29.5% of theof country budget is for military budget is for military expenditures,

expenditures? Now much of foreign 
 including an estimated $15 million

exchange resources spent on military 
 of foreign exchange resources for
equipment? 
 How much spent for the military equipment. No money fjr

purchase of sophisticated weapons sophisticated weapons has been
systems? (1Qonsideration of these spent since the statutory

points is to be'oordinated with limitation became effective. 
the Bureau - r Program and Policy
Coordinatilon, Regional Coordinators 
and Military Assistance Staff 
(rac/ri). ) 
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Conditions 
or The Loan
 

General Soundness
 

20. FAA 20L(dL Information and 20. The interest rate is not
conclusion on reasonableness and 

legality (under laws of country 

higher than Korea's applicable
 
and the United States) of lending 

legal rate of interest. Re the

reasonableness of the loan terms,
and relending terms of the loan. 
 see the CAP, Section VI.
 

21. FAA s201(b)(2); s201(e) • 
 21.
information and conclusion on 	
The ROKG has submitted
 

activity's economic and technical 
an application for such funds
 

soundness. containing the requisite assurances.
If loan is not made 
 Re the project's economic and
pursuant to a multilateral plan, 
 technical soundness, see the CAP,
and the amount of the loan exceeds 
 Section IV.
$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. FAA 20(b)(2. Information and 

conclusion on capacity of the country 

22. See the CAP, Section VT.
 
to repay the loan, including reason
ableness of repayment prospects.
 

23. FAA s201(b)(1). Information and 
 23. Financing of this
conclusion on availability of 
 project on terms comparable to
financing from other free-world 

sources, including private sources 	

those proposed for this loan is
believed not to be available from
within the United States. 
 other free-world sources, including
 
private sources within the U.S.


24. FAA s611(a)(1). 
Prior to signing 24. Yes.
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?
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25. FAA :36 11(a)(2). If further 25. No :,wh - egi.1L.i ('II
legislative action is required within is required.
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. FAA s611(e). If loan is for 
 26. The Mission Director

Capital Assistance, and all U.S. 
 has so certified. See Annex D.
 
assistance to project now exceeds $1
 
million, has Mtission Director
 
certified the country's capability

effectively to maintain and utilize
 
the project?
 

Loan's Relationship Ac hievementto of 
Country and Regional Goals
 

27. FAA s207 s13. Extent to 27. The small/medium-scale

which assistance reflects appropriate irrigation systems to he financed

emphasis on; (a) encouraging develop-
 under this loan are directed
 
ment of democratic, economic, 
 specifically toward enabling

political, and social institutions; Korea to better meet its food
(b) self-help in meeting the 
 needs through increased productivity

country's food needs; (c) improving 
 and the arable land base. These
 
availability of trained manpower 
 systems rill be operated and
in the country; (d) programs designed 
 maintained by associations of
 
to meet the country's health needs; 
 farmers (Farm. Land improvement

(e) other important areas of economic, Associations).
 
political, and social development,

including industry; free laoor unions, 
 There is no direct relation to

cooperative:3, and Voluntary Agencies; 
 Items 27.(c)., 27.(d)., 27.(e).,

transportation and communication; and 27.(f).
planning and public administration; 
urban development, and modernization 
of existing laws; or (f) irtegrating 
women into the recipient country's 
national economy.
 

28. FAA 2uY(). Is project susceptible 28. No. 
of execution as part of regional
rroject? If so why is project not so 
executed?
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2k). FAA b20l(b)(4). Information 
 29. T'hIs projecit ],iand conclusion on activity's 
 consistent with Korea,'s overal.l
relationship to, and consistency 
 efforts to increase the growth rate
with, other development activities, 
 of the agriculture sector and
and its contribution to realizable 
 improve the country's ability to
long-range objectives, 
 meet its food needs.
 

30, FAA 201(b)(9). Information and 
 30. The project will
conclusion on whether or not the 
 contribute to the achievement

activity to be financed will contri-
 of self-sustaining growth through
bute to the achievement of self-
 increased food production and
sustaining growth, 
 higher rural incomes.
 

31. FAA §201). Information and 
 31. This project is not
conclusion whether assistance will 
 directed at a regional problem.
 
encourage regional development
 
programs.
 

32. FAA slll. Discuss the extent 
 32. The loan will strengthen
to which the loan will strengthen the 
 the Farm Land Improvement Ajsociations
participation of urban and rural poor 
 which are farmer associations. Due
in their country's development, and 
 to land reform almost all Korean
will assist in the development of 
 farmers are land owners 
and all
cooperatives which will enable and 
 farmers in the project area are
 encourage greater numbers of poor 
 small and relatively poor.

people to help themselves toward a
 
better life.
 

33. FAAs201(f). if this is 
a 
 33. See Items 29. and 30.

project loan, describe how such 
 above.
 
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 34. 
 See Item 32. above.
 
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. 
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35. FAA s281(b. Describe extent 
 35.
to which program recognizes the 

The project recognizes the
 
particular needs, desires, and 

need and desire of small farmers for
 
capacities of the people of the 

increased incomes and improvement

in the quality of life. 
 Also it
country; utilizes the country's


intellectual resources to 	
recognizes the general priority

given to achieving to the extent
encourage institutional development; 
 possible self-sufficiency in the
and supports civic education and
training in skills required for 
domestic production of grains.
 

effective participation in govern-
There will be greater participation

in the Farm Land Improvement
mental and political processes 
 Associations.
 

essential to self-government.
 

"6. F §2oi(b3.
oAA In what ways

does Lhe 

36. See Items 27., 2')., and
ar-tivity give reasonable 
 30. above.
promise of contributing to the

development of economic resources,
 
or to the increase of productive

capac-ities? 

3','. AA( fol(a). Information and 37. There is no direct
conclu ,ions whether loan will relationship between this loan
encourage efforts of the country 
 and the objectives stated in Sec.
to: (a) increase the flow of 
601(a)


international trade; 
of the Foreign Assistance Act, except
(b) foster


private initiative and competi-	
for improving the technical efficiency

of agriculture and strengthening the
tion; (c) encourage development 
 cooperative effort thr:ugh farmer
and us;e of :ooperatives, credit 
 participation in the Farm Land
union:3, and savings And loan 
 Improvement Associations.
assoriation. 
 (d) discourage


monopolistic pract~ces; (e im
prove techn.cal eff iciency of
industry, agrif:ulture and commerce; 
and (f) strengthen free labor
 
unions.
 

38. FAA 
 If assistance is 	 Korea is not a newlyfor newly independont country, 	
38. 

independent nation.
i-; it furnis!;,ed through multi
lateral organizati-ons or plans
to the maximum extent. appropriate? 

Loan'sEffect on I..and A.I.D. 
Program 

39. FAA 20(b)(6) Information 
 39.
and conclusion on possible effects 
The loan should result in
 

of loan on U.S. economy, with special 
up to 72,000 metric tons of additional

rice production per year. 
This will 



reference to areas of substantial 

labor surplus, and extent to which 

U.S. commodities and assistance are 

furnished in a manner consistent 

with improving the U.S. balance of 

payments position. 


40. FAA 6202(a). Total amount of 

money under loan which is going 

directly to private enterprise, is 

"oing to intermediate credit 

institutions 
or other borrowers 

for use by private enterprise, is 

being used to finance Lmports from
 
private sources, or is otherwise being
 
used to finance procurements from
 
private sources.
 

41. FAA 6ol(b). Information and 

conclusion on how the loan will 

encourage U.S. private trade and 

investment abroad and how it will 

encourage private U.S. participation
 
in foreign assistance programs
 
(including use of private trade
 
channels and the services of U.S.
 
private enterprise).
 

42. FAA 960l(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?
 

43. FAA §602. Information and 

conclusion whether U.S. small 

business will participate equitably 
in the furnishing of goods and service 
financed by the loan. 
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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.S. goods and services.
 

40. All of the loan will be
 
used to finance the procurem-t
 
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 engineering
 
services to complete this project,

the components of which have already
 
been designed.
 

43. Not applicable to the
 
Special Letter of Credit procedure
 
being utilized.
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44. FAA 9620(h). Will the loan 44. No. 
promote or assist the foreign
 
aid projects or activities of the
 
Communist-Bloc countries?
 
45. FAA 621. 
If Technical Assistance 
 45. No portion of the
is financed by the loan, information 
 project involves the financing
and conclusion whether such assistance 
 of technical 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 suitable, are not
 
competitive with private enterprise,

aind 
can be made available without

undue interference with domestic
 
programs.
 

Loan Co:npliance with Specific

Requirements
 

46. FAA llO(a); _208(e). In what 
manner 46. The loan agreement sohas or will the recipient 
 provides and the planned
country provide assurances that it 
 administrative arrangements will
will provide at least 25% 
of the 
 assure it.
costs of the program, project, or
 
activity with respect to which the
 
Loan is to be made?
 

47. FAA§112. Will loan be used to 
 47. No.
finance police training or related
 
program in recipient country?
 

48. FAA 114. Will loan be used to 
 48. No.
pay for performance of abortions or
 
to motivate or coerce persons to
 
practice abortions?
 

49. !AA 20l(b). Is the c3untry 49. Yes.among the 20 countries in which
 
development loan funds may be
 
used to make loans in this fiscal
 
year?
 



50. FA. 
 Is iterest 

rate of loan at least 2% per annum

during grace period and at least
 
3% per annum thereafter?
 

51. FAA 2Ol(f). If this is a
project loan, what provisions have

been made for appropriate participation 

by the recipient countryls private 

enterprise?
 

52. FAA 6 04(a). 
 Will all commodity
procurement financed under the loan 

be from the United States except

as otherwise determined by the
 
President?
 
53. FAA 604(b). What provision is

made to prevent financing commodity 

procurement in bulk at prices higher

than adjusted U.S. market price?
 
54. 
 FAA 60d). If 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. FAA ,604(e). 
 If offihore 

procurement 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. FAA 6o4f). If loan finances 

a commodity import program, will 

arrangements be made for supplier

certifica+,ion 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 procurement

will be limited to Korea and the
 
U.S.
 

53. No part of this loan will

be used for bulk commodity procure
ment. 

54. 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.
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57. FAA §608(a). Information on 
 57. U.S. Government excess
measures to be taken to utilize 

U.S. Government excess personal 

property is not appropriate for
 
use in the activity to be financed
property in lieu of the procurement 
 hereunder.
 

of new items.
 

58. FAA B611(b; App. sl0l. If 
 58. Yes.

loan finances water or water
related land resource construction
 
project or program, is there a
 
benefit-cost computation made,

insofar as practicable, in
 
accordance with the procedures
 
set forth in the Memorandum of the
 
President dated May 15, 1962?
 

6
59. FAA 11(c). If contracts for 
 59. All construction
construction are to be financed 
 contracts were let on a
what provision will be made that 
 competitive basis.
they be let on a competitive basis to
 
maximum extent practicable?
 

60. FAA s6112(b> s636(h). Describe 
 60. Korea is not an
steps taken to assure that, to the 
 excess currency country. 
Local
maximum extent possible, the country 
 costs in excess of 25% will
is contributing local currencies to 
 be contributed by Korea.
meet the cost of contractual and
 
other servicers, 
and foreign currencies
 
owned by the United States are
 
utilized to meet the cost of
 
contractual and other services?
 

61. App. L313. Will any of loan 

funds be u.;ed 

61. 
Korea is not an excess
to acquire currency of 
 currency country.
recipient country from non-U.S.
 
Treasury sources when excess 
currency

of that country is on deposit in U.S.
 
Treasury?
 

62. FAA 612(d). 
 Does the United 
 62. No.
States own excess foreign currency and,

if so, what arrangements have been made
 
for its release?
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63. FAA s620(g). What provision is there 
 63. The loan agreetmentagainst use of subject assistance to 
 stipulates that only eligible
compensate owners for expropriated or 
 commodities and services can
nationalized property? 
 be financed under the loan.
 
64. FAA s620(k). If construction of 
 64. No.
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 65. No.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. sl03. 
 Will any loan funds be 
 66 No.

used to pay pensions, etc., for
 
military personnel?
 

67. App. slO5. 
 If loan is for capital 67. 
 To the extent Section
project, is there provision for A.I.D. 
 105 is applicable the contracts
approval of all contractors and 
 and contractors will be approved,
contract terms? 

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. App.slO. 
Will any loan funds 
 68. No.
be used to pay UN assessmrents?
 

69. 
 App. slO8. Compliance with 69.
regulations on employment of U.S. and 
Compliance will be


assured through approval of the
local personnel. 
 (A.I.D. Regulation 7). 
 ROKG's contracting rules and
 
procedures.
 

70. App. sllO. 
 Will any of loan funds 70. No.
be used to carry out provisions of FAA
 
S209(d)?
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71. AR. s14. 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. MLA s901. b 
FAA s640C. 


(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 fund:; 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?
 

74. Section 30 
and J1 of PL 9,-189
tFAA of i973). Will any part of theloan 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 7 of PL9-189 (FAA of
] 1; App. s. 111. Will any part
of this loan be used to aid or

assist generally or in the reconstruc
tion of North 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.
 

74. No. 

75. No. 
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76. App. sl12. Will any of the 
funds appropriated or local currencies 
generated as a result of AID assistance 
be used for support of police or 
prison constructicon and administration 
in South Vietnam or for support of 
police training of South Vietnamese? 

76. No. 

7'7. App. s604. Will any of the funds 
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? 

77. No. 
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A.I.D. Loan No. 489-T-090A 
Project No. 489-ZZ-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 Aathorization for A. I. 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 ($6, 500, 000) to a 
total amount not to exceed Twenty- :Three Million Seven 
Hundred Thousand Dollars ($n, 700, 000). 

b. 	 The loan increase shall 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 
Authorizaion, signed May 31, 1974. 

Adminis trator 

Date 


