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SUMMARY AND RECOMMENDATIONS 

IINCIASSI FIW 

A III /lJ.C/JI·l()~,!) 

Novemher 21, 1974 

1. Borrower/Beneficiary - The Government of the Republic of 
the Philippines (GOP) will be the borrower. The executing 
agencies will be (a) the Department of Local Government and 
Conmunity Development (DLGCD)/Provincial Development Assist
ance Project (PDAP) and (b) the fourteen to twenty-two prov
inces in which the project will be implemented. 

2. Amount of Loan - $15.0 Million. 

3. Terms - Repa~uent within 40 years, including a ten year 
grace period; interest at 2% annually during the grace period, 
and 3% thereafter. 

4. Purpose - To assist the GOP in its efforts to imprnvp the 
economic and social conditions in the rural areas hy provfdinK 
all-weather roads capable of transporting agriculturp inputs, 
products and other goods, and by providing a more effective 
means of conununications between the rural areas and access to 
medical,recreational and educational facilities. 

5. Project Description - The project consist of the improve
ment/construction of rural roads and bridges in the provinces. 
It is estimated that under this project not less than 750 kilo
mete::s of rural roads and 21~OO linear meters of bridges will be 
improved/constructed in 14-22 participating provinces over a 
period of 3 years. 

6. Project Costs and Financing Arrangement - TIle project will 
originRlly be financed by the provinces themselves by means of 
se~f-generated or local bank loan..dfunds. Upon completion of the 
ide'ntifiable segments of road to agreed upon plans (sub-projects) 
the DLGCD will reimburse the provinces an amount not to exceed 
75% of the previously agreed project cost estimate from funds 
provided by the Central Government from Presidential Discretion
ary Funds which will be generated from a percentage of the· annual 
Bureau of Internal Revenue collections. The U.S. will in turn 
reimburse the GOP (not to exceed 75% of the original project 
cost estimate) by ~eans of a dollar credit in a Special Letter 
of Credit (SLC) in a U.S. bank. The GOP may utilize the SLC for 
U.S. purchases. 
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Based upon the estimates provided by the proposed 14 
participating provinces, this project permits qualified prov
inces to execute four times as much local road and bridge 
work as they could perform with their own resources. And it 
is a net add-on to road work otherwise possible as it does 
not drbin off pesos from the fixed stock of national budget 
resuurces allocated for Department of Public Highways project. 

7. Ocher Source of Financiua - While other donors are con
tributing to various road projects in the Philippines (IBRD, 
ADB, Japanese, Australian), they are directing their efforts 
primarily to major national highway projects. The total 
length or amount of rural roads in need of improvement/cOI.struc
tiGn greatly ne~ds the t~tal funds currently avallablp for this 
purpose, and in particular exceeds the local cost financing 
ability of the Philip~ine Treasury. 

8. Export-Import Bank Clearance - Received. 

9. Country Team Views - The Country Team recommends approval 
of this loan. 

10. Issues - None. 

11. StlltutOL-Y ChecklJ.U - All statutory criteria have been 
satisfied. 

12. RC'conunendation - Authorization of II loan to the Repui.>1ic 
of the Philippines to reimburse the GOP for not to exceed 7S of 
the cost of the project set forth in the draft authorization 
attached. 

~: 
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SECTION I - THE PROJECT N:>vember 21, 1974 

A. Project Description: 

1. Goal and Purposes 

The goal of this project is to stimulate development uf 
the rural areas of the Philippines which have the self-help 
capacity to administer rural road construction.. Improved 
roads will achieve this goal by improving all public and 
private services dependent upon transportation and in parti
cular by stimulating agricultural production by reducing 
transportation cost facilitating the movement of agricul
ture outputs to the market place. The areas chosen fol.· 
impleaeatation of the project are essentially agricultural 
areas. The first fourteen provinces in this project produce 
37 and 26 percent of the total Philippine rice and corn 
output respectively. (See Annex III). 

The specific purpose of the project is to increase the 
income of small farmers by increasing his agricultural out
puts and to improve his living conditions by making him more 
accessible to governmental and private sector institutions 
and facilities, particularly health, education, recreation 
and ~ocial agencies. The Project selection criteria des
cribed in Sections I A 3 (latetl precludes the possibility of 
this project financing rural roads for the benefit of large 
farms, such as sugar cane plantations. 

2. Size and Costs 

It is estimated that a $15 million loan (U.S. $- P6.66 
therefore $15 million = PlOO million) will be sufficient to 
re~nburse the GOP for up to but nct more than 75% of total 
cost for the improvement/construction of approximately 750 
kilometers of roads and 2400 linear meters of bridges. De
tailo of what items constitute the total project cost alld 
which items are designated as eligible for loan reimbursement 
are ~iven in Section II 0, Disbursement Procedures. 

Depending upon the design standard, as justified by the 
technical soundness appraisal and economic analYSiS, it is 
estimated that the cost per kilometer of road predominantly 
will be in the range of ~O,OOO to ~70,OOO. Hard surfacing 
may be justified for a few high density (heavily travelled) 
roads at a cost of up to '250,OOO/kilometer. The total 
cost per linear meter of bridge construction will be in the 
range of '3000 to P15,OOO depending upon the design and type 
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of material (timber or concrete) used in construction. 
While the mix of road to bridges may vary as sub-projects 
are accepted for project implementation, funds will be 
tentatively allocated to each province as 'shown in Table 
III. The planned allocation of funds is based upon (1) 
past pertonnanc~ of provinces in implementing the 1972 
flood rehabilitation project and the SIP and (2) in consideration 
of the individual province's ability to initially finance 
the project and cover counter-part cost. The total project cost in 
pesos is estimated at P 135 million with PIOO million equivalent to 
be reimbursed by the loan. The provinces will provide the approx
imstely P35 million. 

The total loan funds will be disbursed over a maximunl 
three year period. 

Table I 

ROADS - REIMBURSABLE COST ilOOO's) - KILOMETERS 

Standard Year - 1 Year 2 

Ii x KM • x KM 

Improved Grave 1 40 x 98 = 3920 44x 113 = 4972 
New Gravel 70 x 86 == 6020 17x 109 = 8393 
DBST 120 x 26 - 3120 132 x 33 == 4356 
Asphalt or Cemen,t 

Cone. 250 x 10 ... 1iQ.Q 275 x 13 :I 3575 

Totals '" Ii 15,560 ~21,296 

Table II 

BRIDGES - REIMBURSABLE COSTS <'OOO's) METERS 

Concrete 
Timber 

Totals = 

Year - 1 Year - 2 

ilX KM , x LM 

15 x 500 = 7500 18 x 600 • 10,800 
3 x 150 = 450 3.5 x 200 == 700 

iI 7950 iI 11 ,500 

Year 3 

, x KM 

48 x 139 ... 6672 
85 x 132 :011,220 

145 x 41 = 5,945 

303 x 15 = 4.545 

il28,382 

Year - 3 

li x LM 

21.6Ox 700=15,120 
4 x 250= 1,000 

iI 16,1.20 
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Road costs were escalated at l~' per year. Bridge 
costs were escalated at a higher rate of 20% per year 
because of the larger component of both domestic and 
imported commodities (i.e., steel, cement and lumber) used 
in construction and which have shown a greater inflation
ary rate vis·a-vip labor costs. 

The quantities of roads and bridges have been increased 
each year to provide for participation in the proj~ct of 
four additional provinces each year. 

3. Selection Criteria 

To qualify for financial assistance under this pro~ect a 
province must: 

(a) have been in the PDAP program for at least two years, 
which is considered the minimum period necessary tc develop 
the management and engineering capability necessary to pro
perly implement the construction program. 

(b) have a provincial development staff capable of 
conducting economic type/criteria studies for sub-project 
planning, selection and evaluation. 

(c) have a Capital Improvement Program (see Annex IV). 

(d) have a Road Network Program (see Annex IV). 

(e) have a functional Materials Testing Laboratory. 

(f) have a Provincial Engineer's Office qualified to 
handle all aspects of construction including de
sign, contracting and implementation. 

(g) have a functional Provincial Equipment Pool with a 
deadline rate of less than 25%. 

(h) have prepared a Provincial Socia/-Economic Profile 
which includes the Agriculture Sector (see Annex IV). 

Further, for a particular road segment to qualify for 
financing under this project it must: 

(a) Contribute to the increased agricultural production 
of its influ'ence area. 



4 

(b) Serve areas where the existing or p tanned use 
of the area is predominantly agricultural or in 
support of small or mediwn .cale industries, 
agro business, or commerce. The main benefi
ciaries of the sub-project should be small farmers, 
i.e., those operating farms with individual areas 
of less than three hectares. Sub-projects must 
average at least ten farms of less than three 
hectares within its influence area per kilometer 
of l~ngth. In the case of the opening up of new 
areas, planned occupancy must comply with the 
above. 

(c) Not lead to a dead-end or to impassable roads at 
both enda; 

(d) Lead to or connect to a road network th.lt leads to 
a poblacion (rural urban center, market place); 

(e) Meet these preliminary engineering criteria' 

i) Roads should link on at least one end to a 
road of equal quality to the nearest market 
town or poblacion. (It will be assumed that 
national roads are higher quality.) 

ii) Structures should ~ot be of higher quality 
than the minimum provincial structure between 
the project site and the nearest market town 
or pohlacion folloWing the normal traffic 
route between the two locations. 

DLGCD. will certify that each province and each sub-pro
ject meets the criteria listed above before authorizing a 
province to undertake preparation of final plans and specifi
cations. The DLGCD will contract with local A & E firms 
which will ~rovirie independent monitoring of the design and 
construction as well ati provide a certification, for purposes 
of reimbursement, that work was c0mpleted as agreed. 

4. gli8ible rrovinces and Tentative Reimbursable Amounts 

The following Table III lists the provinces proposed for 
participation in the project and the tentative reimbursable 
amounts proposed for eabh of the three years of the project. 
The tentative allocations arc based upon the ability of the 
provinces to originally fund their respective projects and. 
provide counterpart funding and the capability of the province 
to implement the project by their performance to date under the 
rDAr program. 



5 

TABLE III 

TENTATIIE ESTIMATE 

FIXED COST REIMBURSABLE FOR COMPLETED PROJECTS 
('Million) f 

PROVINCE FY 76 F'i77 FY 78 TOTAL 

La Union .1.0 '1.0 '1.0 , 3.0 
Pangasinan '2.0 2.0 2.5 6.5 
Zamba1es 1.0 1.5 1.5 4.0 
Bataan 1.0 1.5 1.5 4.0 
PdJllpanga 3.0 3,0 4.0 10.0 
Bulacan 3.0 l.O 4.0 10.0 
Batangas 1.0 1.5 2.0 4.5 
Camarines Sur 1,0 2.0 2.0 . .5 •. Q ... .. ' .-.... ~ --- *' "-"- "1 ~ 0·.--- -. -_ ... ; 

.-__ Albay. * 1.0 
SorSOEon * 1.0 '1~0 2.0 
Mindoro Oriental 1.0 1.0 1.0 3.0 
Aklan * * 1.0 1.0 
Capiz * 1.0 1.0 2.0 
Antique * 1.0 1.0 2.0 
Iloilo 2.0 3.0 4.0 9.0 
Samar * * 1.0 1.0 
Misamis Oriental 2.0 2.5 2.5 7.0 
Agusan Norte * * 1.0 1.0 
Lanao Sur * 1.0 1.0 2.0 
So. Cotabato 2.5 3.0 3.5 9.0 
Davao (Norte) 2.5 3.0 3.5 9.0 
Palawau 1.0 1.5 1.5 4.0 

Total 1124.0 1133.5 1142.5 11100.0 
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i.e., SY8t"."ltic Programming of Rural Economic and Agri
cultural Development. This was a very succesful program 
and in 1968 it WRG expanded into the provincial develop
ment pro~ram AS it nietl todAY. At that time, the GOP 
.createt! the Provincial Devfllopment AS8ifltftnct! l'ruj"ct 
(PDAP) and attAched it to the NaUonnl Economlc COIIJIC II 
(NEC) , the predecessor agency of the Natjonn1 Economic 
and Development Authori ty (NEDA). In December 1972 PDAP 
was transferred to the Office of the Office of the Execu
ti?e Secretary of the Pres:dent. It is now planned to 
phase PDAP into the Department of Local Government and 
Community Development (DLGCD). The DLGCD is a relatively 
new government department responsible for improving and 
strengthening of operations of local government and com
mu.nity development. Its main objecC:fve is to accelerate 
national and local gover.nment participation in the social 
and economic development of the nation. This history of 
U~AT.D's assistance to provincial development reflects 
the importance placed upon such assistance by the GOP. 
The PDAP/USAID ~fforts in provincial development ~eccived 
widespread GOP attention with the implementation of the 
very successful flood rehabilitation p~ogram in eleven 
provinces following the devastating July/August 1972 floods. 
Eight of the eleven provinces were PDAP provinces. Under 
the flood rehabilitation program approximately $11 mil!ion 
have been obligated and reimbursed to the provinces through 
the cost reimbursement procedures. The flood rehabilitation 
program has provided USAID and the GOP a solid base of 
experience whiGh will be utilized in impLementing this pro
ject. Currently the PDAP/USAID covers twenty-two provinces 
and is focused upon activities designed to develop and 
institutionalize the capabilitie~ of the provinces in the 
areas of planning, fiscal management and infrastructure 
development. Through the infusion of technical assistance, 
training, finances and equipment, fourteen of the twenty-two 
PDAP provinces have already attained the capability to imple
ment rural road projects and the other eight provinces will 
qualify ;l.n time to partici)<J.te in this three year project. 
(See Annexes VII, VIII and IX). 

This project developed out of the decision by the GOP 
to initiate a rural roads program. Based upon current level 
of development and experience in the PDAP provinces, it was 
proposed that PDAP and the provinces would be the vehicles for 
implementing this project. Provinces outside of PDAP do not 
have the planning and engineering capabilities to implement 
such a project without considerable inputs of these elements. 
The discussions within the GOP and between the GOP and USAID 
resulted in a formal loan application from the Office of the 
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5. Goverr1rmnt Contribution to Rural Ibads i?rogram 

As noted in Section!, the government has prograrmed 2'),000 kIn 
of rural r.oads in the current four-year plan. To sustain such 
a program there will need to be a substantial transfer of re
sources from the central governI'OOIlt to the provinces both. for 
construction and rraintenance. 

'lbe rot' has already taken a rrajor step in this direction with the 
p3Ssage of Presidential Decree Nc. 17, arrending the Philippines 
Higl"May Act of 1953. 

This decree provides for, am:mg other th:i.n;rs, increasing the avail
ability of rraintenance funds by allocating 82% of the Highway 
Maintenance FUnd (HSF) to national and provincial roads. 

under this revised act, the provincial governrrents, citip..s and 
IlUlIucipalities will receive a direct annual ma.i:ntenan:e contribution per 
kilareter of roads and on a continuous basis. 'Ibis action is 
prd:>ably m:>re irnportant in the long run than central governnent 
t..ransfers for new construction. Without sucll assistance, the 
provincial road network would likely pose a rapidly expanding 
budget drain on the local areas and presage a return to the 
progressive deterioration of the provincial roads. 

In the proposed project the central governrrent will be contributing 
an estimated $504,000 per year for rraintenance of. the roads con
structed. '.fuis equates to $10.1 milliun over the estimated 20 year 
life of these roads. 

In addition to the naintenance contribution, the proposed loan is 
the first tiIre the OOP has borrcwed externally for, and directly 
transferred to the provincial gOVerIlIl'el1.ts a substantial block of 
resources for rural roads. M:lst notably in this case, this transfer 
of funds is for projects inlplernented by the provincial governrrents. 

Since these furrls will be transferred to the provinces on a grant 
basis, the ce.'1tral goverTJIrent will be shouldering 75 percent of 
the cost of the roads and corresp:mdingly the foreign exchange 
risks and debt service obligations. The grant transfer t'ather 
than a loan to the provinces approach practiced in other countries) 
makes sense in the Philippine context.as the provinces will not 
be able to assUIre a najor debt sezvice payment cbligation to the 
central governm:mt. 

http:context.as
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Increased taxes and other revenue resulting fran road improVEl'l'lents 
will accrue to the provincial. coffers and facilitate an expanded 
joint central gov~t/provincial funded PrOOram in the future. 
Plovinces with greater financing capabilities will prc:bably have 
to shouldat" a larger percentage of costs in future prograrrs, 
thereby providing a skewing of central governm:mt contributions 
to the lCMer incx:cre provinces. 

In addition to the above aspects, the cf'-ntral cpvernrrent is ex
pected tu frclce a direct budgetal:y contribution of 17.0 million 
to the project to finance consulting engineering services. 

B. Project Background 

1. USArO Involvement with PDAP and Origin of the Pro1ect 

In 1966-67 USAID provided assistance to two prOVinces, 
Laguna and Tarlac under a program called "Operation Spread", 
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EKecutive Secretary of the President to AID on September q, 
1974. The text of the loan application is part of this CAP, 
Annex III. 

2. Pro,ject Review Paper (PRP) 

The PRP for this project was sent to AID/Won August 29, 
1974. Due to the reorganization of the Agency 0.:-• ...:. its 
attending difficulties, the PRP was not reviewed and approval 
to prepare a Project Paper given until November 1, 1974. How
ever, from an informal review and through an :-xchange of 
correspondence between the Mission and AID/Won the project, 
the issues that were antici~'ated to be raised in a formal 
review were discussed and addressed in the preliminary pre
paration of this Project Paper prior to approval. 

The review 01' the PRP raised three main points. The first 
was a question of the support being given to the project by 
the ~OP, second was on the criteria for selection of reads to 
be developed, and thirdly on who are the beneficiaries. The 
project committee felt that the project paper prepared in the 
Mission was sufficiently far eLough along in addressing these 
issues that it was possible to immediately prepare a final 
draft of the paper for consideration. 

C. Pro1ect Justification 

1. Place of the' Project in the GOP Development Program 

lbe following is a statement by the GOP National Economic 
and Development Authority relating to the GOP Development 
Program: 

"The 4-Year Development Plan spells out the over .. all 
development objectives of the economy, namely: (1) maKi
mum feasible economic growth, (2) maximum la.Jor force 
utilization, (3) more equitable distribl4tion of income 
and wealth, (4) regional development and industriali7.a
tion, and (5) promotion of social development. The Plan 
also broadly indicates that to realize these objectives 
government efforts and resources shall be directed to
wards the implementation of priority projects which are 
iargely supportive of the productive sectors with great
er stress laid on the agricultural sector. 

"Transportation) which serve3 as the pip.eline that 
interlinks all the activities necessary to achieve the 
planned objectives has been slated to respond and provide 
the necessary support particularly in the following 
aspects: 

"a. mobilization of production inputs, especially agri
cultural such as fertilizer, seeds, extension serv
ice, etc.; 
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"b. transportation of products to markets, storage, 
and population commercial and industrial centers; 
and 

"c. facilitation of the carrying ou t of vi tal governmenta 1 
social services. 

'~espite substantial additions and improvements 
made recently to the highway network, its present kilo
meterage of.dabout 75,000 remains deficient in both its 
geometric and structural standards and its length. Its 
present length represents only 0.37 kilometer per 100 
hectares of arable lands as compared with the accepted 
standard of 1.00 kilometer per 100 hectares or a deficiency 
of about 125,000 kilometers. Significantly, the shortage 
is in the rural roads which link production areas with 
markets, storage, processing cent(>'rs and/or mai.n road. 
This has been recognized as one of the bottlenecks in the 
government's drive to intensify agro-industrial develop
ment that contribute to low per capita income even in 
areas possessing rich resource potentials." 

The 4-Year Infrastructure Program 

"In the 4-Year Infrastructure Program whic h is incor
porated in the 4-Year (FY 1974-FY 1977) Development Plan 
of the Government, the transportation sector has been 
given the highest percentage allocation of investment 
(36%) with highways receiving the biggest share. 

"Of tipecial concern are the constru.::tion/improvement/ 
rehabilitation of rural roads mostly feeder roads aggre
gating not less than 23.000 kilometers. These are the 
farm-to-market roads and other minor roads that would link 
these rural roads to existing and/or on-going highways, 
ports and airports. 

"While some of these rural roads are components of 
Integrated Area Development Projects and others are inte
gral parts of special agricultural or industrial projects, 
some are or will be interconnected with inter-regional 
and regional trunklines linking major population, process
ing and production centers. 
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Contribution to Ecoaomic Growth 
j 

liAs vital links between production areas and market 
centers, the feeder road system provides the opportunity 
t·) uplift rural incomes and achieve self suffiCiency in 
food production. Faster and wider distribution of agri
cultural and industr~l inputs and products is facilita
ted, thus serving as incentives to increased production 
and greater market orientation of thp ~ral population. 
In the face of worldwide food and raw material short
ages, the feeuer roads assume a mo~p significant part 
in the overall strategy to increase food production and 
combat inflation by minimizing the friction in the flow 
of goods between production and consumption points. 

Greater Employment Opportunities 

"The labor intensive nature of the construction of 
rural road~ affords the expansion of employment oppor
tunities in the rural arens, thus reducing unemployment 
and underemployment of the rural labor force. The multi
plier effects are readily seen not only from the stand
point of augmented incomes but also from the standpoint 
of a r.lore equitable distribution of income. 

Income Redistribution 

" ThE: rurAl road program is also in line with the 
income redistributive objective of the Four-Year Develop
ment Plan. Government exp~nditures on feeder roads would 
tend to benefit directly th~ dpressed rural areas thus 
redistributing wealth OV2r a wider population base. As 
more barrios and municipalities are tied by stretches of 
feeder roads, living stan~erds of the rural population 
are upgraded. 

Rp.gional Development 

"The current stress on regional development seeks to 
spread the benefits of economic growth over a broader 
geographical area. By interlacing the countryside With 
rural roads, linkages between population centers are 
created facilitating the flow of goods and people, in
creasing rural incomes, and r'~inforcing the regional 
development efforts of the country. 

?romotion of Social Welfare 

"Finally the rural road r.etwork up lifts the social 
7eJ.fare of the rural folks. Services like health, nutri-
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tion. education, etc. are provided more readily. Doctors 
and nurses ~y reach even the re~otest barrio. Teachers 
and family planners may educate the people in all aspects 
of citi~enship training and population control thus en
hancing the social welfare of the people. 

"As one of the conduits by which the [ruitR of econo
mic progress may filter down to the greater mass of the 
people, the rural road program is a signifir.ant ingre
dient to the achievement of national developllent goals." 
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2. Relationship to Agrarian peform 

There are approximately one million rice and corn tenant farmers
 
in the Philippines tilling 1.8 million hectares of land. This is in
 
addition to approximately 600,000 oner-tillers who are farming less
 
than 2 hectares each.
 

In October 1972, the Cbvermlent of the Philippines initiated an
 
Agrarian Reform program which would transform the nation's rice and
 
corn tenants into amortizing owners. These tenant farmers till an
 
average of about 1.8 hectares. After making their share payments,
 
they are left with little more grain than is required to feed their
 
families until the next harvest.
 

The Philippine Agrarian Reform program is designed to do more
 
than transform tenants into' owners of the land they till. It seeks
 
to provide these farmers with a support system to move them beyond
 
subsistence. It is therefore a development program for small farmers
 
rather than simply a land transfer program. The support system
 
being developed is to provide farmers with production credit, exten
sion services and access to inputs and markets.
 

The GOP land distribution program has been carried out in stages,
 
beginning with estates esceeding 100 hectares. The program was then
 
expanded to cover estates in the 50-100 hectares category and the 24
 
to 50 hectare category.
 

Progress was exceptional in the first year of the program with 
almost 15 percent of rice and corn tenants reported to have been 
made program beneficiaries. Progress in the second year was less 
impressive with less than an additional three percent of the tenqnts bene
fitting. The Government attributes the slow-down mainly to the 
emergence of resistance on the part of middle class landlords who 
are now subject to the reform effort as smaller hectarages have been 
brought under the program. Though this may be a major reason, it is 
also prbable that the program tried to Tiove too rapidly in the first 
and second years. Efforts have been delayed while bureaucratic and 
paper work bottlenecks of the first year have had to be unblocked. 
Significant progress has been made in developing more effective 
bureaucratic procedures and foreign observers feel that the delays
will have been overcome by year's end. 

More importantly perhaps, President Marcos is expected to re
affirm the will of the governument to carry out this program. It is 
anticipated he will: (a) authorize the program to proceed from the 
24-7 hectare level; (b) authorize the publication of program imple
menting regulations which have been designed to effectively deal 
with problems which slowed the program in the second year, and (c)
will seek to overcome landlord opposition to the program by author
izing more liberal landlord cipensation terms. 



As stated above, the GDP intended the program to not be simply 
a land transfer program but that it be a program of small farmer 
development. Progress in developing a small farmer support system 
tailored to the needs of program beneficiaries has been very good. 
Non-collateral, small farmer loans have increased tenfold since the 
program's initiation and yw exceed one-half billion Pesos. Credit 
is currently limited only by the capabilities of lending institutions 
to handle loans and not a shortage of funds. The government has 
developed a four-year Rbiral Bank Development Program which would, 
among other things, increase the number of rural banks by 50% (to 
a total of 1,000 institutions) and upgrade existing bank management 
capabilities to enable them to manage larger portfolios. The program 
seeks to make the rural banking system capable of meeting virtLually 
all credit needs of the nation's small farmers within five years. 

Progress in the farmer organization, the Samahang Nayon Program,
which will. form the &ase for an effective small farmer cooperative 
system, has also been exceptional. Almost 500,000 prospective land 
reform beneficiaries have been organized into barrio associations 
and have had over one year of training in such subjects as agricultural
production, use of credit, cooperative principals, etc. Tlese farmers 
will graduate from this comprehensive 64 week course by the end of 
December 1974, and will be encouraged to form themselves into multi
municipality marketing cooperatives. The government has, in the 
meantime, recruited and trained a cadre of professional cooperative 
managers to operate the prospective marketing cooperatives. 

The farmer associations, although rit yeat eligible to form them
selves into cooperative, have assisted the banking carmunity in loan 
distribution and collection, and assisted in the distribution of the 
farm inputs and a sal'la of produce for marketing. 

As part of this program, the governmnt has increased the number 
of agricultural extension agents to over four thousand. All have 
agricultural degrees and most have now been trained in the production 
of high yielding rice or corn varieties. 

In addition to these services, the government has begun developing 
plans to see that program beneficiaries have access to irrigation 
and roads. All projections of costs of the agrarian reform program 
have included estimates of the cost of such new infrastructure and 
have identified this as an area where foreign assistance would be 
sought. The rural roads project presented here is being incorporated 
as an integral part of the overall Agrarian Reform Project. 
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In each participating province of this project, the Provincial 
Development Staff (PDS) will have primary responsibility for the 

preparation of an Annual Implementation Plan (AIP). In their 
forthe provincial planning staff, they are responsiblecapacity as 

all local programs with the national activities in theircoordinating 
particular provinces. 

Agrarian Reform is a high priority program of the GOP that has 

goals with the rural roads program. The PBS, as a matter same ccnmon 
of course, closely coordinates provincial programs with the needs of 

the Agrarian Reform effort in their province. This local planning 
to serve the

element permaits the maximum utilization of rural inputs 


needs of the small farmers benefitting from the Agrarian Reform program.
 

of this government initiative.successR-ral roads are one key to the 
can not supervise.Banks do not provide loans to farmers whom they 

cannot spare the time required to visit isolated
Extension workers 

Where roads do not exist, fertilizer must be brought to the
barrios. 
farm on inefficient draft-animal sleds and production surpluses 

the economic margins of
brought to the market the same way. Thus, 
the farmer are squeezed between both increased input costs and increased 

marketing costs. 

loan will support the Agrarian Reform program,
Uiile the proposed The

it will benefit all small farmers whether tenant or owner. 
to risks than those with roads.susceptibleisolated farmer is more 


Vnere roads exist, farmers have the option of machine tilling,
 
Without such access, planting may be delayed

threshing and drying. 
and crops harvested in rainy weather may deteriote before they can be 

processed. 

the isolated farmer has little incentive to produce crops
Finally, 

can consume. His isolation gives
or animals beyond what his family 
him no access to marketing information and thus, he proceeds to the 

offered
market ignorant of prices and is forced to either take what is 

over the road
or face the alternative of carrying his cacmdity back 

less fields to his farm.
 

In short, the small farmer beneficiary who has access to roads 
to develop his enterprise into

holds one of the crucial keys needed 

something more than subsistence activity. The beneficiary without
 

to face the prospect of a hand-to-mouth
such access must continue 
existence.
 



3. Place of the Project in the tSAID Country Program 

The Philippine Government has recently re-examined its development program and plans and determined to continue to assign firstpriority to projects that are directly supportive of food productionand distribution efforts. Such proje"ts are aimed both at increasingsmall farmer rice and corn productivity through the application of
improved production inputs and extension services and at assuring
increased benefits 
to the farmer by enabling him to move his productionto market on a more timely and cheaper basis. At present the two-waytraffic of goods and services required to implement this small farmercentered strategy is severly inhibited by the inadequacy of the transport systen available to the small farmer. Accordingly, the GOP hasdeternined that secondary and rural roads directly supportive of thefood production and distribution programs aimed at benefitting thesmall rice and corn producers should be pushed forward. 

USAID has focused its development efforts on the rural poor,seeking to overcae the problems associat d with rural poverty througha mati-project approach. The core of the program is USAID'sProvincial Development Assistance Project (PDAP) which seeks to developthe capacity of local governments to plan, obtain resources for, and
inplement development projects. Participating provinces have demonstrated their capacity to undertake development projects in the flood
rehabilitation program and later; GDP/USAID supported programs. Theyhave, as detailed elsewhere in this paper, the key role in implementing
the rural roads program.
 

The Provincial Development Assistance Project ismented by and supportive of most other USAID programs. 
supple-

The relationshipof the Provincial Developnt Assistance Project and other
mission programs and the interrelationship of the rural roads project

is as follws:
 

FamilyPlanning
 

The USAID supported family planning prc_-ram has moved rapidly over
the past eight years. It 
 has been highly successful inmost urbanareas but less effective in most rural areas. In provinces where theprogram has been made a key part of the local Development Project
(PDAD) (e.g. Laguna and Cogayan de Oro), however, the program has also
proven to be effective in rural areas. 
A limiting factor of theprogram, however, is access. Obviously, program participants nust beable to get to medical personnel and contraceptive supplies.roads will give large nunbers of the poor 
New 

access to the benefits of
this program. 



Nutrition 

As with family planning, effective nutrition programs have been moze 
the urban than the rural areas. Again, whereeasily established in 

have been linked to the Local Development Project (PDAP)the program accessthey have prospered. Here again
(e.g., Cotabato and Lagunal, 

ran
has been a limiting factor of the program. Now rural roads 

significantly contribute to overcoming this problem. 
Small Famer Incce and Production _ _2ject and Ararian Reform Project 

The quality of both of these programs in any given province is directly 

related to the support provided by local government units. The 

central government has been willing to delegate responsibility for 
in both crop productionprogram implementation to local governmnts 

and land reform when local governments have demonstrated the capa

bility to manage them. Both programTseek to improve the lot of the 

small fanrer through the development of improved support systems. A 

limiting factor, as detailed elsewhere, is access. To increase income, 
to market this production.

farmers must increase production and be able 

Farmers without roads are generally denied the opportunity to increase 
to neither inputs nor markets.incomes because they have access 

Aquaclture 

to increase protein availability through large
This project seeks 

for ponds are, generallyponds. Land suitablescale fish production in 
the potential

in other kinds of agricultural production,
wasteland. As 

Roads are needed to bring in 
of this project is limited by access. 

equipment to construct, operate and maintain ponds, and to 
necessary 
provide access to markets. 

Bicol River Basin Development Project 

the most ambitious of the local development efforts, seeks 
This project, 
to bring about the integrated developm-ent of a river basin. It incor

porates all of the mission projects listed above as well as flood 

and other activities. Road construction was determined by
control 
joint GOP/AID feasibility team to be the first priority in carrying 

Every aspect of the program was found to 
out the development plan. 

limited by the problem of access. Priority needs will be met under
be 
this rural roads project while the development of a comprehensive
 

to
 
road project while the development of a compehensive road network 

meet full project needs will be included in a separate loan package 

for an integrated development effort. 
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Rural Electrifiti on 

An integral part of the local development effort is rural 
electrification. As the national electrification effort expands, 
rural dwellers will be brought more readily in the mainstream 
ecormic life of the pounory. Electric power encourages the develop
ment of agro-industrial activities and cottage and small-scale 
industries. Irrigation can be brought within the means of small 
farmers through the use of electric pumping in small-scale irrigation 
projects. However, this development has less meaning and impact 
without a road network. Indeed it is delayed or does not take place 
without roads. 

Ioads provide an entry for electric power as the electri distri
bution right-of-way generally follows the road. Construction and 
maintenance are made easier as they provide ready access to the lines. 
Electric power iust be accompanied by roads if meaningful development 
is to take place and productive enterprise encouraged. Production 
without access to markets is futile. 
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SECTION II 
 PROJECT ANALYSIS
 

A. Borrower and Implementing Agency
 

1. Borrower
 

The Republic of the Philippines will be the Borrower of
this Loan. The GOP will provide the DLGCD with the peso

resources required for DLGCD's portion of the project cost
from what is called Discretionary Funds. The Discretionary

Funds is provided by Presidential Decree - 144 which states
that 5 precent of total resources collected by the Bureau of

Internal Revenue will be used at the discretion of the
 
President. The same Presidential Decree provides that the
provinces set aside 20 percent of their revenue cellections

for development projects. 
 This is one source of funds that

will be used to cover the provinces' portion of the project
 
costs.
 

2. Implementing Agency
 

The GOP will implement the project through the Department

of Local Government and Community Development. As stated
earlier USAID has been working since 1968 with the Provincial
 
Development Assistance Project staff. 
The PDAP organization

with a complement of thirty professional employees who are

primarily specialists in the fields of planning, finance and

engineering will be phased into the DLGCD. 
A professional

economist has been detailed from DLGCD to PDAP to assist in
the training of the provincial staffs in the sub-project

economic justification methodology. 
Eight of the fourteen

provincial staffs have proven their capabilities on the

Flood Rehabilitation Program and six on 
the Special Infrastructure Program (see Annex IV). 
 The fourteen provinces

have a combined total of 173 graduate engineers and will be
 
augmented by the PDAP staff.
 

3. Sub-Project Administrative Procedure
 

Over the years of working with PDAP and the provinces,

USAID has devoted considerable effort to institutionalizing

the planning, financing and implementation of.projects.

Through these efforts detailed administrative forms and pro
cedures have been developed. These have now been in 
use for

several years and have proven to be useful in providing the
methodology as well as adequate control, reports and evaluation. These procedures are further detailed in Section II D.4,
 

Implementation. The Administrative Procedures are contained
 
in a comprehensive manual. 
 The manual covers all the details
 
necessary to implement the Rural Road Project consistent
 
with AID goals and objectives. However, the manual is too
 
lengthy to be included as part of this CAP, but is available
 
for review in EA/CD.
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B. Beneficiaries 

One of the major problems in attempting to evaluate the potential 
beneficiaries of any program in the rural areas of the Philippines 
is the comparative lack of statistical information on these areas.
 
This is particular y true as it applies to the distribution of
 
income and wealth and patterns of loan use in agriculature and 
the rural areas generally. Our concern in this regard is supported
 
by the extensive International Labor Organization report "Sharing in
 
Development, A Program of Employment, Equity and Growth for the
 
Philippines" and by the recent IBRD economic team in its efforts to
 
provide analysis in this area.
 

A general breakdown of the distribution of the "rural poor" (in this
 
case the lower 40 percent income bracket) was completed by the recent
 
IBRD economic team. The tabular summary of this analysis is shown
 
on the following page by Region. A location map showing the
 
provincial composition of each region is also included.
 

The bottom 40 percent of F.lipino families receive approximately
 
12 percent of the national :;ncome and include 15 million people. 12
 
million of these people resioe in rural areas with the majority
 
living in farm households. In comparison, the top five percent of the
 
population received 25 percent of the income.
 

As indicated in the tables, income levels and related incidence of
 
poverty vary considerably throughout the Philippines. Ilocos, Cagayan
 
Valley, Bicol and the Eastern Visayas are high in the incidence of
 
poverty. Southern Tagalog, Eastern Visayas and Southwest Mindanao
 
stand out in terms of absolute numbers. The Central Luzon area, while
 
high in median income, nevertheless has a high incidence of rural poor

(28./0%in the lower 40%) and accounts for 12.5% of the rural families 
in this income bracket.
 

In selecting the provinces to be included in the proposed program, the
 
GOP and USAID have had to balance the factors of distribution and
 
incidence of poverty against other key project criteria, e.g. (a) 
provincial government competence and available equipment pools; (b) 
association with agricultural land - particularly rice and corn farmers; 
(c) the related nationwide focus of the agrarian reform program which 
this project partially supports; and (d) other supporting government 
programs which enhance the prospect that the roads constructed will 
in fact support an integrated GOP effort rather than an isolated 
activity.
 

The rural road project proposed herein will be implemented in eight
 
of the ten regions of the Philippines in which reside approximately
 
85 percent of the 40 percent target population. Approximately 25
 
percent of the 12 million rural poor included in the bottom 40 percent 
are located in the twenty-two provinces included in the proposed
 
program.
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Regional Population Distribution, Family Income
 
and Distribution of the Bottom 4O Percent in 1l71
 

1971 Distribution of Bottom 40., 
Population Family Income (Pesos) 
 of Families

Region (mid-year) No. 	of
 
People

(million) % Mean Median C/B ()_(Millions) % D/A
A B C 	 D 

Philippines - Total 37.92 100.0 
 3736 2454 65.7 15.17 100.0 40.0
 

Northern Luzon 
 3.39 8.9 2890 1741 60.2 1.87 12.4 55.2 

Ilocos 	 1.87 3299
4.9 1813 55.0 0.98 6.5 52.4
 
Cagayan Valley 1.52 2390 69.1
4.0 1652 0.89 5.9 '58.6
 

Central Luzon 
 6.68 .17.6 4895 
 3556 72.7 1.61 10.6 24.1
 

City of Manila 1.40 3.7 7785 5202 66.8 
 0.10 0,6 7.1
 
Central Luzon 5.28 13.9 4127 
 3119 75.6 1.51 10.0 28.6
 

Southern Luzon 10.16 3868 68.1
26.8 2634 3.81 25.0 37.5 

Southern Tagalog/ 7.12 18.8 4332 2960 68.3 2.25 14.7 31.6

Bicol 3.04 2784
8.0 1874 67.3 1.56 10.3 51.3
 

Visayas 
 9.38 24.8 2818 1930 68.5 4.68 30.9 49.9
 

Westcrn Visayas 3.86 10.2 3206 2332 72.7 1.50 9.9 38.9
 
Eastern Visayas 
 5.52 14.6 2548 1651 64.8 3.18 21.0 57.6
 

8.31 21.9 3332 2411 71.. 3.20 2i 3 5 

NE Mindanao 
 3.14 8.3 3062 2186 71.4 1.36 9.0 43.3
 
SW Mindanao 5.17 13.6 
 3577 2549 71.3 1.84 12.1 35.6
 

Source: (a) Population by interpolating 1970 Census data.
 

(b) 	 Mi*nres, Tito A. and I. C. Belarmino, "Some Notes on the Source:, 
of Income Disparities among Philippines Families," Journal of 
Philippine Statistics, Vol. 24, No. 4, 14i-h quarter 1973, P :'.- xxij


(c) Distribution of bottom 40 percent of farrilies based on mission 
calculations using the 1971 
household Income-expenditure
 
survey data.
 

/a Includes part of the Greater Manila Area. 
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Mitigating factors have precluded implementing the project in
 
certain areas. The Cagayan Valley and Southwestern Mindanao have 
been excluded for reasons of peace and order. Combined, these two 
areas include approximately 14 percent of the bottom 40 percent.
To assure that benefits of road development reach rural poor farmers 
and not large landowners, the project will not be implemented in 
the large sugar plantation areas. This will exclude another 
approximately 6 percent of the rural poor, most of whom are landless 
agriculture laborers and not farmers (tenant or owner). 

The criteria for road selection include a requirement that any road
 
to be developed must have an average of ten farms of three hectares 
or less within its influence area per kilometer. This will encompass 
many of those who are included in the bottom 40 percent of the 
income scale.
 

As discussed throughout this paper, a key objective of this project
 
is the institutional development objective of developing local
 
government capability to implement programs on a sustained basis 
over the long-term period required to eventually reach the rural poor 
at large. ompletion of the proposed programs in the selected
 
provinces will provide the base for expepled activity in each of 
these prorvinces - by the provincial governiments themselves and with a 
substantially improved opportunity for the rural population themselves 
to influence project selection. In the long term, sucha focus on the 
institutional base is the only meaningful strategy for 
eventually reaching the target beneficiaries. In the same context 
experience in the target provinces will provide a base from which 
these programs can be expanded to new provinces - thereby extending

benefits to those areas currently excluded from this project.
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C. Role of Women
 

Women in the Philippines are deeply involved in (;)I'
development efforts and the rural road. 11rogr101j ih! M) x
ception. Of the 22 provinces that will partlcipat,o In thi:; 
program, two have women governors and three havf om(nii Vic,-
Governors. Women hold elected positions as Provincial Board
 
Members in many of the other participating provinces. Like
wise, nearly every participating province has one or more
 
women serving as elected Municipal Mayors.
 

About 10% of the engineers in the Provincial Engineer's
 
Offices are women. In one province (Misamis Oriental), a
 
woman is Chief of the Plans and Programs Division as is her
 
chief assistant. In Pampanga, a female engineer is in charge
 
of the quality control laboratory. It is anticipated that
 
more women engineers will be employed by the participating
 
provinces in order to meet the additional engineering work
 
load that will be required to successfully implement the
 
rural roads program.
 

Women also play a particularly important role in the pro
vincial planning activities since they represent approximately
 
25% of the total employees assigned to the Provincial Develop
ment Staffs (PDS is the planning staff) of the 22 participating
 
provinces. A woman holds the position as Chief Planner (Pro
vincial Development Coordinator) in one of these provinces.
 



D. Engineering Analysis
 

1. General Description of the Project
 

The Project consists of the construction or improvement
 
of rural road networks linking farms to market areas. 
 The
 
AID loan will support this rural road program which will be
administered by the qualifying provinces through the direc
tion of the DLGCD. The Program provides financing for many
 
separate rural road links, each to be designated as a sub
project which satisfies the established technical and econo
mic eligibility standards. Selection criteria have been
 
adopted which will assure that each specific rural road sub
projects will be related directly to agricultural production
 
or a related agro-industrial output or socio-economic benefit.
 
The road systems of the Philippines are divided into three
 
categories based upon maintenance responsibilities: 1) National
 
Highways, 2) Provincial Roads and 3) Municipal Roads. 
 It is
 
the Provincial roads that are included in this project.
 
The Municipality is a rural area subdivision of the Provinep
 
and the Provincial-Municipal relation is 
similar to a
 
county-township relationship in the U.S.
 

A majo
rity of the sub-project roads will be farm to market roads
 
serving agricultural land development areas with a limited
 
number of secondary roads included for improvement in cases
 
where they are necessary to obtain satisfactory road links
 
between farm areas and marketing outlets. The work will in
clude the construction of roads in new rural 
land development
 
area and the reconstruction, reconditioning 
or improvement of
 
existing roads. Drainage structures, culverts, bridges and
 
ancillary structures will be included. 
 The specific kilometer
age of each category and grade of road Eo be 
constructed or
 
improved is dependent up on final selection of the sub-pro
jects. With P135,000,000 ($20,000,000) of project funds
 
available, it is 
estimated that approximately 750 kilometers
 
of roads and 2400 linear meters of bridges will be constructed/
 
improved under the Project.
 

2. 
Place of the AID Project within the Country Road Program
 

The importance placed by 
the GOP on transportation is
 
reflected by the magnitude of activities currently underway
 
with a number of donors.
 

Ongoing foreign-assisted major highway projects as 
of
 
June 30, 1974 are the Pan-Philippine Highway (Phil) project

with a programmed length of 1,480 kilometers; International
 
Bank for Rehabilitation and Development (IBRD) Loan Projects,
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2,700 Kms.; Asian Development Bank (ADB) assisted projects,
 
570 Kms.; and the Japanese Conmmodity Loan Projects, 280 Kms.
 
for a total programmed length of 5,030 Kms at an estimated
 
cost of 3 Billion Pesos of which 590,000,000 Pesos has been
 
spent as of the end of Fiscal Year 1973-74.
 

Work on the roads, bridges and other structures of the
 
Pan-Philippine Highway was 47.6 per cent completed as of
 
June 30, 1974.
 

Under IBRD-assisted projects, work on the following pro
ject is in progress: Digos-Cotabato Road, Manila North
 
Expressway, Manila North Road (Malinta-Rosarlo Section),
 
Manila East Road (Taytay-Sta. Cruz-Calamba Road), Olongapo-

San Fernando-Gapan Road. Sto. Tomas-Batangas Road, Las Pinas-

Tagaytay Road, Pnd the Tarlac-Lingayen Road.
 

Feasibility studies, of which 50 percent have been com
pleted, are going on for the following projects under the
 
third IBRD package: Tiwi-Tabaco-Legaspi Road, Bacolod-Villa
 
Hermosa Road, Bacolod-Kabancalan Road, Negros-Cross Island
 
Road, Iloilo-Roxas City Road, Cebu-San Remigio Road, Talisay-.
 
Toledo Road, Sayre-Highway (Bukidnon), Digos-General Santos
 
Road and several feeder roads. The projects total 1,748 kilo
meters.
 

The ADB-assisted projects are the Cotabato-Gen. Santos
 
Road, iligan-Cagayan de Oro-Butuan City Road, Tarlac-Sta.
 
RosaRoad, and the Polloc Port access road. Total programmed
 
length: 565 Kms. including bridges.
 

The Japanese commodity loan road projects, total 280 kms.
 
(including Bridges), include the Layac-Limay-Mariveles Road,
 
Cavinti-Caliraya-Lumban Loo Road, Carmen-Dapecol-Mahay-Panabo
 
Pier Road, Davao-Calinan-Bukidnon Road, Marikina-Infanta Road,
 
Agoo-Tubao-Tuba-Baguio City Road and the Lamut-Banawe Road.
 

A majority of the above foreign financed road projects
 
are arterial roads and nearly all are in the national highway
 
system.
 

This proposed AID Project will not include any national
 
roads and, therefore, there should be no duplication of efforts
 
or overlapping with other foreign donors. This project will
 
include only provincial and roads necessary to complete fan
 
to market linkages.
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3. 
Preliminary Technical Considerations
 

Based upon their individual Road Network Development

Plans, the 14 Provinces to be Included in 
the first year

of Project implementation have a total road Inventory of
18,510 kilometers of combined provincial and wunfreipal
roads. 
A copy of these plans are available for Innpection

with EA/CD. The total kilometerage within each province

varies considerably from a high in the Province of Pangasinan

of 3,068 kilometers to 
a low in the Province of Bataan of
 
251 kilometers. More than 85% 
of these roads are gravel or
 
unsurfaced roads of which more 
than half are in poor to bad
 
condition and will meet the basic criteria for sub-project
 
areas of agricultural land which are accessible only by cart
 
track or bridle path. During the long monsoon season, mid-

June to mid-October, none of the unsurfaced roads can be
 
considered suitable for vehicular traffic.
 

With such a vastnumber of possible sub-projects, it will 
be necessary tofirst rank-order the sub-projects for inclu
sion in the "Annual Implementation Plan" (AIP). Samples of
AIPs are available for inspection with EA/CD. From this 
selected list, sub-projects which are estimated to cost more
 
than p30O,OOO ($45,000) will be subjected to a feasibility

stud',. 
 The limit of $30,000 is a judgmental figure intended
 
to represent a lower limit below which the cost of doing do
tailed economic studies becomes an increasingly large portion
of sub-project cost and is not justified 
as a safeguard

against inclusion;,of a few improvements falling below the 
pre-set economic guidelines. These smai Ler sub-projectn may

have an apparent very high B/C ratio; 1,owever, as a cont:rol,

approval of all sub-projects not having an economic analysis

will be justified by DLGCD as to reasonableness before i:
clusion into the construction program. An example of such 
a case would be where there is 2 rcad serving a large agri
cultural area which is in fair condition except for one short
section, perhaps even only a box culvert, subject to periodic
flooding during much of the rainy season. 
 For tis case,

the influence area 
is large and would require considerable
 
time and effort to fully develop the benefit data 
to justify
 
a small expenditure for improvements. However, in all
 
cases, sub-project selection criteria stated in Section I.A.3
 
shall apply.
 



4. Implementation Plan
 

The responsibility for the identification and selection
of potential road projects rest solely with the Province.
 
However, the Province must:
 

a. 
 Have prepared a Road Network Development Plan (RNDP)

listing projects in priority order required to develop the

road network of the province to meet transportation needs.
 

b. 
Annually list potential sub-projects in a Five-Year Capital

Improvement Program (CIP) that indicates the development

needs of the Province over the immediate five year period.
 

c. 
 Submit an Annual Implementation Program (ALP) con
sisting of the first year requirements of the CIP to DLGCD

and 
to the NEDA Regional Development Council (RDC), 
res
pectively, for their approval.
 

d. Appropriate in 
the annual action budget necessary

funds required to implement the AlP as approved by DLGCD.
 

e. 
 Prepare detailed road and bridge plans, specifica
tions and cost estimates for the sub-projects.
 

f. Submit plans., specifications, cost estimates and if
 
the preliminary estimate indicates a sub-project cost greater

than P200,000 ($30,000), an economic study will be prepared

in accordance with methodology given in Section II.C.
 

g. Construct the roads and bridges according 
to plans
and specifications as approved by DLGCD and concurred in by
 
USAID.
 

h. DLGCD will:
 

(1) 
Reserve funds needed for reimbursement to the
 
Provinces.
 

(2) Employ an A&E firm to 
review and monitor prov
inces work on sub-projects and certify completion

according 
to plans and specifications.
 

(3) Reimburse Province for satisfactorily completed

work according to agreed upon amount as 
based on
 
previously approved cost estimates.
 

(4) Establish and maintain a complete set 
of files

and records in accordance with the provisions of
 
administrative procedure.
 



(5) Upon request in writing provide USAID all
 
documentation specified in Paragraphs a through g
 
for their review and approval prior to commencement
 
of construction work by the Province.
 

5. Design Standards
 

The "Highway Construction Guidelines for Provincial
 
Engineering Offices" has been prepared by PDAP and adopted

recently by 
the Provincial Engineers Association of the
 
Philippines as a first step in standardizing design and
 
construction of highway work in all 72 provinces of the
 
Philippines. A copy of this document is with EA/CD for
 
inspection. It is anticipated that all eligible PDAP prov
inces will have officially adopted these guidelines before
 
implementation of this Project. 
 This will not only standard
ize the design features of roads and bridges but also the
 
preparation of plans and estimates for projects.
 

Virtually all of the roads constructed/improved under
 
this Project will fall within the design categories for annual
 
average daily traffic count (ADT) below 400. 
Design standards
 
for these categories are given in Table IV below.
 

All materials used in construction and methods of 
cons
truction will meet the Standard Specifications for Highways

and Bridges of the Department of Public Highways. These
 
standard specifications were adopted from and are 
similar
 
in detail and quality to those of the U.S. Bureau of Public
 
Roads. All roads proposed for inclusion in the Project will
 
be subjected to an appraisal of technical soundness and for
 
those sub-projects with a preliminary cost estimate greater

than $30,000 an economic analysis as illustrated in Annex XI
 
of this CAP will be prepared, it is anticipated that most
 
of the road sections will be gravel :-urfacing based on a
 
10-year projected sub-project life. Where a more permanent 
surfacing of asphaltic or portland cement concrete 
is indicated,
 
the economic analysis will utilize a 20-year project life.
 

As a general rule, all roads will consist of two lanes
 
having a total pavement width of 5 Lo 6 meters with 
I to l
meter shoulders widths. The roadways will consist of common 
borrow, selected borrow sub-based course, and aggregate base 
course designed and compacted to suppors a 10 ton axle load. 
For roads below 100 ADT the aggregate base course will serve 



as the surface of Double Bituralnous Surface Treatment or
Macadam will be added when justified. It is anticipated

that in a few cases an asphaltic or Portland Cement Concrete
 
surface course may be justified because of higher traffic
 
density, environmental or other technical needs.
 

Drainage will be provided by means of side ditches to
gether with reinforced concrete pipe culverts, box culverts
or bridges as required to acoommodate cross drainage. 
Al
though specific site conditions may dictate some variation,

generally where spans are more than 6 meters 
in length,

reinforced concrete deck girder (RCDG) bridges will be used

for spans tip to 18 meters in length. Spans of less than 6
 
meters will generally be accommodated with the use of box or

pipe culverts. Normally, bridges will be designed for H-15
 
loading and will have a clear roadway width of not 
less than

6.7 meters; however, design for H-20 loading criteria may be

justified in specific areas where abnormally heavy truck
 
traffic is prevalent or projected.
 



(x) DESIGN SPEID (KPH)
 
FLAT TOPOGRAPHY 

ROLLING TOPOGRAPHY 

MOUNTAINOUS " 


MINIMUM RADIUS KM) 
FLAT TOPOGRAPHY 


ROLLING TOPOGRAPHY 

MOUNTAINOUS " 

MAXIMUM GRADIENT (7I 
FLAT TOPOGRAPHY 
ROLLING TOPOGRAPHY 
MOUNTAINOUS " 

NON-PASSING SIGHT DIST. KM) 
FLAT TOPOGRAPHY 
ROLLING TOPOGRAPHY 
MOUTAINOUS " 

SUPERELEVATION 
WIDTH OF PAVEMENT (M) 

WIDTH OF SHOULDERS (M) 

WIDTH OF ROADBED AM) 


TYPE OF SURFACING 

WIDTH OF RIGHT-OF-WAY (_ 
RURAL 

1-,EV BRIDGES 

CLEAR I'TD.TH (,) 

DSICN ROAD 

VERTICAL CLEARdC:E (H), 


..__ _ _ _ MINIMUM 

BELOW 100 

Minimum Desirable 


50 60 

40 50 

30 40 


80 120 


50 80 

50 50 


'_
 
4 3 

6 5 

6 6 


60 80 

50 60 


,40 50 


MAYEX 

5.0 6,0 

1.0 1.5 

7°0 8.5 

GRAVEL 

15 15 

......
 
6.1 

H-15 ",-I5

f .3 1 4.3 

DESIGN STANDARDS 
AhNUAL AVERAGE DAILY TRAFFIC VOLUME 
100 to 400 401 to 1000 1000 to 2000 

Minimum Desirab.e Minimum Desirable Minimum Desirable 

60 
 70 70 80 70 90 
50 60 60 60 60 70 
40 50 40 50 60 60 

120 
 170 170 220 170 290
 
80 120 120 170 120 170
 
50 80 50 120 80 120
 

3 3 3 3 3 3
 
5 5 5 5 5 5
 
6 6 6 6 6 6
 

......
 
80 90 90 110 90 130
 
60 
 80 80 90 80 90
 
50 60 50 80 60 80
 

- 0.10 M/M. WIDTH OF ROADWAY: E .O04V7/R 
6.0 6.1 6.1 66.7 .7 6.7 
1.5 1.5 2.5 3.0 3.0 3.0 
8,5 9.1 11.1 11.1 12.7 12.7 

BITUMIN'OUS PORTL-4.AD CEMENT PORTLAND CEMENT 
SURFACE OR 
 OR
 

TREAT,ENT BIT. CONCRETE 
 BIT. CONCRETE
 

15 20 30 60 60 60 

61 -7.2 9. 11.1 12.7 12.7 
'-- H1 H- H-20 11-20 H-20 H-20 
.3 L.3 4.3 4.3 4.5 
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6. Equipment
 

The 14 participating PDAP provinces will start the project
with a combined total equipment inventory of 1,352 pieces,
most.
of which were acquired through the USG Excess Property
Program. 
The original Acquisition cost of this equipment 
is
more than $13 
million. 
The lEOs have demonstrated, during the
past two years, that this equipment level, when combined with
labor intensive construction methods, is 
sufficient 
to achieve
the construction production rate required for successful 
completion of the Project. It is 
recognized that additional equipment 
inputs will enhance the Provincial construction capabilities
and that it also will be necessary to periodically replace worn
out equipment. 
 Funding for additional and replacement equipment

is planned for by the Province in its CIP.
 

For current provincial equipment inventories see Annex V.
 

For planned provincial equipment acquisition see Annex VI.
 

7. Maintenance Capability and Funding
 

The Provincial Engineer's Office (PEO) is responsible for
the care and maintenance of all designated provincial roads.
The capabilities of the PEOs 
in program management, construction
and maintenance had been greatly enhanced since 1968 under the
PDAP/USAID program of excess property allocations and training
programs 
in operation and maintenance of equipment and 
in all
phases of engineering management, project selection, design,
cost 
estimation, contract administration and force account
construction. 
The PDAP/USAID program will continue to support
and upgrade The PEOs with training programs in engineering

management, equipment pool management and with additional
equipment to be made available under the USG excess property
program. 
PEO road and bridge maintenance capabilities are
considered adequate and are 
expected to improve during the life
 
of the Project.
 

Prior to the Decentralization Act of 1967 
(R.A. 5185) the
care and maintenance of all roads and highways in the Philippires
was 
under the exclusive jurisdiction of the Department of Public
Highways (DPH). 
 The act provided for creation of the PEOs and
made 
the province responsible for care and maintenance of local
(provincial) roads while DPH retained jurisdiction over the

national highway system.
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The basic project implementation agreement between DLGCD

and each implementing province will contain a provision which

requires that any road segment 
included In any sub-project

under this Project shall be incorporated into the provincial
road system and that the province covenants to take all action
 
necessary to provide funds for, and insure, the adequate

maintenance of said road segment.
 

In the past the provinces had some difficulties in finding

sufficient funds to adequately maintain their roads. 
 This
problem may have becn jolved when Republic Act 917 was amended
by Presidential Dc.c:ees No. 17, 
130 and 320 to specifically

provide for 
an average basic cost per kilometer for National
Highways and further states that the Provinces shall receive
 
an amount equal to fifty percent (50%) of the current basic
national cost per kilometer 
 for each kilometer of provincialroad recommended by the Provincial Governor and accepted by
the Commissioner of Public Highways to be 
 part of the Provincial 
system. 

The Act also states that in order to qualify for the
national aid for nmintenance the Provinces shall 
be required
to submit an annual maintenance program for the entire network 
of roads under their jurisdiction for approval by the
Commissioner of Public Highways and 
to provide a certification

that counterpart road and bridge maintenance funds have beenappro-ria ted iby the Provirce in the amount of one-half of theNational aid (i.e., 25% of the avrage hasic per kilometer 
unit maintenance cost for national highways).
 

The current basic unit cost for maintenance of National
Highways used as 
thc. basis for computing national aid is
I,'500.00 por kilometer. Kamsax-Berger, the present general

consultant of the DPH, 
 under IBRD financing,has recommended
 
an increase in the basic cost 
for maintenance to P6,500.00
 
per kilon.ater Of which has been 
 anuroved by thp nPN h,,r 4a 
still pending with the Commission on Audit. GOP.
 

Maintenance Practices
 

Eacti PEO maintenance division is headed by a senior
 
engineer who is assisted by junior engineers, foremen, and
employs work gangs 
led by capataz (sub-foreman) for each
category of maintenance work (such as asphalt patching,

bridge repair, drainage repair, etc.). 
 These work gangs

are supported by equipment from the Equipment Pool.

basic equipment normally assigned to the Maintenance 

The
 

http:P6,500.00
http:I,'500.00


Division consist of: l-Jesp for inspection, 2-service 

trucks to transnort men, materials, hand tools; and such 

other maintenance equipment as dump trucks, roadgraders, 
cranes, etc., which are assigned as needed depending on the 

work items to be performed and the work schedule. 

The labor requirement for maintenance normally runs to 

about 50-70% of the total maintenance cost with a maintenance 
gang of eight unskilled laborers generally being used for
 

every road section of not more than 20 kilometers length. In
 

addition to this, skilled workers such as masons and carpenters
 

are moved from sub-project to sub-project as their skills are 
needed.
 

TUe PEOs have sufficient personnel and equipment to meet 
the r,--.uirement of normel activities in both maintenance and 

constraction. W'aere a program such as the Flood Rehabilitation 
Program calls for a heavier work load, the use oi private
 

contractors or suppliers have proved very t.uccessful in accelerat

i.g production tithout the need foc acquiring additional equip-. 
mcnL which may',ie idlie during periods of normal operation. 
Private contractozi nzave also been used effectively and econ,

mically to provide equipment inputs not available in the
 

Provincia 1. Equipment Inventory or to meet deadlines including 
tile threat of monsoor 3easons, etc. 

For roadi sections near the Equipment Pool and/or PEO 
Compound, equipment and personnel are assigned on a daily 
basis. However, for areas beyond 30 kilometers from the PEO 

Compound, ecuipment and personnel are generally asrigned on 

per-manent basis Aith personnel being given incentives in the 

;orw -ied alicwancas, Supervision is accomplished by 
periodic inspection (scheduled and unscheduled) on the progress 
of -i-e o 'k. In case:- where un.skiiled labor can do the work, 
casual laborers are hired at the job-site in order to economize 
on cost of transportation and other inciden.tal expenses, and 

to ,)rovide emolument and employn.-ent opportunities for local 
labor forces. 

Minitenance normaily h-ias priority over new construction in 
the nssipjimcnt of equipment, especially during the period 
before, during and if-mediately after the monsoon season. The 

priority is altered during the dry season when construction 
activity is at its peak. 
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,8;- Appraisal of Technical ;Soundness' 

a. Labor
 

Unkled~aor La availabl locally inabundant 
Pumb ers in -eachi oft the 'participating .provinices.- Te proVincial, 
goe rnments-use-labor intensiV teu n metbods as-a
 means of alleviating unemplo'yment~i'h ua 'a and 'omrr
bines.'6ch methodw a ithe r aral
are
~ble costs anu workratea.e 

The_-a~~rii labiliy of Philippine skilled lbr uhaequipm~ent operator mechariics;i steel 4 worker's, welders,,etc.
2 

s4'2u surveyos and prjet engineers, 
+++ +:+.+++++++!+,
+¢~ a
:national. enginieering aiid constructiorga s for wor
 

assignments. th roughout Siouth and: Southeast, Aoica., .,To the 
pr nIt o,rese m main in an adequate

wuz~u.~1uLza~~Pojctjwi lrave-,to Compt with~dicclerated construction in other, fields'-with, regard. to wagesr and~
womkii~'onditiona" tomaiiiinth'r faVortable''manpower,,pbsi 121j>

t~h.Contiing~ to, provid rinig, ,courses, in equipmient
operation anid maintenalnce. 'will'assist, ,in mananng naeut 

sul,o' sc -ersonel. 

Paragraph~6 of this egn riganalysis discussestheconstruction equipment availablelithitheF.PEOS. This' will
beupleented by local
.+++++++ . ... contractor-owned equipment for s'ore
.......
 +++4++++ 'L+ '' 4+','+ co .ctork~ Ais+ 

i" Lavailablefrom theDeartt
 
4 ment, of Publjic Highways through anF equipment rental agreement.'


USAID will continue to assist'ir obtaining as much'u-sable

~equipment "as can be' made aailable from"'the USG excess 'pro'%~ ~ 
perty program. 

"''<r'-
 4
 
~~c. D sign 

, >~,
4
 

s +++Standards+ +. for, design and 4construction,,ofboth-I 66hica and no-tchi ++'++ the roads~a work-rdeedre++++forcup~en~e+ co st+++++++have been-4a'reed to-by GOP, (both 'nationalan' icapable++
ofimedatlyimle
c 'roosdt
+++ menting ths r
engineeringstafs
 

capable-of ifed ns seima tfes oniddoed
 

ib During~the'proseu i mprftee'prgram~is proe d projecuil-u
 



w u an-loss t 
tra ning 

fo maptge oor, techrnca 
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The'' LGCD,wi 1 utilize' we~*xsting PDAP t rai~ed4 
staf o ntengineers 'to as Asisand montor the arko 

n 'a peEshases o -p o ec preparat onDLGCDalso awill' o c wit aAoa rmt 

-nsectionser:viesas we -as certify ig sub-i -j-tcompletionfo 
the Project. This, is siilar; thesrces b 

~OICC/Parsons 'for USAID dur~ing the execu tion~of' the'Ftood. 

d. 
nogram. 

naMaterials n 

cs, - w l -p ojt or,/,;ii! 

Noseca maeral prblm are expected 'to arise
during executio n of, the Proje&ct-, Aggregatemteil 
burdanl rnavailaoblein all provinces ands each Province has 

s'ubmitted lantpAggregate Plan which is available with EA/CD~
for 'i ton cuese- -ceeae osupindrn 

7 

j7W service :'Prdviliibyli 

Sprice foll~wing th&Kloil, pric squeeze' 'cement ,reinfo~rcing 
steel and asphalt %rices esaat~n somre' ite ''ebam"a 
scarce; however,- theK local production capacity ha's 'eturned 
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e. Access and, Right-6f -waY 

e gram nd' te inf aat 

SSince the Projecti,.ons ists primarily, of ipoig 
Kexisting 'roads and cart- trails, sufficient-accessK',for 

corct insould be available. '"This 'asmto 16 bse 
uponexpriece'aine dutngtheFlood Rehabilitatio n 

-SIP Prograrm where right.of way acquisition, in rural areasA'did'not'present a problem,'l 'o 4' .~~ 
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.Bridges' 

A. 

SPublic 
The PDAP Provinces have adopted. theDepartment of 
Blighwysstandard brdesprsrcue designs~ 

~A ,'. 

up to-'A~'" meer anpetesd oceegr so 
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thsprga"gnr ll ilb sadr modular,,span ~ 
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TA DPH--A1, ha agedtie r engineers and structural drafts
me rmitsrgoa office 'bridge design divisions 'can be 
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stutr nvsiain brid e'design rprain ao 
deaie plans and specificationsS Tes6 s'ervices woul b 

nK, TA,"'d be 

4 ',,~ ', '4o q, 
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i g Weather Effects on Cons tr-uct ion , 

varies
r o~m ihto moderate during th~e six to seven months 
~ of dry~ season ~fromoandmoderate to~heavy during a five~month 
moso esn Onie totowe eid fcontinuous rain~ 
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evening~ thiunderstorms Roadwy construction becomesin 
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~(29. Cost Estimates k 

,Firmn estimatesiofLCOStS for each sub-project. wikl, ~b
 
base onsurveys~ad6 inern sgofhindv
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Sroads following an appraisal of,,,technical sound ess and a 
.economic 
 analysis. These estimateswil 'bepreparedby the 
PtOs,and transmittedlioUDLCDwhere they wi 11 be'-reviewed by,£
th~needn;. dmnsra 
eProcedures. 
USAID reserves theright to eiw~n aprve-any-s~b-projectu: .' 

estimated over $100,000 prior to notice1 to'commence work. 

While the, quantity. of the variouls~itens of6nstruction 
included in each project will vary with~terrain and~with the,
,degree of improvement required, tbte uniit- costs of-ihe6se items ~~ 
are relatively constant., 1, vr i css were 1develop''d 
'bythe concerted effort oftalliPEO engineers specifically for 
thisProject. These unit costs were',prepared from actual'costs ' 

< ; ~. obtained from~provincial records, of recent force~ac,-ount and 
contract work.,.These :costs have been reviewed by PDAP/USAID 

:i 
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~ f or computatiomwjf sub-project'costs during the sub-project


~i~ yconomic evalua1ion pr~ocess and ~as compartive data for D2
 
Sengineers~ during review of detailedplas nd~estimates as,


-~)2~ 
 ~ submitted by the Province. ,1 



Table V gives a list of all unit costs which will be used
 
at the start of this project. Table VI gives an example of
 
the analysis uied in developing the unit costs of Table V.
 
The unit costs will be revised whenever DLGCD/USAID mutually
 
agree that actual costs have changes a significant amount to
 
justify establishing new unit costs.
 

10. Labor Utilization
 

The use of manual labor in road and bridge construction
 
is not new in the Philippines. Some of the roads considered
 
for improvement uAL,&r this program were originally constructed
 
with the exclusive use of manual labor. In the more recent
 
past the tenducicy in the Philippines has been to move toward
 
the use of modern machanized construction methods; however, the
 
recent world fuel crisiz; and the rising cost of perating and
 
maintaining equipment has resulted in a new Provincial policy
 
encouraging labor-intensive programs in construction and 
industry to alleviate the unemployment in the rural Areas. 

Abunda-t e.ix;lc,. o2 using intensive labor to supplement 
mechanization are found in Lthe projects performed under the 
Flood Rehabiltarlon and Special Infrastructure Programs. 
Some examples are:
 

a. More than half of all the Select Borrow Base Course, 
Aggregate Base Course and Aggregates for concrete and asphalt 
mixes for the p gatis, were loaded and unloaded using flatbed 
trucks by pick and shovel labor. This resulted in an average 
labor force of froa 3000-4000 man-days per kilometer of aggre
gate base courage surfaccd roadway. 

b. Aggregates no.z;-ly must be screened and washed in 
order to meaz plans specifiaations. In mostsn cases, 
screening and washing of aggregate are done solely by manual 
labor resulting in a valve added for manual labor of 15-25% 
of the cost of the tri !. 

c. Asphalt mzcadamn surfacing is constructed by spreading 
aggregate courses and applying asphalt by hand labor. This 
results in an addition average of 1000-1200 man-days of labor
 
per kilometer when this type of surfacing is used.
 

d. Portland Cement Concrete Pavement is constructed by
 
25 to 35 men labor groups feeding aggregates into a two or
 
three-bag concrete mixer, then spreading and finishing the
 



ITEM 

Special 

Special 


100 

102 


103 


105 


106 

107 

108 
110 
117 

118 


200 


302 


303 

304 


305 


308 


310 


DESCRIPTION 


lreliminary Engineering
 
Road 

Bridge 


Clearing and Grubbing 

-Stripping 


Removal of Bridge
 
Culverts and Siphons 


Roadway & Drainage Excavation 


E-:cavat ion for St.-ructures
 
106-1 Under Water 

106-2 Above Water 


Borrow 

Aggregate Subbase 
Foundation Fill 
Protecticn, Ditches 

Prenration of Previously
 
Constructed Roads 

Aggregate Base Course 

Bitimj!-ous Prit-e Cost 

(Emulsified) 


Bituminous Tack Cost 
(Emulsified) 


Bitumuinous Surface Treatment
 
Aggregate 


Asphalt 


Bituminous Seal Cost 
Cover Z'aterials 


Asphalt 

Dense Graded Plant-Mix
 
Surface Course 
(Emus-ifia t Type) 


Bituminous Concrcte Surface
 
Course 

STANDAPJ 

UNIT 


Km. 

M. 

Ha. 

SqoM. 


Each 

Cu.M. 


Cu.M. 
Cu.M. 

CUoM, 
Cu.M. 


Cu.M. 

Lin,1N. 

Km. 
Cu.M. 

M.To 


M.T. 


Cu.M. 


M.T. 


Cu.M. 


M.T. 

Sc-.M. 


MoT. 

UNIT COST 

ECONOMIC COST 

(Total Cost 

Less Taxes) 


P 744.00 

186.00 


2,752.00 

1.10 


-

5.22 


35.72 
23.00 

7.20 


23.0D 
13,80 

11.64 

4,128,00 

25.50 


984.00 


984.00 


23.00 


1,476.00 


25.76 


1,476.00 


77.90 


104.40 

FINANCING COST 

(Total -


Contract Cost) 

P 800.00 

200.00
 

3,200.00 

1.20 


.
 

5.80 


38.00 
25.00 

8.00 

25.00 


15.00 

12.00 


4,800.00 

30.00 


1,200.00 


1,200.00 


25.00 


1,600.00 


28.00 


1,600.00 


95.00 


120.00 

REIMBURSABLE COST
 
(Direct Cost)
 

P
 

1,200.00
 
0.80
 

4.32
 

31.54 
20.75 
5.36 
21.25 

13.'5 
10.92 1 

3,45-.C0 

22.80 

O 

876.00 

876,00
 

21 25
 

1,168.CO
 

23.80
 

1,1 E.00 

82.65
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2-

ECONOMIC COST FINANCING COST REIMBURSA LE COST 
(Total Cost (Total - (Direct Cost) 

ITEM DESCRIPTION UNIT Less Taxes) Contract Cost) 

312 Dense Graded Travel Plant-Mix 

Surface Course Cu.M p - P - P -

316-1 Portland Cement Concrete 
Pavement (015M) Sq.M. 36.12 42.00 30.A6 

.Pcrtland Cement Concrete 
Pavement (0.20M) Sq.M. 47,30 55.00 40.15 

401 Timber Detour Spans Lin.M. 7,440.00 8,000.00 6,800.00 
402 Piling Lin.M. 213,60 240.00 180,O0 
403 Concrete Railing Lin.1, 136.00 160.00 115.20 
405 Concrete Class "A" Cu.M. 40S.00 4EO,00 412.80 
405 A Pre-Stressed Concrete Structures Each - - -
406 Reinforcing Steel Kilo 4o68 5.20 4.42 
407 Structural Steel Kilo 10.80 12.00 10.92 
409 Sheet Piles Lin.M. - - -
410 Treated and Untreated Timber Lin,1. - - -
412 Stone Masonry Cu.M 57.00 60.00 45.00 1 
413 Reinforccd Concrete Culvert 

Pipe 

413-1 18" RCP Lino,. 85.50 90.00 70.20 
-o 
1 

413-2 24" RCP lI n.M. 123.50 130.00 97.50 
413-3 30" RCP Lin.M. l:-1.50 170.00 136.C0 
413-4 36" RCP Lin.M. 218,,50 230.00 190.90 
413-5 42" RCP Lin.M. 332.50 350.00 297.50 

500 Grouted Riprap Cu.M. 85.50 90.00 76.50 
501 Hand Laid Rcck Enbankment Sq.M. 76.80 80.00 68.00 
514 Shouldering Sq.M. - - -



TABLE VI
 

ITEM 108 - AGGREGATE SUBBASE 

VOLUME 1,650 Cu. M.
 

I. MATERIALS:
 

1,650 Cu. M. x 17 = P28,050,00 

II. RENTAL OF EQUIPMENT: Reimbursable Non-Reimbursable
 

1 Rd. Grader @ P250/day for 4 days P1,000.00 
1 - Pneu. Roller @ 1108/day for 9 days 972.00 
1 - Rd. Roller @ P245/day for 9 days 2,205.00 
1 - Water Truck @ P170/day for 9 days 1,530.00 
i - Water Pump 0cP20/day for 9 days 180.00 
1 - Service Vehicle @ P30/day for 9 days 270.00 

P6-,157. 00III. P.OL. 

I - Rd. Grader C,P69.626/day for 4 days P 278.00
 
I - Rd. Roller @ P65.414/day for 9 days 588.00
 
1 - Pneu. Roller @ P58o96/day for 9 days 531.00
 
1 - Wacar Truck @ P64.34/day for 9 days 580.00
 
I - Water Pump @ P6.41/day for 9 days 57.00
 
1 - Service Vehicle @ P30.348/day for 9
 

days 273.00
 

P2,307.00
 

IV. LABOR: 

I - Proj, Lngr. @ P14.50/day for 9 days P 131.00
 
1 - Const. Foreman @ P13.00/day for
 

9 days 11700
 
1 - Rd. Grader Optr. OfP13.00/day for
 

4 days 52.00
 
1 Rd, Roller Optr. @ 113.00/day for
 

9 dys 117.00
 
1 - Pueu. Roller Opr r. @ P13/day for
 

9 days 117.00
 
2 - Driver CdP12.00/day for 9 days 216.00
 
2 - L,-ib- Te-'h. 6! P12.00/day for 9 days 216.00
 
I - WaLtar i'ulip uptr. @ P12.00/day for
 

9 d ys 108.00
 
25 - Labor:2rs Qdve.00/day for 9 days 1,800.00
 

1 - Instrumentmaa (I'P10.00/day for 9 days 90.00
 
.; Helpurs @ PS,00/day for 9 days 288.00
 

1 - Rodman c P9.00/day for 9 days 81.00
 
3 - Night Watchman @ P8.00/day for 9 days 216.00
 

P3,549.00
 

http:P3,549.00
http:1,800.00
http:P2,307.00
http:1,530.00
http:2,205.00
http:P1,000.00
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 TABLE VI-A
 

V. GEN. SUPERVISION: 
 Reimbursable 
 Non-Reimbursable
 

1 - Corist, Supervisor @ P23/day for
 
9 days 


P 207.00
 
I - Q.C. Supervisor @ P23/day for
 

9 days 

207.00
 

P 414.00
 

VI. MISCELLANEOUS:
 

Per Diem 
 P 538.00 P 45.00
 
Reserve for Leave 
 460.00 
 .
 

P 998.00 
 P 45.00
 

SUMMARY
 

Reimbursable 
 Non-Reimbursable
 

1. MATERIALS 
 P28,050.00 P 
 .

II. RENTAL OF EQUIPMENT - 6,157.00


II. VO.L, 2,307.00 .

IV, LABOR 3,549.00

V. CLN, SUPERVISION - 414.00


V1. MI SCELLANEOUS 998.00 
 45.00
 
P34,904.00 P6,616.00
 

TOTAL ESTI'MATED REIMBURSABLE COST P34,904.00

ESTIMATED UNIT COST (REIMBURSABLE) P21.154 

Say - -  - P21.25
 

TOTAL I TIMATED FINANCING COST 
 P41,520.00
 
ESTIMAT1ED UNiT COST (FINANCING) -- ------ P25.16 

Say -- ------ P25.00 

http:P41,520.00
http:P34,904.00
http:P6,616.00
http:P34,904.00
http:3,549.00
http:2,307.00
http:6,157.00
http:P28,050.00


cGncrete mix by hands. With a production capacity of about
 
50 iinear meters of one traffic lane (3.05 meters width)
 
per day for a two-bag mixer, this amounts to a labor require
ment of 1200 to 1500 man-days per kilometer in addition to
 
the 3000 man-days required for placement of aggregate base
 
course. These same labor-intensive methods are employed for
 
placement of concrete in bridge and culverts.
 

e. Timber trestle bridges will be used in about 25 percent
 
of the cases for this project. All the work, except pile
 
driving, is done by ianual labor and represents about 30-35% of
 
the total cost of the structures.
 

The above shows a high utilization of common labor
 
expected to bc used in these proposed road projects. In
 
sumnary, the labor component per kilometer is as follows:
 

Gravel roads - 3000 to 4000 man-days
 

Asphalt surface treatment or asphalt macadam - 4000 to
 
5200 man-days.
 

PC concrete surface:t - 4200 to 5500 man-days.
 

The GOP has established a minimum wage rate of P8.00
 
per day. Converted at this rate the above labor cost component
 
amounts to:
 

Gravel Roads - P24,000 to 32,000 per KM. 

Asphalt Roads = P32,000 to 42,CJO per KM. 

Concrete Roads P34,000 to 44,000 per KM.
 

The above does aot consider the value added for labor
 
for quarrying of materials and construction of minor
 
structures.
 

These labor costs represent approximately 40% of
 
gravel read coscs and approximately 20% for hard surfaced
 
roads. In cdditior., appro :imately 20% of the Province sharing
 
cost of P35,000,000 will go to service costs, mainly in the
 
form of wages to pcofessional and management staff labor. By

conservative estinate, this means that P36,000,000 of the total
 
Project cost will be F id to the Provincial labor sector, of
 
which approximately P29,000,000 will be wages to the common
 
labor forces and P7,000,000 in salaries to professional and
 
management staff labor.
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11. Environmental Aspects
 

a. Background
 

The GOP recognizes that "the danger of air and water
 
pollution is becoming a 
serious health problem, particularly
 
in areas of high concentration of motor vehicles and indus
trial facilities". In 1964, Republic Act 3931, known as
 
the Pollution Control Law, was enacted creating the National
 
Water and Air Pollution Control Commission (NWAPCC), an Agency
 
to control, abate and prevent the pollution of the Philippine
 
environment. This agency spearheads the GOP program on anti
pollution.
 

The N1!APCC has established standavds and promulgated 
rules ani regulations requiring heavy pollution offenders to 
adopt appropriate controls, Tile Agency has investigated 
complaints of air and warer pollution in all areas of the 
Philippines and has embarked on a research program which pre
sently involves five major rasearch projects: two on air 
contaminant iavels, two on water pollution effects on fish 
and one on classification of rivers and estuaries. 

b. Project Environmental Impact
 

The basic goal of the Project is to facilitate 
increased agricultural production through the provision of 
adequate transport facilities between farm areas and market 
outlets. This suppcrts the GOP goal of developing farm 
duction to meet th reeds of the populace. Therefore it 

pro
can 

be stated ty t the envirornmenta I impact of the Project upon 
the co!intry wili be beneficial to the degree that the basic 
goal is reached. 

Th local community in the immediate vicinity of the
 
road can be expected to realize a somewhat more intense 
vers:lon of the bnefits ol increased availability of farm 
products and in addition will be subjected to environmental 
con;equencc', both beneficial and detrimental which may be
 
direc':ly atv:ibuted to the Project. Such consequences will 
include short term effects during construction such as dust, 
incorveiences of traffic delays and employment of local 
labor, and long 
term effects such as increased agricultural
 
outputs, increased fertilizer pollution of surface water,
 
increased vehicular traffic air pollution and better access
 
to health, school, recreational and other public facilities.
 
Efforts will be uade to minimize detrimental effects and,
 
where possible to enhance those considered to be beneficial.
 



(I) Conservation and Preservation
 

Water and air pollution in the form of soil
 

inherent in construction projects
erosion and dust are 

involving large areas of bared earth and applications 

of
 

Erosion will be minimized
earth embankment or aggregates. 


by keeping work areas graded to facilitate controlled
 

drainage. Dust will be minimized by watering of haul
 

roads, work areas and in borrow areas when necessary 
to
 

assure optimum moisture content of the materials 
during
 

The design of roadway drainage facilities, side

handling. 

ditches and cross drainage, will seek to facilitate 

the flow
 

in tha naturally established patterns and
of surface watecr 

effects of erosion. Air pollution by
thus minimize long _erri 


dust generated by traffic is a long term effect 
which is in-


With traffic volumes of
 herent in gravel-surfaccid road use. 


less than 100 ADT the dust generated should not be harmful
 

to crops. The Philippine cultural traits of rural families
 

grouping their homes together in smnll settlements 
rather than
 

scattered on their individual farm enhances the ability of
 

on humans. Where traffic is
 m.inimizing dusc related effects 


more than 50 ADT short s ::'tches of road through such settle

ments will bc givc.. . bUuminous surface treatment for purposes 

Venicle exhaust emissions of traffic even of dust control. 

to use these farm to market roads
 in the low voi'ies expecteo 


are a factor to be considered; however, scant 
attention need
 

be given this problem since low traffic volume 
and wide dis

persion areas make this aspect negligible.
 

The roads will norLmally follow the contour of the
 excavationland u~iiizi%. side borrow: with no tassve or 

embankment areas anticipa:7ed. Where fill sections are needed, 

sub-base material normali- will be hauled in since the roads 

is to haul in 
go througii valuable rice land and it cheaper 

material chan to destroy productive agricultural area.
 

Social benefits to the farm communities from
(2) 

centers are of significant
improved access to market 


importance and include,in addition to the heightened af

fluency resulting from increased agricultural production,
 

easier access to facilities normally clustered 
around
 

such as health facilities, family planning
markeo. centers 

centers, schools, recreational facilities, parks 

and other
 

public facilities and a chance to participate in local
 

government activities.
 



T oads will be conistructed improve aouigeata
j§~~blished rodrgt-fwy or cart tr~acks; hoiweVer,1 itwi1ll 

be necessary toacquire widerrights-f-wa manyc 
and some reali 'nment will be necessary. This"V reuuI 

g w 11relt>somie loss ofifam land'a nd may result' in tje 'elocationSin 

ciip it- _ebd teat o arm ousmum 
because of higher costs associadwithreocation. 7 

Sanrewr born diseases. 
Tholff Ii Projct incide fndreeTsing agriultural7 

production'thro:hlowertransportcostsin- a 

areas and in some~ case,- oening ewjareasto fming. In 
many cases, thiswill ean't e introduction of.'orincreased
 
irrigation and fertilization. 'Increased1use o irigation 
water may add to th posblt~ftepedof s'naileand 
mosquiito vectors;, however,''theacessibility t'6 Control 
agenc ies and health facilitieIs ' s expected to more than 

offset this possibility and effectively produce a more 
healthy'environment. 

c. Alternatives to Project 

: . it h, )spet spect s,; t he only~W :-toenvironmentalla 

alternatives to the project are variations in the size of 
the Project, including that of no Project a,tall 'The
 

altenatvef dingnotingwit repec tothis project
 
woul thoreicalyal evirnmetalaspects, both'
ancL 

beneficial and detrimental; however, giventhe high priority 
placd~o inreasnggriultre podutio bythe GOP, and 

the worldwide emphasis for increased food production it is 
more likely that the read construction represented by this 

project would be accomplished but over a greatly extended 
time frame. Estimate by Provincial Engineers vary from 15 
to 25 years for completion of similar work quantities at 
normal budget allocations. The Project more nearly~repre
sents an accelerot on in the realization of project aspects 

and it is obvious that this project will have-a positive 

overall. impact. Since theProject is made up ofmany sub

raLoeratofor 

projects, which are relatively independent of other sub
projects, a variation of the sized~h ovrl ioject~
would result only ina proportionate variati2on inthe,nIumber
 
of sub-projects with little or nochange inenvionmental,

impact of those sub-projects, omplete. Thgt oeal'
 
impact of decreasing the Project size'would be a'decrease~
 

~ A,
 



E. Economic Analysis 

1. Introduction
 

The provinces expected to participate in this project
 

have prepared or are required to prepare individual Road
 

Network Development Plans which identify specific road seg

ments on sub-projects. Each province will subject these
 

sub-projects to a two-stage screening process to determine
 

their economic feasibility. The preliminary screening of
 

sub-projects will be made in accordance with the initial
 
Only those
selection criteria listed above in 	Section I.A.3. 


initial selection criteria
sub-projects which comply with the 


will be subjected to individual economic analyses in accordance
 

with the general methodology set forth in Annexes XI and XII.
 

The sub-projects which meet the minimum economic and technical
 

criteria shall be considered eligible for financing under this
 

project.
 

USAID and P!1P have agreed, in principle, on the economic 

criteria (includting a consideration of social and socio

to be used in evaluating sub-projects.
economic benefits) 

Three methodologies were considered which are listed below
 

in descending order of simplicity of application.
 

-- or the First Year Benefit/Cost Method 
Ko
 

Benefit/Cost Ratio (B/C) Method
 

of Return MethodInternal Rate (IRR) 

In general, c-ic screening process should limit analyses 

to minor feeder" roads and penetration roads (see below for 

definition) fcz improvement or construcLion to gravel stand
to higher standards.
ards or possibly major feeder roads 


evaluaLion period hasA simplicd IkR Method over a 10 year 

been selected as the most appropriate for determining the economic
 

feasibility of improving or constructing rural roads to gravel 

a few projects where a more permanent surfacingstandards. For 
concrete is indicated, the economicof asphaltic or portland cement 


a 20-year project life. The first year
analysis will utilize 

B/C method is inappropriate when future development benefits are
 

the one main reason for road improvement. The B/C method may lead
 

to ratios which cannot be effectively compared. As the Provincial
 

(PDS) analyze more projects using the IRR
Development Staffs 

to determine if it
method, the simpler B/C method should be tested 


gives significantly different results in evaluating rural road
 

projects. If the results are not significantly different then
 

A 15 percent discount rate is
the B/C method could be used. 
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considered as an approximate measure of the opportunity cost 
of
 
capital in the Philippine economy. In terms of the internal
 
rate of return criterion, sub-projects should have an IRR of 15
 
percent or greater to be deemed economically feasible.
 

2. Economic Evaluation
 

The underlying concept for evaluation is the "with or without"
 
criterion. The analyses shall seek to measure the benefits relative
 
to costs without road improvement or construction and with road
 
improvement or construction. Improved rural roads will reduce
 
transportation costs. Stimulate marketable agricultural produc
tion and facilitate commercial activity for rural areas particularly
 
in the movement of agricultural inputs to che producing ;areas and 
the movement of agricultural surpluses to markets and processing 
(agro-industrial) facilities. Small farmer communities may also be
 
linked by all weather access to medical, educational, ag;ricultural,

extension and other services and ideas thus 
 contributing to the
 
enrichment of rural life.
 

For minor feeder and penetration roads the stimulation of market
able agricultural surpluses would substantially increase small farmer 
income. Crops produced for consumption by a farmer's family will 
not be materially affected by road improvement. This analysis
 
therefore concentrates on crops produced for sale outside of the 
immediate producing area.
 

Rural roads can be functionally divided into three oategories
hased iipon their service to agricu Iture, the area served, traffic 
levels, road condition and the anticipated benefits from road 
improvement. These are major and minor feeder roads and penetration
 
roads. 

a) Majcr .,dr R.; ,s 

Major feeder roads serve as a main access route to 
agricultural areas connecting poblacions and produce collection
 
cencers to the primary road network. Current traffic levels 
are high on major feuier r:oads and they are usually open to 
traffic throughout the year. Although operating costs are 
high becaise of low conrstruction and maintenance standards, 
tihose roads do not significantly hinder the transport of 
agricultural inputs or of commodities to market. The major
re.sult of iprovement will be the lowering of transportation 
costs (reducei vehicle operating costs). Present users of the 
road and those who would normally be uising the road in the 
future will incur lower costs for operating their vehicles. 
The present value of the algebraic sum of annual vehicle 
operating cost savings and road maintenance cost differences are
 
compared with the present value of construction costs to deter
mine the probable return on investment.
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b) Minor ieeder Roads
 

Minor feeder roads serve 
smaller producing areas and

cooperatives. They are in general closed part of the year
or are very difficult ot negotiate in the rainy 
season.
 
Traffic levels are moderate to low. These roads are a
first link in the farm to market transport system connecting

agricultural producing areas to nearby pblacions and produce
collection and storage centers and/or the major feeder road
networks. Increased agricultural production is a 
 basic
 
reason for road improvement 
and should result from extended

road use in the rainy season, thus allowing more production

to reach markets and 
inputs to reach the producing areas.
Forecasts of induced production over the analysis period, net

of other economic costs is the base, for estimating benefits of
road improvement. Vehicle operating costs savings are smallin scarcely populated 
areas because of low traffic levels but can be a significant factor for some minor feeder roads whenpresent traffic is higher., 
The present value of the algebraic

sum of the net incoi.1 e to 6mal! farmers from agricultural production generated by road improvement, vehicle operating

:-';vings and a.,aal road! maintenance cost differences are 

cost
 

compared uih.n presen-t
:i, value of construction costs to

determine the p::*;babie return on investment.
 

c) Penetration Roads 

Pen- trLation roads usually involve new construction or
improve;.ent of low standared roads or tracks. Penetration

roads cIn open up entirely new areas of settlement or serve
 
areas where cash crop production is very small due to lack
of transport facilities. Dry weather access 
is difficult

and in some cases impossible due to the lack of bridges
perenniai, s::reams. Traffic levels 

over 
are very low to non

existent. There is a high uncertainty as to the rate and typeof development which could be expected from the establislment 
or i:v.provemLnt of penetration roads. Stimulated agricultural
is the main benefit to be derived from penetration roads.
 
the present value of the algebraic 
 sum of the net income tosmll farmers from agricultural production generated by roadimprovement .an( annual road maintenance cost differences are

compared with tihe present value of construction costs todeterm,ine The probable return on investment. Penetration roads may also be evaluated as part of a sub-project scheme. Here apackage approach can be used. See Annex XI for a more
 
thorough treatment.
 



USAID and PDAP have 	also agreed that the Provincial
 
Development Staff (PDS) of each participating province
 
will bear responsibility for undertaking the required

economic analysis. The present capability of the PDS to
 
accomplish the required analytical tasks varies from
 
province to province. All the PDS's given adequate training
 
and experience are capable of acquiring the necessary skills
 
for project evaluation. Additkonally, PDAP will conduct a
 
training pkZgram for PDS staff to familiarize them with the
 
methodology discussed below. A sufficient data base exists
 
to warrant an economic analysis according to the guidelines
 
described here and in annexes XI and XII.
 

F. Financial Plan 

1. 	Summary Cost Estimate and Financial Plan
 
(F Million)
 

Original Construction by Provinces - P 135.0
 
(Financed y internal generations or loans)
 

Reimbursed to the Province by DLGCD - 1100.0
 
(From Discretionary Funds P.D. 144)
 

Reimbursed to GOP by loan funds in SLC - R 100.0 
($15.0 Million) 

2. Firanciai Procedures
 

USAID will use the Fixed Amount Reimbursement (FAR)
 
procedures to finance this project. Basically this method
 
is a contract in which the 
 OP mobilizes its own resources 
and assumes full responsibility for implementation of the 
project prior to disbursement of any loan funds. GOP/USAID 
have conniderable experience with this financing method for 
it was used on a $50 million grant made in 1972 for flood 
rehabilitation projects in the areas of schools, irrigation
 
systems and flood works as well as provincial roads and
 
bridges.
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Based upon agreed direct cost (labor, material, POL and
 
excluding contract profit, overhead and project supervision)
 
at the time of final design of each sub-project, the DLGCD
 
will reimburse the province after the A & E firm responsible
 
for monitoring the project certifies that the sub-project was
 
constructed according to the previously agreed plans and speci
fications. Periodically AID will reimburse the GOP by esta
blishing a dollar credit in a Special Letter of Credit in a
 
U.S. bank for that amount that DLGCD reimburses the provinces.

The costs will be calculated in Philippine pesos and reimburse
ment by AID will be based on the official rate of exchange

(currently P6.6672 to U.S. $1) at the time that 
the sub-project

is completed and accepted by DLGCD. AID reserves the right

to 
raview any sub-project file prior to or after reimbursement
 
has been made. 
 To the extent that USAID staff time permits,
'1IAID will review as many sub-projects as possible. 

3. L!,ecl-ki Letter of Credit (SLC) Arrangement 

As stated above, upon certification by the A & E firm
 
that the sub-project was completed according to 
the pre
viously agreec deGign and specifications, AID will credit
 
the SLC by the ;gred amount. in practice, the amount to
 
be ruimbursed "or -s.baprojectswill be accumulated and the
 
SLC iucreanad ;Y f , accumulated amount every six months.
The SLC will be drawn down by the GOP with inputs from the

U.S. The 0.)? h,' e 
 the intention of procuring heavy 

,t ctm .-: t ucver, the SLC is available for 
2 ly pur:has-. ta the COP my wish to make. As evidence of

''Ag. imflpC:s only 
 6:l1! of lading and suppliers invoice will 

(equtn the bank.be : . paymn by U.S. Other than source 
and or 
 *, 'ire no procurement 


a~p3y LOCh, gC.
 

,:- r lts, other regulations will 

4. %., of~a:t or ,anc Payments 

Thet a 'o, o foz'eign exltange requirement as such for the
project: ni o AID fund6 will be earmarked for such purpose.
Since lo0 rds will be paid in the form of a SLC tied to 
U.S. procuremeac 
 there will be no direct impact on the U.S.
 
balance of payments. 
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5. Philippine Econoic Situation and Debt Service Capacity
 

Recent Econcmic Developnents 

In the past tvo years there has been a sharp increase in the
 
level of economic activity nn the Philippines. The growth in real
 
GNP, which had been about 5-6 parcent a year for more than a decade,
 
doubled to 10 percent in 1973, and is estiinated to be about 7 per
cent this year. The strong recovery in 1973 was led by the international 
crmaxaty oocn and resultant xincreased export incmnes in the Philippines 
by a strong recovery in agricultural. andirdustrial production for the 
domestic market, and by an expansion in public and private investment. 
Underenployrrent and uniTployment ranain quite high, however, and in 
camon with most other countries, the rate of inflation incre.sed 
appreciably in the past 18 months. 

The agricultural sector gc:Jw by 7 percent in 1973. Rice product
ion in cro..year 1973-74 increased by 23 percent over the level of 
t-e previou ; year when flcod severely affected output. This increase 
has been minly due to favorable weather conditions, increased use of 
fertilizers, more supeovised credit and increased investmnts in 
supportir:Ii a r-ices. The Govemrzent has moved ahead with itsa- .Joa 

prograim of-agra.:in reforf for the nation's one million rice and corn, 
faim1 ttmnts- :3y mid-1974, 176,000 land transfer certificates had 
bLeen isued, riminly to tenants on the larger holdings. The Government 
rxw homes to issue certificates to all tenants on farms above 24 
hectares. Thiere is a strong prina facie case for pressing ahead with 
the program in the 7-24 hectare farm size range. Implementation 
below the 7 hectare level will be extremely difficult and benefits 
less obvious, in viem of dthe nuixerous owners and tenants and small 
parcels of land held. 

Tjhe iuscial s-.ctor grcv by Ebout 12 percent in 1973. Non
tradit iona2 industrial ox-ports, which have been increasing since 1970, 
are estuw,.d to have doublcd in 1973 to about $200 million. However, 
indu~striai tlc rt nave bczxi affected by the recent slowdown in the 
euonari cs &f ]k.y trading eartners, and earnings are expected to level 
off this ya-r. 

-Ihe growth in production was also assisted by increased public 
Ievelouent outlays in 1973 made possible by a significant improvement 

.n tnje fi-ancial po-sition of the G'xernment. The ratio of public 
invest_,Lent W 7C\P is curzrently about 3 percent ccpared with 1. 6 per
cent in FY 172. The Gover--Lnt has implerented a series of long 
needea tax reform and iirpovertncs in tax administration. As a 
result, the ratio of National and Local Government tax revenues to 
GNP has increased from an average of 9 percent in recent years to an
 
estimated 12.4 percent ir4 FY 74. 
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High prices for the Philippines' chief exports, including ccoxxnut
 
products, sugar, copper and wood products, were largely responslJhle
 
for an increase in merdandise receipts of almost 70 percent in 1973.
 
International reserves rose by about $600 million during the year and
 
stood at $876 million, equivalent to about five months of imports, at
 
the end of the year. However, since mid-1974, a large trade deficit
 
has appreared, largely because the growth in export prices has moderated 
but LThort prices have continued to rise rapidly. Because of the very
rapid gr^Ath in export inccTe in the past two years, and continued 
good debt managenent policies of the Government, the burden of medium 
and long-term debt has declined draatically. The ratio of debt service
 
pavrints to export receipq has come down to an estimated 15 percent

this year, compared with a high of 27 percent in 1971.
 

In the latter parth of 1973 inflation enorged as a major problem.

Since mid-1973 consumer prices have been rising at an annual rate of
 
rore than 40 jxprcent. T1his has been caused by the large increase in
 
liqcidity since the arwor' bcom began in 1973, and by a number 
of cost
pntsh factors, including the higher rate of world inflation, domestic 
food shortages and the increased cost of petroleum. Monetary and 
fiscal policies have ainmed at absorbing the excessive liquidity
e:pansion, and in recent months the rate of inflation has been moderating. 

The Fergy Crisis
 

imported petroleu..m provides some 97 percent of the Philippines' 
total energy requiremants. In 1973 the equivalent of 71 million
 
barrels of ptrolemi crLde and petroleum products were imported at a
 
cost of about $230 million c.iof. When the energy crisis developed

late last year, the Government noved quickly with conservation measures
 
to reduce non-essential consimption. In 1974 imports of petroleum and
 
ructs -.
re ikely to oc about 71 million barrels at a cost of about
 
780 :aillion c.i.f.
 

The aove)imment has decided to accelerate the development of local 
energy sources, especially hydropower and geothermal energy. Supple
mented with nuclear en2rcy in the 1980's, total demand for energy is 
e=i;-r ',-,g'- 1b.w: a year, and even with more rapidat 10 percent 
dce&o.oman. of rLLaral p2cer sources, petroleum would still account 

uhan Ipe-rcent1or i- 90 ci cotal energy needs by 1980. 

Qrowth P-rcs zcts 

'1he a&crupt deterioration in the external he.rms of trade since the 
middle of 1974, and the recession in the econcaics of key trading
iartners threatens sarae of the Philippine' recent econmmic gains. The 
labor force continues to grow at 3 percent a year, and although employ
ment has expanded appreciably in the past 18 months, there is still 
widespread unemployment and underemployment. 
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bmarket, toxanding export prod ti6 az toa. lea1develg me of loca&0I.w=g e~csI thecs
pRioduction~ thd "G&vrr~ recognizes i~hncreased, cost Iofpetrolem and other~ Inrts n-i~tl y~borr~wing~bod it is' actively encouraging,.both1lca1 and
investors~ to expand th, rdciv'cpc ,ofexport industries and l>jto dertake major newXr n edac4 ntsnve;i1<he Gov-F n'ibsseing~increase suppiztra the ,iinternationa. financialcoinuniy, to help cary ti6 it s; dee~mn prga an, es-dju -t6' higher. petrolet anid o~~i r ort prices. Becase of thesubstan iiiprovnt i l6hexte~l 'debt burdeni and, iin"erna'tiria~reserv poiih dzi tie past 18~mo "te"the,
capacity~to~'borroq external lager ,amounts f!capitalin pp tf 
its develogiient. program. 

Maintining a GNP growth rat of abou 7~fpecn a'',:nra 
ter duingthenex fe yerswill deped~heavily: on the~buoyancy' ofthe. domestic miarket., .The~ prospects, are for continued~ epni'inagriculture, with a,4 5 percentincrease' an-production in the year1'- ,ahead." Continued expansion inipublic anid private investment dmnd,should help suistain industrial output, exansion., Incr~asd.Ivetiet

will be needed in a wide range of cdisiumer and intermediate goods'industries. 

-- 'i 
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-
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The increased size of the' dcmstic,:rket and growing. export dmndwould seemn to justify a wider range of invesbii nts during the latter 
part of the -decade in large-scale, capital-intensive industrial projects,particularly in meneral-based processing industries where long-term.I
comprative~ advantage may be strong. A number~ of bi prjdsareproposed in mining, wocxl processing, fertLilizer,, steels andshpuligwhich are likely to push up the private investment 'rate from recen~t,levels of $about 16 percent of GNP to perhaps 22 percent by the latterpart ~of the decdde. A'substantial amount of the funds needed~for theseprojects would have to cowe from external sources. But since, theindividual cost of many of them will exceed $100.mnillionf.Consultative
Group memrbers can play an important role in helping -the Government to,obtain suitable co-finanging arrangenments,,both with bilateral part
ners and with the private sector. 

-V 

- '~ ~-1 The public infrastructure pogram that was approved last year,~Pfl~-which called foroutla's of about P12 billion at current prices inFY '74-77, has beccme outdated because of ,the subsequent rapdnltoand by changes in invrestmnent priorit.ies as arresiilt of the pe nflat ocrisis. -Anew program is beingj finalized, withmre emphasis -ondeveloping nuclear, and. indigenous, poer._resources' ah'd' on. i2rigation,~ ~f~droads aiid other projects to support~incx'eased fod~j export
production ,' PU~ilic. investbnt is likely':to Ji eaes b6\t1 ea,1>&:. scn ayar~in-real tersIso ,the r ,atiovof public ivsment to aTP '~4 .would rise fir' te present level of 3 ,Percent to ab~out 4' percent by1 r;4 
1977. '-'V - ~ ~ 1 - F"-

- -
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Th~~-dai~~tirata -~ should- rise -fro an-estimated1,re
of~P atpresentt ;perhaps,,20.5j~ecn 6 ins~ig 

t9ie.he curent accounit deficit in2he~aao~ ol 
Srise~fran an estimated 2.5kpre~o J a o-~a bbot A percent. 

~~aings~gapwoul eln in the latter parto
tthrpoedecsnt in ew export and replaqing, 

Balance of Payment~s.jS~5 

Mechnis xpr receipts are projectedtto~ increase by a total~ 
of about 30 pecent in'.the next tw year. mrot paynts are 
projcted to increse by a.total of -lmI .40percentitn the' sarn

peridinludnq ,a 0percent increase in prices. Unerths 
asumI tins,,the trade deficit would ris'e from an estTated $680 million 
this yeari to about $1,250 miallion in.1976. . 

Althoug~h exqports are projected to gWroeapdythniorts, 
in real terms over the net toyears, ai is morethan offset. 
by a cruulative decline 2inth6 external ,teris of trde"of about 21S 
percent during~ 1975 'and 197W Thi thusbrinte ~termsof insde

backtohe eve tht pevaledin-1972; hs wiping out te~ ' 
made in the recent export price boan.. 
External Finance 

.~. 

If the projections of exorsimports and external ten- of trade 
were to be realized, the Philippines would~rqire atotal foreign
capital, inflowq of about $2,340 millioni duiring, 1975 and 1976 to covrer 
the current account deficit and nediurt an longtrm loan repaynents. 

Direct~investrrent would provide about $190 millionof this. 
Greater use of short-term trade finance is expected because of the
inbreased oil in-prt bill and generally higher lees of inports' A 
net inflow~ of about $480 million would be in line~ with the increase,
in the value of trade being financed. About $1,080~million could be 
expected from supplier's credits and other miedium and long-term loans 
to the private and public sector~ including about.$280 milloifrom 
pro.c lon xeddb oslaieGop ~es-Tebln'
of the required capital inflow of about $180 il~lionh in 1975 and $410 ~: 
million in.19 76 would have to cane fron other borrown'Is. The Central 
Bank could finance the entire deficit by short and m~dium-term brrowing
while maintaining or even increasing the levrel of international 
Net reserves, however, 'would be negligible by 1976. ~ ~ . 

~ 5-s~ 5'.'~ . . .~s*.s. ... ~ / ~ 'V'~~ 4 5 A &k54  ~ ~ A'' -
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~rehei rtant gains 'n_ redu'i~Tii -e-x ' - debt bu~rd 
and impoving 'the ext*ernal reserve position' should not~be lost no 
by~excessive recus Eshrt~and med temorrowing~ by the. 
banking, system. In thds--crcurmtnces, forin'donors" should iI 

c&~~isin c=ted t dli long~ maturities.
 
Sdie assistanice niayals loe I i $frdm, he DMF.
'bf~thca 

With a corrbination~ of qjuick-disbursing comdityAid 'fromi Consutative 
Group~ nwbers an assistance frcin the, IMP,.,, foreign' excange availabilities 

would 5 while: ''t thehesfiinfr:'n1 
mainainiga* reason~able , xtxal debt~profil.: ,-The m~uch 

larger Shor-tfall~ irrforq4ig exh 6aalblte projeted~ for 1976.,. 
would have to be metwith an appropriate~ oocrin~iation of logq and mediuin-
term loaw funds to prIevent an uindue increIase in the debt burden i.n 
later years., Quick disbursing cnnodity~aid on suitablyijlbflg-tflrm
would again be needed., However, thereli considerable scope for, 
additional med um and long-term loans from donors to finnce idapital, 
goods imports which are projected~to reach $1.2 billion in 1976; lIn 
the moniths ahead, the Government and aid donors alike should ,explore 
this possibility. If these effors~are unsuccessful,.the Governnent 
would have to reassess its grow.th strategy for 1976. 

If the projected inflow~s on the capital account are forthcanring,
and if the presently identified shortfalls in foreign exchange avail
abilities are inst with an aprpit ombination of medium and long
term loan capital as, suggested, mamangement ,of the 'external debtand 
debt servicing should not present serious problems. 

LK 

1 



G Evaluation Procedifres 

Folloing .te asepsa deE cibed 1. he iiural oad Admin-:i. 

Np1'aprogram will prep 4n nua~l mlme tn ~ 
nd' s#ldubmit it to the'Department'o ao-JGvenetLnd 
Communit DeveNlopment ~ i pi ~~97C 

~ ~list of~projects~ inthe Napprov.ed AIP~ DLGCD will-designate 
S one, Maj or Feeder Road~and ne Pnetraton Road thteach 

province wil be required to evaluate& in depth. (SeeCAP 
~~ ~ Annexc XI pag of R2,for definit ion 1~ad.)i 

~~-.po receivirxg tneapprove AIPr,, the provin~ce will KK 

imimediately, conduct 1extensive traffic counts on ~the major 

feeder road tlaccurately .establish the cu&rrent.AflT. _To NN:4 

the extent that current records and accounting procedures 	 j, 

permit,~ the provtice will establish t1he~currents actualf~~N~ 

annual maintenance cost of the road in its present condition. 

One year after te'aorfee road has beenf completed, 
areview'of the~project will be conducte&dty the province
 

N NNto determine: 


N(a) 	current ADTNN 


()actual construction~cs
 
N(c) actual first year maintenance costN
N 

Acopy of thee inins il b transmitted to DLGCD.
 

o Nthe second third adfthyear of . Nltio 

theprject) the prvic will agi eiwthe project and~N 
NlNIn 


-Nthe curren AflT and actual annual maintenance Ncost 

A rprofthese findings,will also be transmnitted to. DLGCD 
toreprt e inteprjc file folder, and t~o AID for review ' 

NI ' retention. ~ 	 ~ 

Neemn 


'NNN-N-	 '~~and 

NN i NThe province will promptly prepare a map coveringL~the -- -

influence area of, the penetration road designate in the NAIP N , N 

'for. nN intnsive eauto.Texiinlnduses will be 

N~l - - recorded'on the Nm ,Nawellas,*alJipublic 

private social service facilities.. Nail 

f'acilities 
suvyswl 

and 
be'N'NN 

NA 

~N 

conducted.tio esals 
levels crpmrei 

h rsn
practices 

opul~ation, productionNNNNNNNN
and the use and avaiiaNility N 

1111,~~ o puli transportation..I. ,IN~N JN 

*~N'N~lNNThis 2.nformatiofl will be, recorded on a standard format NNN A 

and a copy transmitted..to DLGCDI~to$ 1placedI in~the project~NI 

~, ~7N~KINN>NN',I,.N/,~ files, and to AIDN for re 
NNIIN~N''4I44~N~ 

ie9 1 an' eeto~~ 
N N NN N 

1 
~II.-N 
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At theen~dof the first, and, sec nd 1year, po 7atrh 

ject has been completed; hepoynce wL conddct' a au
 
Sireview of the project. This 
rview wi11, b suffiCient~ 

~ ~n ssftieoe e aE.mdctete need" for a& 
more extensive study at that tim~e. ~ 

prvice iJ l prepare a new land~use nap of the ,,iflercaand obtain and icr~heicrep nrecord 'nig ta .m'to 

was obtained/at' thestart, of the 'proije'tKThe province: willy.

analyze the' chagesthat have bccurred and record theirc'
finding ir fo ort that wilbe transmiitd t0DGD ~
 
(A copy of the'raw#data' will be included with 
 t~he' final repot0~

AID willi also bePincluded for review and analysis.
 

When theprovinces submit their secon~d AIP in April 1976,

DLGCD will~designate a minor feeder road in each province

that will be subject to an intensive evaluation . (The 4J
 
provinces submitting their first AIP will each evaluate a
 
MaorFede Road ad a<peerationi road followin 'the pro
cedure outlinied above). The provinces 'will im~mediately con
duct traffic count studies to accurately determine the current
 
ADT. Each province will determine the development influence 
area of the minor feeder road and prepare a map of same on 
which' is also recorded existing public facilities and private ' r 
social service facilities (The term "development influence area~~ 
means the area in which the "influence issimilar to that of 
a penetration road). A survey w-ill be conducted in the develop
mnent influence 'area to obtain andxrecord the same type of infor
mation that was obtained for the penetration road in the prior

year.f 

One year' after the minor'i)becnuedybeprvceofeeder road has been completed,:th 

(a) current AflT,<
 
Nb actual construction cost
 
(c) actual first year maintenance cost
 

At the same time the province will make a limited survey of'
 
the development influence area to determine whether or not "12jl'-I(
 

there is a need for a more influence area to determine' whether 
or not there is a need for 'amore extensilve survey at 1that 
time. These findings will be incorporated,_in a~report~and.2'>&7$
transmitted to DLGCD1 ad'AID fr reviewj and retention,~"~''~~ 
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The first year process will be repreated ir.the second
 
year after the project has been completed.
 

Three years after completion of the minor feeder road,
 
the province will conduct an extensive review of the pro
ject. The province will prepare a new land use map of
 
the influence area and obtain and record the corresponding
 
information that was obtained at the start of the project.
 
The province will also establish the current ADP and current
 
annual raintenance cost. The province will analyze this
 
information and record their findings in a formal report
 
that will be transmitted to DLGCD (a copy of the raw data
 
will be included with the formal report) and AID for review
 
and analysi;.
 

in May 1975, after the first AIP's have been approved, 
PDA? vill assiso each participating province in the se
lection of a Mayor Feeder Ic.,ad, a Minor Feeder Road and a 
poten.ilt'Penetration Road that meet the program criteria, 
but ar, of lower priority. The province will then obtain 
the Eame baseline infow:ation for each type of road as de
scribed above. These three selections will serve as a control. 
A copy of this information will be transmitted to DLGCD 
and another copy retained by the province. 

_n Ma 1977, the provinces will collect the same type 
of forma'ion on the thre, control roads as they obtained 
in May 1975. he province will analyze the changes and 

submit a rpncl of thchr findings to DLGCD. These results 
will be c...arJ to changes that have occurred in the areas 
where ro ve been constructed. 

As ne, provinces nLLe" the program, PDAP will assist in
 
the se in, F control roads for which the res1m.ii.ar 


pective pr m.; will obtain the necess-ary baseline data. 

Additjonal" -, , ering the preparation of the 
(sub) projt ,ations will be included in S-plement F 
of the Au' .R.cin A nstrailve Procedures. 

DLGC PDAP and USK , review the results of the 
pcroject ev:iuanions WK the first two years of the program 
before f,,a!i. .. rg evaluation procedures for ,h,third year. 

http:1m.ii.ar
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SECTION III - LOAN ADMINISTRATION
 

A. Target Dates
 

On the assumption that this loan will be authorized in
 

November 1974, the Loan Agreement will be negotiated during
 

the month of December 1974 and signed prior to December 31,
 

1974.
 

Since loan funds will not be disbursed until a consi

derable number of sub-projects are actually designed,
 

constructed and found acceptable, it is anticipated that the
 

first disbarsement will not take place before June 1975.
 

To insure timely implementation of this project, AID will
 

require that all CP's be met prior to approval of any sub

project by DLGCD. Final disbursement will occur prior to
 

December 1978.
 

By ',Urch 31, 1975 the iavolved provinces should have
 

established their training ptograms for the sub-project
 
economic evaluation, DLGCD should have contracted for the
 
A & E fir, to monitor the project and the preliminary sub

project selection made according to the PDAP Administrative
 

Procedures.
 

B. Disbursiement 2rocedures
 

The rci.bursement by DLGCD to the provinces will follow
 

tha standard practice established by PDAP and detailed in
 

the Administrative Procedures. DLGCD will accumulate re

imbursement claims paid and quarterly present them to AID
 

for ]oll, c(.mbursement in the Special Letter of Credit.
c 
Afte: rev,_*,, of z2ll reimbursement claims and supporting 

documentation. the2 USAID Assistant Director for Provincial 

Developmetd ,.1.i.:,iest AID to reimburse the GOP for the 

agreed amnu.: ia the Special Letter of Credit in the U.S. 

bank designatad by the GOP. Subseql.,ent reimbursements will 
be additions to zhe SLC. 

C. Moni . '-in :1,so s~ lt e 

The Provincial Engineer in each province will be
 

primarily reso'onsib.le for implementing including monitoring
 

the project in theic respective provinces. DLGCD will con

tract with ucal A & E firms to provide independent monitor

ing of the Project. The A & E firm will be responsible for
 
(a) reviewing each sub-project design and specification and
 

http:reso'onsib.le
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recommending to DLGCD the amount of the cost reimbursement portion, (b) inspecting and monitoring sub-project
construction to assure conformity to previously agreed
design and specifications, (c) inspect each sub-project
after completion and recommend reimbursement or reject
the project and recommend that reimbursement be withheld. 
The forms and procedures used in project monitoring are 
detailed and illustrated in the Administrative
 
TErocedures.
 

D. Reports 

The reporting procedures and forms required of each
participating province are contaiLed in the Administrative
Procedures. 
Basically, each province will submit a monthly
report 
to DLGCD aud USAID on the status of the Project.
 

E. Conditions Precedent
 

The major conditions 
and/or- the 

precedent required of the BorrowerDLGCD in addition to the standard any disbursement of loan funds are 
CI's prior to 

recommended as follows:
 

i. Written assurance from the Bureauendorsed of Public Highways,by Ehe Borrowe .-(GOP), that all roads and bridgesimproved/constructed under this project will be eligible for
classification 
as Provincial Roads and therefore eligible
foc annual mainLenance funds as 
specified in Presidential

Decree 17 and -320. 

2. Written aSutrance from the Borrower (GOP) thataintenance annualfunds will be provided as specifiedPresidential inDecrees - 17 and 320 for each road improved/coastructed unde'- the Project. 

3. DLGCD will be requirec" co provide AID with a threeyear7 impleientation plan, including projectionfor coatractingi,'ith of fundslocal A & L firms. 

4. DLGC'D will contract with a locaj A&F firm, with concurrenceof USAID to provide above described revi;2w and monitoring services.
 
5. Conditiors 
:1recedent are outlined in more detail inLoan Authorization attached as Annex i. 

the draft 



AID-DLC/P-2059
DRAFT 


DEPARTMENT OF STATE ANNEX ONE 
AGENCY FOR INTERNATIONAL DEVELOPMENT 

WASHINGTON. D. C. 20523 Page 1 of 3 

OFFICE OF 
THE ADMINISTRATOR 

Loan No. 492-

CAPITAL ASSISTANCE LOAN AUTHORIZATION 

Provided from: Food and Nutrition
 
(Philippines: Rural Roads Loan)
 

Pursuant to the authority vested in me as Acbninistrator, Agency
for international Development ("A.I.D."), by the Foreign Assistance 
Act of 1961, a ' amended, (the "Act") and the Delegations of Authority 
issued thereunder, I hereby authorize the establishment of a loan 
oursuant to Part I, Chapter I, Section 103 and Chapter 2, Title I 
the DoveI opment Loan hiind, to the Government of the Republic of the 
Philippine. "Borrower") acting through the National Economic 
Deveopme1 t 'tho.e ,y of not to exceed Fifteen Million Dollars 
($15,00,)01)). The pro'eeds of this loan will be used to reimburse 
the Iorrower ior ur to seventy-five percent of the peso costs of a 
oro-rm of 'suh.,-ojects executed by participating Provinces to 
construct or inprove approxifately 750 kilometers of rural roads 
and 2101 inean reters of related bridges in provincial areas of 
the Philippios. The loan shall be subject to the following terms 
-and coridit ions: 

i. lnterest Rato ard Terms of Repayments 

"ltu loan :hai. be repaid by the Borrower within forty (4o) 
y,.ars after the Iate of the first di.sbursement under the loan, 
inolini , a grace period of not to "xceet ten (1-O) y,ar,-. The 
:intere)t n th:e U.YL'oepai principal balance cf th ,- 1oaii shall be 
from the date of firs-t disbursement at the rate o.' (a) two 

c ') r annm da' rin- the grace period, and (b) three 
-erczmt ) annm thereafter. 

:. Citrrencycf Ropi'oe.nt 

Provioion shull be made for repaymnent of the loan and 
pa-ment of interest in United States dollars. 

http:Ropi'oe.nt
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3. 	Other Terms and Conditions
 

lirI,: A. I.D. otherwise agree: In wrIt lu.n., 

(N) ,oodr and services financ d under the! loan, n.hall have 
their source and origin in the Philippines 

(b) The loan ,greement shall provide that prior to the
 
connencement of the first subproject, the Borrower shall submit
 
or cause to be submitted, the following in form and substance
 
satisfactory to A.I.D.:
 

(i) 	Written assurance from the Borrower that
 
sufficient funds from the Presidential
 
Discretionary Fund will be made available to
 
the Department of Local Government and
 
Community Development ("DLGCD") for the purpose

of reinbursing each participating Province for
 
the agreed amount with respect to a satisfactorily
 
completed subproject.
 

(2) 	A project implementation agreemipt, th" t rus ol' 
which cannot thereafter' be materi.a] ly mud i.IbLd "r 
amended without the prior writtn con:-ent tX A. I I). 
which project inmpimentation agr'emnt wi.IWIb,
executed by DLGCD and e.ach participating Pro vi. 
This agreement shall contain, inter alia, the
 
qualification criteria for each Province and
 
subproject and a provision requiring, under
 
appropriate circumstances, A.I.D. approval of
 
construction and procurement contracts and firms
 
selected to perform these services.
 

( ) 
A copy of an executed contract or contracts with
 
an engineering firm or firms satisfactory to A.I.D.
 

(4) Written assurances from the Borrower and the Bureau

of Public Highways, that all roads and briPdges 
improved or constructed under thip Projoct will be
 
classified as 
1rovincial roads and therenlort.
 
eligible for annual maintenance funds, and that
 
such funds will be provided, both in accordance:
 
with 	Presidential Decrees 17 and 320.
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(5) 	 A three year implementation plan JWnIar, d by DTA(), 
including a projection o' farul:; avai . Itie to I'iiarne(, 
contracts with the enriineerinf , ILrrri: rquI r,(] ur,dr 
(3) above. 

(6) Such other conditions as A.I.D. may deem advirable. 

(c) The loani agreement shall contain the following special 

covenants by the Borrower: 

(i) 	 The Project will be implemented, on behalf of the 
Borrower, by DIGCD. 

(2) 	 The DMICD will assure that the terms and conditions 
of each project implementabion agreement are observed 
by each of bhe parties thereto. 

(3) 	 DLCCD will assure that Project Evaluation Procedures 
are implemented. 

( ) 	 Such additional coveriants a; A.T.D. may deei advi.sabl,.. 

(d) T, ioan agreement shall inel.ude ;u.-I. othrr Loir: arid 
conditions, as A.I.D. may deem advisable. 

Daniel Parker
 

Date 



ANNEX I I 

U.S. AGENCY FOR INTERNATIONAL 
Manila, P',;';-pir.es 

DEVELOPMENT AID-DLC/P-2059 

Ramon Magsaysay Center 
1680 Roxas Boulevard Telephone: 59-80-11 

CERTIFICATION PURSUANT TO SECTION 611(e)
 
OF THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED
 

I, 'IMAS C. NIBLCK, the principal officer of the Agency

for International Developinent 
 In the Philippines, having taken
 
into accrunt, among other 
things, the maintern.nce and utiliza
tion ,f orcects in the Philippines previousiy financed or 
assisteL by the United States, do hereby certify that, in rmy
judpntian, the Philippines has both the financial caability
anI the :iuman reoCurces capability to effectively maintain and 
utiliz', KrL - posed Rb,-al Roads Loan. 

Tnis iu-gment is ,ased upon the project analysis as detailed 
in Phiippincs Rural iRloads Capital Assiscance Loan Paper and is 
subject Co the condition3 imposed therein. 

Thomas C. Niolock, Diector 
USAID/Phi lipplnes 

Dc0,0t 



PROVINCIAL DEVEL0PT.N'!' A qSTSfANCE PROJECT 

Fourteen Proposed PDAP Provinces for RR..LP 
Percentage of Farmers , Area Producticn
 

and Crop Value From National Figures 

FY 73 FY 73 % of 
*National PDAP National Total
 

Farmers 

No. of Rice Farmers 1.0 M *387,428 38%° 
No. of Corn Farmers .35 M * 92,281 26% 

Area Cultivated 

Rice 2.5 M **937,445 37% 
Corn 2.1 M **280,685 13% 

Production 

Rice - 108,695,650 Cavans ***61,704,042 56% 
Corn - 40,000,000 cavans *** 5,145,737 12% 

**Value 

Rice- P3,347,826,024.00 ?190,048,499,260.00 56%
 
Corn - ?1,140,000,000.00 ? 14,665,350,450.00 12%
 

*National Data 
National Food and Agriculture Council (NFAC) PDAP Data 

* 1973 Philippine Almanac 
** Price ** NFAC
 

Rice - ?30.90 oer cavan *** NFAC
 
Corn - F28.50 per cavan
 

- 4 ot of 72 Provinces 
-C 

http:14,665,350,450.00
http:1,140,000,000.00
http:190,048,499,260.00
http:P3,347,826,024.00


ANNEX IV 

DEFINITIONS AID-DLC/P-2059
 

ADPD -
Assistance Director ProvincialDevelopment
 

DLGCD -
Department of Local Government and Community Development
 

G 0 P - Government of the Philippines
 

NEDA - National Economic Development Authority
 

PDAP - Provincial Development Assistance Project
 

P D S - Provincial Development Staff
 

P E 0 - Provincial Engineering Office
 

Capial niprovement Program - a comprehensive five year listing of major
 

puhlic improvement projects 
 in a proposed priority, time 

and funding frame.
 

Provincial Road Network Developmwnt Plan - a comprehensive inventory of 

existing roads of all classes and projections of road
 

requirements for the future, const'-uction schedules, 

funding, and supporting geological, geographical and
 

socro-econnmic data. 

Agjclt-rn Section inventcry and Profile - a descripLion of the 

magnitude, natu,.re, supportingand resources of' the 

agricuicural sector. 

~ei.- - Yif-ascru -turo ?ro r-ct - a oroject under an agreed reimbur e

ment to participating provinces for approved infrastruc

ture projects completed according to agreed plans and
 

specifications.
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PROVINCIAL DEV"LOPME'NT ASSISTAtM:r PRiOjECT 

UNITS OF EQUIPMENT REC:?iVED FRO- PDAP/USAID DURING -Y 74 AND TOTAL 

FLEET STF2'GTH 'S OF JUNF 30,1974 

IUNIT S OF EQUIPT.__RECEIVED FROM PDAP/SAID ITOTAL FLEET ________
 

CATEGORY ..... 
 C"D F [ F G S T'RENG TH 

DESCRIPTION 
 oo c c
0 0 0 U 04CiC 0- -4 4.. P-E-' C) 4Ji 

c. -4 P E ZF 

PROVINCE L C n ",4Q t o u I 4 "l.*-w-4 u _ . I " > .- o 

08 La Union 5 17 12 3 1 4-2. .. 8,300
 
13 Pangasinan 46 6 
 75 2 8 .4 6 167 1377,00Y 
16 Zambales 26 _ -2,I 23 5 _1- 98 1747,762
 
18 Bataan 9 
 2 .l 18- 10 301,000
 
19 Pampanga i9 9 
 27 24 _ 8 87 656,014
 
20 Bulacan 42 5 -- 32 42 10 2 
 13 1 148 517,450
 
24 Batangas 21 19
_-5--
 23 2 75 617,400
 
26 Camarines Sur 18 4 22 23 
 A 11 82 - 565 ,qi94
29 iindoro Orienta 25 t32 18 12 18 109 692,800 
41 Iloilo 12 2 18 20 5 1 12 70 492,240 
52 Misamis Oriental 20 3 19 29 8 11 23 113 1520,225.95
 
61 So. Cotabato 31 
 6 32 8 14 3 45 14r 1094,200
 
63 Davao (Norte) 13 2 18 24 5 
 1 14 77 602,200
 
66 Paawan 18 
 5 15 19 10 18 2 87 3475,900
 

TOTAL 312 59 364 295 95 40 
 179 1344, 12988,291.95 g
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ENGINEERING 

RESEARCH,EVALUATION 

STATISTICS AND MONITORING 
RESEARCHER-EVALUATOR 

SAITCA 
STATISTICI 
STATISTICAL AIDE 

~ SPECIAL LIBRARY 

LIBRARY ASSISTANT > 
z 

m x 



PROVINCIAL DEVELOPMENT ORGANIZATION
 

USAID MISSION EXECL iV,- SECRETARYI TO THI- FrESIDENT (1 

OFFICE OF 
; C -PROVINCIAL PDAP PROVINCIAL GOVERNORDEVELOPMENT Pl©"'IAL )E'ELS*"ENT 
COU,, '2 

PROVINCIAL DEVELOPMENT 
STAFF (3) 

RI C 
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 ......
 
PROV N I LP O I C AF PR I C ALPATTORNEY TREASURER ASSESSOR I VI C L PROV'L HEALTH PROVINCIAL OTHER PROV'LENGINEER OFFICER AGRICULTURIST_] AGENCIES 

EQUJiPEN PDAP"USAID PUAFiUSAID0200L TECHNICIANS REPRESENTATIVES 

(1) PDAP Transfrredfro.r National Economic Cozncil! to Office of the Executive Secretary to t/zt President 
(2) Chiefs of Provincialand National Offices are mPtnbers of Provincial Det'elopment Council 
(3) Recommended Cotnpusitioflof ProvincialDevelopm.nr Staff: 

Chief: Provincial Development Coordinator 
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Engin .ering Analysi Information Writer 

z 
Z
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(Office oif tI~e gxecultik ercretq
 

September 19, 1974 

Mr. Thomas C. Niblock 
Director
 
US Agency for Intenational Development 
Roxns Boulevar, -.. a n i 1 a 

Dear Mr. Niblock: 

We plm to undertaki a itural. Roads Program that would 
upgrae.; x:.istiu., local government-funded road systems and 
construcr' new ones -Ir,provinces covered by the Provincial 
Developmcit Assistanc ?roject (PDAP). 'initial phase'
of this program will construct approx2 750 kilometers 
of raral roadj and orle 2,500 meobers of i,-cdges at an 
estimated cost of P130 million ($1 9.3 million). Appro'dmately 
P100 million ($15.0 illion) will be .lmbursed to the prov
inces by ahe national govcirraent. Th.: balance will be the 
-3rovince counterpart . 

This program ,vill be implemented by the' Department of 
Local Governutent and Coimminity _Tcvelopment (DLGCD), initially, 
with the assistance of PDaXP. Implerantauion will be on a 
ruirdurscment b;J. simlar to that in the PDAP Flood Rohtb
ilitation and 0> c:ia" Infrastionc lure Programs, Lli:Ing the 
Discretin:ny V"ad provided in Presidential Dc!:Cu"c No. 1)4. 

To assist u3 in ,- :aenting this program, we would 

like to reque:.t your Aeration of a $15 million projc. 
loan under the r.,ost i- .ble AID terms. also propose 
that Lo lo.n be i.n tne fona of a Specie etter of Credit 
in a (.,, Bank for CiOP purchases (rnIIn!riy o&" new equipment) 
in thc UIS. CO p2ans to transfe.a these equipment to provinces 
and cities on a deferred payment arrangement. 

May we, therefore, request your assistance in obtaining
the above-mentioned loan. Our government gives the assuro.'e 
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that its contribution to the program will be expeditiously
mide and that the colicomwritant obligations to mamintain the
value of the capital investment w'll be met in accordance 
ith agreed procedures.
 

Very truly yours,
 

By Authority of the President:
 

Executive Secretar-y 
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Economic Analysis - Discussion and Methodology
 

1. Rationale
 

The need to evaluate public investments such as those 
used for establishing road transport or improving road transporta
tion has been well established. Sufficient ftinds are generally
 
not available to perform all of the public investment projects,
 
which are desired. The construction of rural roads competes
 
inter-sectorally with potential public investment 
in education
 
and irrigation, for example, as well as 
competing intra-sectorally
 
with possible investments in other transport modes such as
 
railroads, and water transportation. Those who make investment
 
decisions in the road transport sub-sector must choose projects
 
for implementation from among project possibilities ranging from
 
relatively high standard roads to rudimentary single lane earth
 

or gravel roads.
 

Methods have been devised to assist public investment analysts

in deciding which investments should be undertaken. These methods
 
.ILC based on one criterion. Thoseeprojects with the highest socio 
economic benefits reiative to costs shall have a higher implemen-
Cation priority Chan those of lower benefits to costs. Since the
 
reimbursable portion (75% of the total costs) of the costs of rura'
 
roads selected for improvement will be a loan to the Republic of
 
the Philippines and ai such shall be allocated by the government
 
to the provinces, coranon criteria should be applied in the selectic 
of roads to be improved or constructed. The purpose of the develor
 
ment of an economic methodology is to ensure that all projects pasE

the same tests. Also, consideration should be given to the extent
 
of the social enrichment of fhe population served by each road and
 
other socio-econmic effects. 

There 
are inherent conceptual and practical difficulties in
 
estimating thu benefits small farmers from improved transporta
tion. The main benefit id be increases in small farmer incom?. 
However, some benefits are not easily mcaslrable in terms of income 
These benefits may bc more important than those whichn are measura
ble. The improvement of rur&l roads may open up or improve access 

o the population of certain areas to health and education 
facilities and to communicy development pruframs. In the method
aloogy proposed here, savings in transport costs and/o: increased
 
income to small farmers and road maintenance cost differences
 
will he the major benefits. Benefits stemming from the enrich
ment of rural life due co road improvement or construction shall
 
consider whether the population served shall reap average, or
 
above average social benefits as well as identify other socio
economic effects.
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2. Economic Evaluation
 

The underlying concepDt for evaluation is the "with or with

out" criterion. The analyses shall seek to measure the benefits
 

relative to costs without road improvement or construction aud 

with road improvement or construction. Improved rural roads will
 

reduce tiansportation costs & stimulate marketable agricultural 
production and facilitate commercial act:ivity for rural areas
 

particclariy in the movement of agricultural inputs to the producing 

areas and the movement of agricultural surpluses to markets and
 

processing (agro-industrial) facilities. Small farmer communities
 

may also be linked by all weather access to medical, educational,
 
agricultural, extension and other services and ideas thus
 

contributing to the enrichment of rural life.
 

For minor feeder and peetration roads the stimulation of 

marketable agricultural surpluses would substantially increase 

small farmer income. Crops produced for consumption by a farmer's 

family will not be materially affected by road improvement. This 

analysis therefore concentrates on crops produced for sale outside 

of the immediate producing area.
 

Rural roads can be functionally divided into three categories 

based upon their ser1vice to agriculture, the area served, traffic 

levels, road condition and the anticipated benefits from road 

These are major and minor feeder roads and penetration
improvement. 

roads.
 

a) Major Feeder Roads
 

Major feeder roads serve as a main access route to 
agricultuiral areas connecting poblacions aid produce col lection 

centers co the prinary read network. Current traffic levels 

are high on major feeder roads and they are usually open to 

traffic throujhouL the year. Although operating costs are high 

because ol low construction and maintenance standards, these 

ro-ds do not signifizantly hinder the transport of agricultural 
irputs or of conmnoditics to market. The major result of 

imp ovcmenc will be the lowering of transportation costs (reduced 

vehicle operating costs). Present Users of the road and those 
who would norpmally be using the road in the future will incur 

lower coats for operating their vehicles. The present value of 
the algebraic sum of annual vehicle operating cost savings and 
road maintenance cost differences arc compared with the present 
value of conscruction costs to determine the probable return 
on investment. 

b) Minor Feeder Roads 

Minor feeder roads serve smaller producing areas and
 

communities. They are in general closed part of the year
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or are very difficult to negotiate in the rainy season. Traffic
 
levels are moderate to low. These roads are a first link in the
 
farm to market transport oystem connecting agricultural producing
 
areas to nearby poblacions and produce collection and storage
 
centers and/or the major feeder road networks. increased
 
agricultural production is a basic reason for road improvement
 
and should result from extended road use in the rainy season, thus
 
allowing more production to reach markets and inputs to reach
 
the producing areas. Forecasrs of induced production over the
 
analysi; period, net of other economic costs is the bases for
 
estimating benefits of road improvement. Vehicle operating costs
 
savings are small in scarcely populated areas because of low
 
traffic levels but can be a significant factor for some minor
 
feeder roads when present traffic is higher. The present value 
of the algebraic sum of the net income to small farmers from 
agricultural production generated by road improvement, vehicle 
operating cost -;alings and annual road maintenance cost differences 
are compared with the present value of construction costs to deter
mine the probable return on investment. 

c) Peneti-ation Roads
 

Penetration roads usually involve new construction or 
improvement of low standard roaqs or tracks. Penetration roads 
can open up entirely new areas to settlement or serve areas where 
cash crop production is very small due to lack of transport 
facilities. Dry weather access is difficult and in some cases 
impossile due to the lack of bridges over perennial streams. 
Traffic levels ara very low to non-existent. There is a ihigh 
uncertainty as to the rate and type of development which 
could be expected from the establishment or improvement of penetra
tion roadc'. Stimulated agriculttral prodition is Cie -,aa benefit 

Lo be derived from penetration roads. Tie present. value of tle 
algebraic sum of the net income to small farmers from agricultural 
production generated by road improvement and annual road mainte
nance cost diffierences are compared with the probable return on 
investment. ?enctration roads may also be evaluated as part of a sub
project scheme. Here a package approach can be used. 

3. General Considerations
 

a) The Data Base
 

The Philippine Bureau of Census and Statistics has
 
produced a 1960 agricultural census for each province. These are
 
disaggregated to the municipal level. A similar census has been
 
conducted for 1971 which at present exists in the form of computer
 
runs. Existing population; statistics including the farm population
 
allow estimates of agricultural production in the influence area
 
of the roads and therefore truck and passenger traffic over the
 
roads with changes over the 1960 and 1971 period. Data can also
 
be obtained to determine the net returns to farmers by crop.
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Traffir!surveys havebeene 
 1 se e

-:roads to be,:evaluated 'in-thee selece rvnes rg
 
--~tia~o. srvby'h ecueicidu e'd.n,,.ese-roads-. ,-For

exsing roads, eatimates of current-passenger and carpo traffic
~shatl be bas'ed on theseae ta t affic c'ounts and onesias 
ge~rtdb smlfe passenger anid truck, traffic. models. 
iffic count' estimates are notlikely to refl~ct~theraT 	 saoa 

fraicoe uo a 
whichI depend part icularly on thze 'time~pat ternofarclul 

-41 ctil~~ i ~~te-nf eahe, ad ec remyb onsiderable.r~ 
~ Thetaffic counteults ' c folreewillhave toLbecros -an 

.chackedand-modifct by rafficest' mand u ,pas 
... bsen oera ttruck traffic models for feeder roads~ whicih' haebeen specifed&i 

empirical-"e-" I s cnced~ by two-consulting firs' . 
Norconsult AS. HeF ae n'models may beused to estimate 	coverag'e~anu 'f
 
population and agriculturaL'activiy infthe influence area.
The model estimates excluLde through tafficbit in an~y ~case,.
such traffic constitutes a'minorportion'of totaltraffic for#f 
most of thesub-pirojects.i Traffic projections are'alsobased 
these modifiedmodels,,'w n Annex XII
Road construction standards-are based,on projected traffic volumes 
and composition at the end of theievaluat on peiod; . 

S Unit, parameters for vehic le operating'costs for, varying 
t:11' types and conditions of pavement and operating s'eeds~have alsodail tra] ic 1-g n r t . byi......been developed in'the rec'enitstu~dy of feeder roads cnducted for
 

the IBRD. These parameters are also shown in Annex X.II; The
 
parameters, particularly those appicable to 
passenger traffic,
will require min~or adjustmienits to realistically reflect average ~j~ 
passenger traffic conditions on a participating province 's sub-' 

. -- ojects. The adjusted cost paramet.ers,1togetheTr with' information i.~ 
on 
the present and projected (after improvement) 'paem~entty'pe an
 
condition and operating speed, sha.ll be used Vas raantsfor
 

6determinin'gvehicle
user cost savings. In 'the interest of simrpli
- filcation, time savings' from increased vehicle speeds' has not been i,
7:.:. 	 considered. lThe results will not~ b6 affected sign'ificantly . 

User cotsavings (per truck-km. or passenger-km.) resulting from 'Yj
road imp~rovement will be assumed cntt hohoitheprjc 

b) The Evaluiation Period 	 > W A 

iAnnual 
projections of benefits-Hand costs arej-prepared for 
10O-ea+3riods oadsito beipoe orcntute ogae

W standarcdis., The additional benefits andf costs 'after the lO-year AA 
period, hould not ,significantly affectdthe internal rat'e of, 
return of IRR's~near 15. Roads to be considerecIforlmprovement-

7:T-t o higher than gravel stand.ards .will be revaluated 2ov'er,.a ~
 
period,(
 



V 

c) Conatruction and Maintenance Cost~s 

s~adads,*cot stmates, an maineane~ r 6Li05d nbv 111 

aie eeconomi anls intnln'h nicrn lmns 

i ) Construction Csts 
conforutcti'onoaoto ~ vary with the design sadrs

adopted',o h.ra tobe improved, or constructed. Total con-~ ~~~~~struction, costs minus- taxes are use'd ~e~etoI ntx
 
Design standards,will depend on the ~nagnitue and composition of~
 

Str~affi at end o.fthe,design, period-... Gra~i. rolads are, assumed'>
 
tohaea rjetlife of 10 years. However, item's such as major-.,, K
 

~~~~~~' ieo~0yac present
tohave' The 
value (at 15%) of the'surplus or remaining utility of major 

riainagIe structures has benn found to be over 20% ,nf the original7' 
cost,,, For the_ IRR computations,_20% of the'.orig1.nal cost of majof 
drainage is used to estimate the present value ofthe remaining ' ' 

S utility for gravel rads~and as~such is treated as a~ benefit. 
Factors shall be calculated later fo~r higher7 standard roads. \ 

y. ii) Maintenance Costs 

Optimal maintenance costs levels vary with the 
magnitude and composition'of traffic, pavement surfacerand width, 
and engineer'ing design standards.. Maintenance cost differentials 
will occur in upgrading a road to a higher. standard,' Usually 
these diffeifences reflect higher maintenance costs or the improved
 
road during the early years after construction. After some years
 
the situation is reversed and maintenanice costsavjz6s are incurreOi.
 

2
~These differences should be handled as either~ negaive or posit ive

benefits in the analysis. In order to be consistent, maintenance
 
costs for the construction of penetration road sF-a-Ll'bqtreated
 
as negative road maintenance savings, i.e., they i 1 s''r
 
from the benefits. 1Iintenance cost savings for improved roads
 
'constitute a small portion of total benefits and will likely
 
have little effect of the internal rate~of retu'rn. A number of
 
projects could be analyzed to determine> the sensitivity of the 
IRR's to the consideration of negative and positive inthenance 
cost savings. Excep in unusual circu~mstances' aniiuial maintenance ' 

costs should be ignored or, quickly computed for i1nclud'ion in,,h
analysis
 

d) ,Vehicle Operating costs savings
 

;'' operating 

carrying I'' an feeder 


~ ~LV~ Vehicle costs 'savings are the major benefit for 
-f' major ~ cabi~'t o io roads now', 

carringsignificant trafficevo'lumes. After some experience with 

V~" 



stff shoul be able t'odevelop Lsom~e cutof po sb do the 

-co ediat cpstionvhce of present traffic below ,b1.ch the 
Ofvhif perating cost: savings'

contibue meaningfulf to the dterminiat ion 9f the4 iternal
S~.rate 'of return. or ca6ltn'veil-or'ifgcost 4 savings

the 4 following steps wer qued V 

Annual Averae 4 Daily Traffic'(AADT) i :s es timated from 
actual'traffic counts or 'on estiniates generated by simplif led 
passengers, and truck models. 7'd iedl t r inAnnex XII., 

.. hs caclto nov sia n r fc1 costs,,Iper pas seng er-
Idlmetradgth r''d in4 it's existingand 

iis uproved condition.. The difvne r te siae 
savings-per passenijer-kilometer adtrticI&.klo reter dule to road 
improvement.' Projected population and productio'n in'the road 
influence area are converted' to annualvpassenger-kilometers-andP 
Annual truck-kilometers based on modifiedI passenger and truck 

.. 

4 

traffic models. By' multiplying unit sav1in S1 y thennil 
passenger and truck kilomieters, annual vehcla operating costs 
~savings are obtained for the evaluation pe'riod. 

e) The Influence area of the Roads, 

The 'influence area of a road is defined as the geographical 
limits over which farmers depend'on a road fo~r the movement of 
passengerss and goods into and out of the area., The influence 
area shouild be determined on the basis of relevant topographi.cal 
features and the existence of planned construction of alternative 
means of transport. In the absencie 'of sufficiett information, 
analysts may wish to consider the influaence z'onei of a road as 
equal 'to the total land area within 'one kilometer deep on both 
'sides'of a'road. 

4.' The Evaluation of Rur'al Roads'-... i 

~~a) Major Feeder Roads '44 '

(~~~4 ~~ill 
The benefits from the improvement of major.feeder 'roads' 

be: "4 ' 4 4 

. 

~~~4~ 

-Vehicle operating cotsaig 

44.4 . . ". ~' "<Annual road maintenance Tcosts4differences (positive 
or negativej)~44,4 

'~'' 
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The costs incurred in the improvement of major feeder
 
roads are:
 

- Construction cosvt; 

'rie econol. ic evahbat ion of major feeder roads wil l 
consider vehicle operating COSt savings and maintenaice cost 
differenceseas the benefits to road improverent. The basic 
methodology is well known and has been sILkuplified as much as 
possible here to facilitate its lise 1y tie IPDS's without com
promising its utility as ai: effective aic tO 'ecision iiakin:,. 
Tho algebraic sum of the present value of annual vehicle opera
ting cost savings and road maintenaice cost dLfferentials are 
compared with tne present value of construction costs to deter
mine the probable return on investment. 

b) The Agroi-conomic Approach for Minor Feeder and 
Penetration Roads
 

The evaluiation methodology consists c -!n Lgro-econo:,Jc
 
approach and i cqialification of the bocial effelcts of the road
 
sub-projects an well as other socio-economic factors. Minor
 
feeder and penemrr-:ion roadz will generally be improved or
 
constructed to gravel standards.
 

Thu agro-economic approach seeks Lo ien.iir,', tlx 
resu It of raral road improvement - tle ieult tIc It 
agr1,ciurai surpluses. It is not expected that c'-.-. pr' ,ri, 
for consumption by the farmer's family will e atfecr'>,i - iivpro,.,ed 
roads. The ovaluation therefore concentratts on the I rmer 

agriciltural surpluses. analysis to m.easure affectedThe seeks )[: 
farmers will respond to improved transport. 

Tmproved access to producing areas shoui! Undice . rn
duction .n severri ways. MosL i -,portantiy per A'shal- 1 erops 

are iVrrisc, dtri ng th rainy se::s-on can be -n.ie(: :rediel
:rarkets or . facil , asSrccessinr, r 

exar,.uLe, rhat sarmers with poor access ti, 1 Irvt: . 
coid -:ncur ,.ie- costs in ha'ia certain per;a crc
to t7e r-arko Qa.a the possible sale oric. at t r C~ .* , 
crop> arc ow left to spoil or :iven t. do,- estc 'iu.;i. '-L; .r 
all weather roads ensures tciat agricuItural "nn tt sUCh 17L ii c r 
insect ic uS "nd iiiproved planting material wiil b- zvailalle wl cn 

needed, csne. ally durin the wet season. impr uved roads siould 
rnake the oxteasion officers more effective. 

The importance of transportation in facilltatin'; econoric 
and social development and in improved transport services in 
stimulating development has long been recognized. However, 
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theoretical problems arise in determining the net 
induced
 
benefits due 
to the road alone and practical problems of
 
measurement emerge. 
 A minor feeder road or penetration road
 
is normally expected to provide relatively larger development
 
benefits - proportionate to total benefits - than is true to
 
improvement of a major feeder road. 
 Indeed, the development
 
effect is baLically the reason and justification for minor
 
feeder and penetration roads. Economic 
 feasibility depends
 
upon the 
extent to which the absence or inadequacy of sucL. roads 
imposes a cocstraint on production. However, recognition and 
consideration must be given to non-road factors which ma.'
 
constitute production constraints. For agricultural development

to take place, adequate feeder roads 
are a necessary condition;
 
on the other hand, improved roads alone may not be a suffi-cient 
condition to induce development. Other major constraints shall
 
be identified in the sub-preject analyses. To the extent
 
possible, a coordinated program should 
 be developed to deal with
 
these problems and transport improvement, simultaneously.
 

The importance of minor feeder and 
penetracion roads for
 
marketed crop production varies witih. each Thecrop. timing of
 
planting and harvesting, 
 the level of inp, ts to production and tle 
storability of the crop are the most important factors. The major
 
crops in the selected province. should be examined and classified 
relative to their sensitivity to road conditions.
 

i) Response :c Road Improvement 

The analysis assumes that induced agricultural oeneits 
will accrue due to road improvement in tI~e first year _i-c.diately

following construction. The assumption is that farmers .ill
 
respond by more intunsive and extensive a:ricultjral meit :ods to
 
increase marketed production of crops already 
 under cultivation on 
their farms. Some crop diversification is also anticipattd but 
time, type and rate of these changes is higlhly i:ncertain. No
 
attempt has bben made to estimate the benefits fr-o crop 
divc:ri
fication ir the sub-project areas.
 

ii) 7rojecting Future Productio-

Projecting future production rcquires forecasts ,f
the volume of selected priority crop production in each service
 
area without road improvement and with road improvement. Cver
 
the 10-year period the "without" forecast assumes no improve
ments are made to the roads and other conditions remni- 'nchan ,d.
The "with" forecas: for agricultural production assumes hat road 
improvements will be undertaken but that other conditions remain 
unchanged. This forecast quantifien: the importance of road
 
conditions as 
a factor affecting the marketed production of each
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crop. The difference between both forecasts is 
the incremental
 
production likely to be induced by road improvement.
 

Incremental Production estimates are based on an agro
economic analysis of the area served by the road. Two produ t ion 
forecasts fo: !iac.- major cro) ore required over the I-year 
evaluation period. The first ass ,.es no changes i tLhe roaci 
c aditions and woulct in most cases oe a projection of historical 
trends from the 1960 an 7 171 agricultural census dat;, or OLher 
available date. Production forecasts assiming, road imrproveoent 
is the most crucial part o the analysis and it is unlikely that 
any short cuts each be stbstituted here for the analyses and 
judgments r !uired. The analysts has already determined via 
the preliminary screening criteria that poor transportation is a 
major constraint to increaseapproduction. He should be able to
 
substantiate that:
 

- Agricultural yields are lower in the road service 
area than elsewhere in the Province for areas of similar charac
teristics and growing pactersa;and/or
 

- Show that idle lands suitable for the crops under
 
consideration exist.
 

The stream of differences between the forecasts represents
 
the incremental production attributable to road improvement
 

iii) Valuing Forecast Production
 

The issue of shadow pricing sub-project inputs and
 
outptts has been examined, and it has been concluded that On..
 
the unskilled 
 labor input needs to be shadow priced. No serious 
distortions are likely to be iatroduced into a sub-project 
analysis if prcva ,ng -arket prices are used for other irmpts 
and oltpUsc. The nadow price for unskilled labor will of ,:oUrse 
vary from provi:.,ce -o province, dependin; on local labor markec 
conditions. The PDS shall endeavor to provide guidance for 
parLicipating' provinces on the determnination of appropriate 
shadow wage rates for unskilled labor.
 

0o'ecast productLon is valued by current o'i fair 
prics. , -arnal rate of return comparisons for eachl r(ad 
are based on :be.nec value to far..iers of the estimiated increMen
tal productic.:. inducec by roau irmprovement, excluding all 
factor costs to the farmer. Sufficient data should exist tC, 
allow the calculation of the net vaffe of the 4ncrerental 

produccio. by crop. As experience is gained 'y the PDS, coo: ficicnts 
hY crop reprcs;enting the percentage of gross ncome whicd esziracc.s 
the net income to the farmers should be developed.
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c) Minor Feeder Roads 

The benefits from the improvement of minor feeder roads
 
will be:
 

- incremental marketable crop production leading to
 
increased net 
income to small farmers.
 

- vehicle operating costs savings 

- road maintenance cost differences (positive or
 
negative)
 

- the enrichment in the quality oi life in rural areas
 
(social benefits) and other socio-economic effects.
 

The costs incurred in the improvement of minor feeder
 
roads are:
 

- construction costs.
 

i) The enrichment in the quality of life in rural arevas
Social Benefits are benefit-s which are not: easily

quantifiable. They are nonetheless not less inortant tliar,
those to which numbers and values can be al fied. In fact 
the farmer and his family artc the Iinal recip ents tl,o4 
gains from rural road improvement and it i. the bettermncit
of his human condition which is sought herc, lie may hav 
improved or new accecs to medical and -ducational facil-: esand to gains and enrichment. which ,erive from addition..l 
contact to new people and new ideas. The farmers cenr ev
cial links will thus be improved and in some cases nett,
access to processing facilities (a:;ro-industrjal) will :e 
afforded. These benefits may be relatively constant .
the roads, The methodology requires the inclusion of , :eth,.:
the socio-economic benefits due to road improvement ;!r,!

expected to be avrage or above average in which case ,

short qualifying statement would be included.
 

ii) The internal rate of return- derived from thke
algebraic sum of the present value,,: of the annual herifjts
(net value of incremental crop pro6uction, vehicle opera
ting costs savings and maintenance cost savings (positive 
or negative) as compared to the present value of con
struction costs to determine the probable return on
 
investment.
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eincremental marketablecrop production leadingto 
increased net income to small farmerso 4 
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-road 
 maintenance costs dif erences (negative)
 

The costs incurred i n the improumsent of minior feeder 
roads are: 

- construction Costs 

Theraretwo ways of hnln h vlaino eerto 
roas.he irs isthe method used aoefrmnrfee od 

and is much simplier than that of Iminor feeder roads'sinceyehicle 
operating costs savings do0 not exist.,~ Sin~e littleornoniinte
nance costsrare incurred before- construction, theaiteance 

after construction are a cost to the 'srub-prject~and,should be
-costs, 


roads are negative benefits and not positive costs.",I initer
 

Weepenetration roads are all, integral part of 
or parct oa integaedvlomn scheme~, a package aprahi 

use. hecosts of constructio should b'treated as any,othenr 
inptcstand rthe internal rate,o e un siae ,t etr 
slub -pject. $Assuiming r" n!o -a fthr fco 

-~inputs',is:,proportional to their-costs, then 1the IR o th1e"~'~ 
y enetration road would beienialwth-the ortotal project~'-~ 
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The criteria for evaluating the eligibility of financing
the construction of penetration roads is the same as
major feeder roads, i.e., 
for
 

a minimum IRR of 15% 
and a consideration
 
of socio-economic effects.
 

5. 
The Eliibility ofrroads for improvement or construction
 

A principal criterion for evaluating the eligibility of
rural roads for improvement is 
an IRR of 15% 
or more on investment which is the currently accepted opportunity cost of capital
in the Philippines. 
Also where the anticipated additional
socio-economic benefits are 
expecLed to be more than average,
these would be qualified. 
 Other important factors in the influence area of the road should be identified. The
discussion of benefit incidence and additional socio-economic
benefits can help Lo clarify proper choices especially when
there are marginal differences among roads in terms of IRR
criteria. 
The IRR would be expressed as a non-fractional
 
percentage, e.g. 
 15% or 17%.
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ECONOMIC STUDY MODEL - IL'USTRATIVE CASE 

IntroducLion 

T7he following study seeks to illustrate the application of the 
economic methodology described in Section II. C of the text and in 
Appendix XI, to a specific sub-project (hereinafter referred to as the 
project) selected from the Road Network Development Plan of Bulacan,
 
a province located norch of Manila. The project is a segment of the
 
Baliwag-San Rafael-Sta. Lucia road and is shown 
in Charts I & 2. This 
project is considered as a high priority project bY the provincial 
government of Bulacan. 

The study illustrates the economic methodology applicable to a
 
major feeder road as defined in Section II. C of the text. Two other
 
illustrative cases showing the application of the economic methodology
 
relevant for minor feeder and penetration roads are being developed by
USA[D and PDAP. The examples, together with this study, will be used
 
in the training courses proposed for the PDS staff of participating 
PDAP provinces. 

The study is merely illustrative ii. nature, and its resit:ts should 
therefore be considered as highly tentative at this time. Additional
 
analysis using refined data will be undertaken in the future to verify
 
the initial results of this study.
 

Project Description
 

a. Existing Road Characteristics
 

A detailed inventory of the proposed project was recently under
taken by the Provincial Engineer's Office of Bulacan proviiice. F : e 
purp )sc of this inventory, the road was divided into a number of homi)
geneou: subsectior. the of roadway width, and type andon basis cr,ndtt.; 
of pavemen:. For each subsection, data was collected on present -rad 
condition and characteristics, degree of roadside frittion, structvrs., 
te-crain, major intersections, and operating speed. 
formed the basis for calculating the traffic costs 

This inventory 
for the road in 

h-,. 
is 

existing condition. 

The project starts at KM 56+590 on the Bajiwag-an Rafael-
Sta. Lucia Road and ends at KM 68+060, comprising a tntal length of 
11.47 kilometers. It has for the most part a roadway width of 5.0 metr.;, 
except for short sections (totalling 1.1 kilometers) with a width rf 4.0 
meters. Except for a short section of 0.45 kilometers of cem:.nt con-rc :e 
in the San Rafael poblacion area (KM 58+054-KM 58+500), the ro.-,'. surface 
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is either asphalt or gravel and is in either bad or very had condition. 
The terrain is generally flat for the first 4 kilometers of the road,
 
and becomes rolling thereafter. Road structures IncItide a rionhmbr of 
drainiige pipes and two bridges. The first bridge (KM 01.-693) In a 
recently con5tructcd bailey bridge with a span length of 9.00 meters 
and a carriage width of 3.9 meters. 'he second bridge (KM 65+380) 
is another bailey bridge which spans a length of 33.1 meters and has
 
a carriage width of 3.53 meters. The second bridge is currently in
 
a bad condition.
 

b. Proposed Improvement Level
 

The initial 1.464 kilometers of the project road (KM 56+590-

KM 58+054) is proposed to be upgraded to a cement concrete pavement.
 
This section of the project road has a relatively high traffic density.
 
Its average annual daily traffic is estimate. at over 400 vehicles.
 
The second section of the project road has a cement concrete pavement
 
which is in good condition; no improvements are proposed for this
 
section. The third section consists of 9.56 kilometers (KM 58+500-

KM 68060) and is proposed to be provided with a new gravel course.
 
Present average annual daily traffic over this section is between 100
150 vehicles.
 

The scope of improvement also involves the ,..'idening of the
 
roadway in certain sections; the raising of elevation oi ,me sections
 
andthe lowering in some sections to reduce grade; the replacement of
 
tle bailey bridge at KM 61+693 with a reinforced concrete box ctilvert 
and the replacement of the bailey bridge at KM 65+380 with an RCDG.
 

Initial Selection C.:iteria
 

The proju-ct: meets the initial selection criteria listed i:1 p-;. 
of the iext. First, the project will serve an agricilcural a,:i and 
will benefit mainly small farmers. While no actual su-vey o rr,o 
in the infiuence area was undertaken, il can be assi:med safcly t- n.,. 
project will serve an average of at least 10 farms of less thnn r c
tares each within its influence area per kilometer of !enti . 
available agricultural information Thows that Bulacan i:, - p ovi. 
small farms. 2able 1 sbows that over 75/= of all farm, in 9uiacan h;s 
individual sizes of less than 3 hectares, while less ;!an 17 c -r L,:r9 
farms o'1 0 hectares and over. Similarly, in San Rafac] and An.,at 
municipalities (where the sub-project has its influence ar'ea), th
proportion of total farms with individual sizes of less; than 3 .rt,,res 
is greater than 70. (70.1% in San Rafael and 79.87 in Angac). iess 
than 1% of all farms in San Rafael and in Angat consists ni fai-.m w ch 
individual sizes of 10 hectares and over. Second, the project des not 
lead to a deadend or impassable road at both ends. Third, th. proiect 
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passes through the poblacion area of San Rafael municipality and connects
 
to a road network that leads to Baliwag, a major market center in Bulacan.
 

Fourth, the level to which the road and the road structures are proposed
 
to be improved took into consideration the preliminary engineering
 

criteria listed in pp. 3 of the text.
 

Influence Area
 

The influence area of the project was determined with the aid of
 
Bureau of Coast and Geodetic maps of the area (scale 1:50,000) and aerial
 

photos taken sometime in 1966. Most of the project's influence area lies
 
on its northern side since the influence area is sharply delimited on
 
the southern sidc by the Angat River. On the northern side, the road's
 

influence area is circumscribed by the San Ildefonso-Acle Road and on
 
the western side, by the national highway.
 

The project is a segment of a road that feeds to a national highway.
 

The sub-project provides access to 12 barrios in the municipality of San
 
Rafael and 5 barrios in the municipality of Angat.
 

Project Benefits and Benefit Incidence
 

The project can be clasoified as a major feeder road in terms of
 
the functional classification of rural roads as discussed in Section II.C.
 
The road carries a relatively high traffic volume and despite its existing
 
bad condition is capable of providing year-round access to agricultural
 

areas within its area of influence. The relation of the road to The
 
agricultural area it serves has been analyzed, and it has been concluded
 
that the road in its existing condition does not pose a signi.ficant
 
constraint to increased agricultural production in the influence area.
 

Vehicle operating costs on the road are relatively high becauLse of 
the road's generally bad condition. The major benefit:s expe. td from
 
road improvelent are user cost savings resulting from a redlicLir, 'r, 
vehicU operating costs. The road improvement may stimulate -ri 
tural production since part of the user cost savings -s expected Ih, 

pas;sed on to farmiers in the form of lower input prices or higher !.e 
prices for their agricultural output. The development benefits ; o 
believed to be small, however, and have not been quantified. Tra.. *t 

costs for farmers in the influence area are not a signilicant prop¢,r- on 
of total producuion costs. A decrease in transport costs, there; r(,, 
not likely to induce significant production increases.
 

The major social benefit expected from this projeut is easier access 
to health, educational, ,.ni market facilities in Baliwag, a nmjor ceOte; 
in Bulacan province. ' social benefits from this project will accrue
 
mostly to small farmers in the road's influence area.
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User cost savings expected from road improvement are expected to
 
be distributed among small farmers in the influence area, traders,
 
transport owner/operators, and construction firms 
(which are mostly

small-sized) quorrying sand and gravel deposits in the influence area.
 
It is quite difficult to ascertain the exact proportionate shares of
 
the various heneficiary sector&; much of the user cost savings, however,
is likely to 
be passed on to small farmers. The transport sector serving
the influence area is domina.ed by small transport owners/operators and
 
is competitive. Additionally, the road improvement is likely to attract
 
additional transport owners/operators who are not serving the 
area now
 
due to the bad road condition.
 

Existing Traffic
 

a. Traffic Counts
 

The demand for transport services in the project's influence
 
area is generated by three major 
sources: (1) population; (2) agricul
tural production; 
and (3) sand and gravel deposits. To estimate the
 
resulting .affic generated by these sources, two-day traffic counts
 
were undertaken on two stations along te project. The first counting

station was located at KM 57, 
near the start of the sub-project. The
 
second station was located near KM 63, midway between the start and end

of the proj,ct. The results are shown in Table 2. 
These estimates 
include traffic generated wiihin the influence area only since the
 
project road does nor 
 carry through traffic. 

It i:; doubtful if the results of tie two-day traffic coiinls 
reflect accurately :--he annual average daily traffic whicti (ouid pass

the project ro.id. First, 
 traffic along the road, particularly the 
agriculture-relaled component, shows considerable seas.,al variation.
 
Second, the gang rally bad condition of the ,.oad has adversely af;'jc:ed

traffic levels. To evaluate Lhe results of the tra!ffic counts, -f tas
 
necessary to use simrle passenger and truck traffiu modcls which hvo
 
been empirically specified in a recent survey of ieeder roads 
 for,
IBRD. 
 The models yield results (traffic estimates) that would obt:n-r
 
if the road standard allowed any vehicle to pass the projecL road 3]i
 

year round.
 

b. Passenger Traffic 

From an analysis of traffic of feeder roads not carrying
through traffic, the iBRD study foUnd that an average of 5i pa senger

trips (both ways) were generated for every 1,000 persons living in tihe
 
influence area.
 

(1.1) Passenger trips = iBx .0.056 

x =i
 

where !&- Population of barrio X included in the influence area. To 

http:domina.ed
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convert passenger trips into passenger-kilometers, the barrio population
 

was multiplied by the distance of the barrio from the start of the road
 

project. Thus,
 

(1.2) 	 Passenger-kms --. Bx Lx . 0.056
 
x= 1
 

where = distance (in kms.) of barrio x from the stLrt of the roadLx 

project.
 

The barrios in the project's influence area, their respective
 

populations in 1974 and distances from the start of the project, are
 

shown in Table 3. The following compa.res results of applying equation
 

(1.1) to project data with traffic coinnt results.
 

Average Daily Passenger 	 7 of Population 

Trips Generated, 1974 1974
 

Model Estimates 	 1061 5.6
 

Traffic Count Estimates
 

Sept. 7, 1974 1416 	 7.5 
Sept. 9, 1974 1668 	 8.8
 

The traffic count estimates yield higher estimates than those
 

of the model. They also appear to show some degree of stability which 
is probably indicative of a lack of a strong seasonal variation in 
pa-;senge;- traffic. T1he project provides acces-s to educational and 
market facilities in Baliwag for barrios in the influence area, and this 

factor is a strong and regular component in passenger traffic on the 

road. In passenger traffic projections, the parameter 0.082 instead of 

0.056 will be used.
 

c. Truck Traffic (Generated by Agriculture and Population)
 

The truck trip model as formulated in a recent study of !,eder 

roads referred to above relates the number of daily truck trips to tie: 

population and agricultural production in the influence area. The 

model's estimates include only truck trips -enerated by a road's ni ienie 

area, and excludes through traffic. The model as specified is as fellows. 

(1.3) Truck trips = .002 .Population + Agricultura' 
(by road) 

300 

?.:odu: Lion 

Road Length 

(1.4) Truck-kms = Truck trips Y 2 

The study esz"'blished empirically that for every 1,000 people in 

a road's influence area. 2 truck trips are generated, while for evecv 300 

tons of agriciltural produccion, 1 truck trip is generated. The mode1 is 
admittedly crude since first, marketable surplus not total agriculuiral 

production is the relevant variable and second, this approach does uot 
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include truck-trips generated by other economic activities such as
 
fishing, mining, industry, etc.
 

In estimating current truck traffic on 
the basis of the model, 
agricultural production in the influence area was first calculated. 
This calculation was not done directly for lack of sufficient information 
on land u>;e and capability in the influence area. An indirect method was 
used instead. This method involves estimating the per capita (i.e. per 
head of farm population) agricultural production in the influence area
 
and multiplying it by an estimate of farm population in the same 
 area. 
The most recent Agriculture Census (1971) provides an estimate of per
 
capiita agriculi:ural production for San Rafael municipality where most of 
the projcct's influence area lies. (The most disaggregative level of
 
agricultro2 census data is the municipality level). Thi!; estirate for
 
San Rafael was adopted for the influence arez., and was projected up f-(,
 
1974 on the h)asis of The historical annual growth rate between 1960 and
 
19"1. An estimate of farm population in the influence area in 1971 was
 
derived Iy multiplying the proportion of fana population to total popula
tion in San Rafael by the estimated population in the influence area. 
The result (farm population in the influence area in 1971) was then
 
projected on the basis of the farm population growth for San Rafael
 
between 1960 and 1.971.
 

Tables 4 and 5 show the agricultural production and farm
 
population iii 
 San Rafael for the census years July, 1959-June 1960 and
 
July, 1970-June 1, 1971, and in the influence area 
for 1970-1974.
 

A comparison of model estimates using proje-t data with traffic 
count estimates is shown below. 
The data indicate that truck traffic
 
shows considerable seasonal fluctuations, and it is likely that the
 
Craffic count e:stimates 
 are at the lower range of these fluctuations 
, ince the couinth: were taken during the agricultural slack season. The 
peak times for agricultural activity in the area are the harvest: months, 
u,:ually April-May and October-November . 

Average Annual Daily Truck Tri;s, 19;4 

Model Estimates 
 69
 

Traffic count estimates
 
Seplt. 7, 1974 
 53
 
Sept. 9, 1974 
 26
 

d. Truck Traffic (Sand and Gravel)
 

The !;and and gravel deposits found within the influence ;irva 
along the banks of Angat River generate a substantial amount of traffif
on the project road. 
 These deposits are quarried by private constructon
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companies and transported to the Greater Manila area 
or used within Bulacan
province itself. 
The province of Bulacan is 
the major supplier of sand
and gravel to the Greater Manila area. 
Table 6 shows estimates of sand
and gravel quarried from various pits 
in Bulacan from FY 1966-FY 1973.
 

The sand and gravel traffic that uses 
the project road is generated
by the Pantubig (San Rafael municipality) and Sta. 
Lucia (Angat municipality)
pits in the influence area. 
 These pits are shown in Chart No. 
1. ')n the
basis of interviews with 
local people, it 
has been established that 
during
recent years, about 67% of the total sand and gravel hauled fromr 
 .%'n Rafaelcamo from the Pantubig pit which is over a kilometer away from the startof the project road. 
 The 67% share or almost 36 thousand cubic meter,;annuallv i,;equivalent to 117 truck trips daily (I truck --- i' m4,rst).It is further estimated that about- 70% of these trips (or 81 trips) passesthrough 1.3 kilometers of the project 
road daily, generating an annual
 
average daily traffic of 105 
truck-kms.
 

The current proportion of total sand and gravel from Angar municipality that comes from the Sta. Lucia pit cannot be determi ene. Due tothe vcy poor condition of the project road, particularly the bailey bridgeat KM 65 -:-380, the volume of sand and gravel quarried from the Sta. 
Lucia
pit ha!; probably declined in 
recent years and is 
small at present. The
Sta. Lucia pit, however, possesses deposits much more 
substantial

those in competing pits 

than
 
nearer Manila. The improvement of the project
road will 
reduce transport costs for private construction companies, and
will have the positive impact of opening the Sca. 
 Lucia pit lo furtherexploitation. 
 It is assumed 
that about 42 annual average daily truck trips
(equivalint to 482 truck-ris) can 
be generated.
 

TraffhLojections 

To) provide a basis for calculating annual benefits over the project
life-fme, vaf:ic projeccions have been prepared for each major .-,)rcc
of traffic 
 demand. The ?rojections are 
shown in Table 7.
 

a. Ppulation
 

Th,- populations in the barrios within the influence area havbeen projectw2; to con inue to grow at their respective interccensal (1)(-0and 1970) an:-,,;-- growch rates. The projected populations of the ':a.r-.5sin the influenrc, area are shown in Table 8. "he projected barrit nopuations 
were converted into annual average daily passenger-kilometers using

the following equation:
 

Annual Average Daily Passenger-Kms. 
 = B . Lx * 0.032 
9for all barrios) X = I X X 

where B, = projected population of barrio X included in the 
influence area; and
 

Lx = distance (in kms.) of barrio X from the start of 
the road project.
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b. Agriculture
 

Agricultural production in the influence area was assumed to grow
 

at an annual average rate of 6.8 percent, a combined result of a projected
 

1L8 percent annual increase in farm populntion and a 5.0 percent annual
 

increase in per capita agricultural production. The projected increases
 

in farm population and in per capita agricultural production continue
 

the historical trend during the period 1960-71. Much scope exists for
 

increasing productivity in the influence area particularly if irrigation
 

coverage is expanded. The 1971 census data show that palay yields in 
San Rafael municipality (where most of the road's influence area i.s located) 
average only about 48 cavans/hectare (2.1 MT/ha). The same data show that 

only about 9 percent of total farm area in San Rafael municipality is 

irrigated. Additionally, some scope also exists for increasing hectarage 

particularly in the northeastern fringes of the road's influence area. 

The projected agricultural production (and population) was then 
converted into truck-kms. using the following equation. 

n 

Annual Average Daily = .002 - Bx + Agricultural production (by road) x 11.4 kn 
Truck - Kms. x = 1 300 2 

c. Sand and Gravel Traffic 

No realistic basis exists at this time for making traffic: pro

jections generated by sand and gravel deposits in the influence area. For
 

the purpose of this study, it is conservatively assumed that an annual
 
average dail," volume of 244 cubic meters will be quarried from pits within
 

the influence area, and will generate about 123 truck trips or 586 truck-kms.
 

Traffic Costs
 

Vehicle operating costs over the project road in its present and 

proje :ted (improved) condition were determined on the basis of traf<Ic 
ccsts that i:ave been calculated in the recent study of feedor roads
 

referred to above. Inhae costs are expressed on i passenger-kil(rmeter 
and t,7uck-kilometer basis, and are shown in Tables 9-10. Ti,: traff.I 

costs shown in these tables are net of taxes, and hence can be regarded 

as economic cost:,, 

As can be ibserved from Table9 traffic costs are expressed in Lerms 

of a homogeneois unit, i.e., passenger-kilometer, instead of being dis

aggregated by maoc means of passenger transport (cars, jeepneys, buses). 
This was done )e.,ause the proportion of cars, jeepneys, and buses in
 

the varitus feeder roads studied has been observed Co be highl: o.-pendent
 

on existing road conditions. The traffic costs per passenger-kil;,mete
 
have been derived through a weighting system reflecting the averagt
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passenger vehicle composition on feeder roads.
 

It is realized that the adoption of traffic costs shown in Table 9
 
as parameters for this study assumes some homogeneity between the project
 
road and the feeder roads for which the cost parameters were developed.
 
This assumption will have to be checked in the future.
 

are
 
The benefits of improving a road/readily apparent from Tables 9-10.
 

For examiple, upgrading a gravel road which is in bad condition and on
 
which the operating speed is 20 KPH to a paved road with an operating
 
speed of 60 KP! will realize a cost saving of 2.5 centavos per pass.-km.
 
and 52 centavos per truck-km.
 

a. Traffic costs before improvement
 

Calculations of traffic costs incurred on the project road in
 
its existing condition are shown in Table 11. The project road was
 
divided into homogeneous sections and traffic costs for each section were
 
determined. These were then multiplied by the relative lengths of all
 
sections to derive the average traffic costs over the project. The cal
culations show that P0.048 per pass.-km and ?0.93
 
per truck-km are incurred over the project road in its existing condition.
 

b. Traffic costs after improvement
 

U;alculations of traffic costs to be incurred on te pro ect road
 
after improvement are shown in Table 12, using the same procedure adopted 
in (a) above. The calculations show that ?0.03 per pass.-km and ?0.55 
per truck-km will be inciirred over the project road after improvement. 

C . Unit benefits from improvement 

The benefits to be derived from the improvement o; the pr,,iect 
road are the "uduction in vehicle operating costs. These are %iml y 
the differe-, ce between traffic costs before and after improvement and 
are shown below. 

Benefits per (Centavos) 

Pass-Km 1.3 

Truck-Km 33
 

Project Benefits
 

The projected annual benefits from the improvement of the project
 
road are shown in Table 15. The benefit stream consists of annual kiser
 
cost savings, annual maintenance cost savings, and the salvage1,r rcmaiT, 
utility values of the major road structures. The annual -!ser cost savng 
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were derived by multiplying the projected annual average daily passengerkms. and Lruck-kma. by 365 days and by unit cost savings.maintenance The annualcost savings were derived as the differencemaintenance In the ann,,lcost of the road in its existing
(see Table 

veraus Itt improved 'ondii foi14). The annual maintenance cost: savingiconstant over have been a ,inedlthe projection period. The present valiie.uor remaining utility values 
of the salvage

of the cement concrete portionthe reinforced concrete box 
of the road,

culvert, and the RCDG bridge, beyond the10th year have been expressed as a benefit during the initial 
or construc
tion year.
 

Project Costs
 

The improvement costs of the project road are shown in detail in
Table 13. 
 The cost data are net of taxes, and hence can be thought of
as approximate measures of the project's economic costs. 
 Due to lack
of sufficiently detailed information, shadow pricing of the unskilled
labor component of the project has not been undertaken. As a result of
this lack of adjustment, project costs shown in Tables 13 and 14 are
overestimated, but probably not significantly as 
to serioii-.ly affert the
outcome of the analysis. 
 (Very rough calculations show (hat project
cost-s shown in Table 13 are overestimated
theless, the refinement 

by around 3 percent). Nonteof this study will have to consider shadow pric-Ingthe unskilled labor component. 

Benefit Cost Ratio and Internal Rate of Return 

The present values of the project's benefits and costs have been
evaluated using a discount rate of 15 percent, an approximaLe measure,f the opportunity cost of capital in the Philippine economy..itscount the Lc,rate, bnefit-cost ratio is abouc 1.0. 
hi:. 

1)f ThL. inte aa1 I tereturn is approximately 15 percent. The project meets the miruiumeconomic criteria, and hence can be considered tentacively as econ:call. 
feasible.
 

http:serioii-.ly
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TableI 

Size Distribution of Farms 
in Bulacan Province and in
 
San Rafael and Angat Municipalities, April 1971*
 

Size of Farm Bulacan San Rafael.
 
(in hectares) No. of Farms 
 'L No. of Farms '7. No. of Farni 7. 

All Farms 28,675 100.0 2,299 100.0 1,204 100.)

Under 1.0 3,232 11.3 
 168 7.3 132 11.0
 
1.0 and under 3.0 18,361 64.0 1,443 62.8 
 829 68.9
 
3.0 and under 5.0 5,587 19.5 22.7 17.0
523 212 

5.0 and under 10.0 1,289 4.5 159 6.9 29 2.4
 
10.0 and under 25.0 192 4
0.7 0.2 2 0.?
 
25.0 and under 50.0 12  2 -  -
30.0 and over 
 2 -.
 

* Preliminary
 

Source of Data: 
 1971 Agriculture Census of the Philippines: Bulacan,
 
National Census and Statistics Office
 

Table 2
 

Traffic Count Estimates on Project Road
 
By Vehicle Type
 

Vehicle Type/ September 7. 1974 September 9. 1974
 
Counting Stations IKM 57+360 KM 62+900 KM 57+020 KM 62+900
 

(7:00 a.m.- (8:00 a.m.- (7:00 a.m.- (8:00 a.m.
6:00 p.m.) 4:00 p.m.) 6:00 p.m.) 4:00 p.m.
 

Passenger Cars * 34 0 39 
Jeepneys * 317 122 334 112 
Buses* 0 0 6
 
Trucks 106 0 47 4
 
Animal brawn 
 18 7 
 0 31
 

* Average occupancy rates: 

a) Passenger Cars - 3 passengers
 
b) Jeepneys - 6.22 passengers.
 
c) Buses - 45 passengers
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Table 3
 

Estimated Population and Passenger Traffic Generated 
Within the Influence Area, 1974 

Estimated 	I/ Estimated No. Distance of Barrio Estimated No. of
 
Population of Daily Pass.-2/ from Start of Sub- Daily Pass.-lms3 / 

Name of Barrio (I) Trips (2) proiect (kms) (3) (4) 

Municipality of San Rafael
 

1. Pantubig 1616 90 1.16 104 
2. Lico 914 51 1.45 74 
3. Poblacion and 

Balagtas BMA 2014 113 2.35 266 
4. Libis 772 43 3.75 161 
5. Talaksan 1547 87 4.80 418 
6. Maronquillo 2027 114 6.35 724 
7. Pulo 1812 101 8.20 828 
8. Coral na Bato 562 31 2.35 73 
9. San Isidro 472 26 2.35 61 

10. Pasong Callos 464 26 6.35 165 
11. Pasong Bangkal 302 17 6.35 108 
12. Maasim 603 34 8.20 279 

Municipality of Angat
 

1. Binagbag 2261 127 	 10.10 1283
 
2. Santa 	Lucia 669 37 11.60 429
 
3. Baybay 226 13 	 11.60 151
 
4. Pulong Sampaloc 1031 58 	 11.60 673
 
5. 	Sapang Putik 1653 9 11.60 1067 

TOTAL 18945 1061 6 -, 4 

I/ Estimated on the basis of intercensal growth rates between 1960 j-'d 197 
See Table 8. 

2/ 0.05t x (1) 

3/ (3) x (2) 
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Table 4 

Agricultural Production and Farm Population 
in San Rafael Municipality, Bulacan 

1959-60 and 1970-71
 

lntercen.qal Ann,,al 
1959-60 1970-71 Growth Rate (7)
 

Agricultural Production (metric tons) 
 5970 12,278 6.8 
Palay 5717 11,937
 
Corn 
 129 144
 
Stringbeans 
 66 135
 
Others 
 58 62
 

Total Farm Population 12,726 15,421 1.8
 

Agricultural Production/Farm
 
Population 
 0.47 0.80 5.0
 

% Farm Population to Total Population 64.4 53.1
 

Table 5
 

Estimates of Agricultural Production and Farm Population
 
in the Projects Influence Area, 1970-1974
 

Average Annual1970 1971 
 1972 1973 1974 Growth Rate 1973-74 

Agricultural Production 
(metric tons) 7,156 7,643 8,162 8,717 9,304 6s 

Total Farm Population 8,945 9,106 9,270 9,437 9,592 1.8 

Agricultural Production/ 
Farm Population .80 .84 .88 .92 .97 5.6 

% Farm Population to 
Total Population 53.1 52.5 51.9 51.3 50.6 
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Table 6
 

Sand and Gravel Quarried
 
from Bulacan, FY 1966-FY 1973
 
(in thousand cubic meters)
 

Fiscal Year Total Bulacan San Rafael % of Total Angat % of Total
 

1965-66 513 - - 3 0.6
 

-
1966-67 603 24 4.0 

1967-68 891 178 20.0 14 1.6
 

1968-69 1,002 1i7 11.7 32 3.2
 

1969-70 1,516 327 21.6 29 1.9
 

1970-71 993 100 10.0 3 0.3
 

1971-72 976 
 160 16.4 - 

1972-73 918 124 13.5 12 1.3
 

Source: Provincial Development Staff, Bulacan
 



cN 	 Table 7 

0 	 Traffic Projections for the Proiect Road 

Population Annual Annual Average Annual Average 4/
 
b in the Agricultural Daily Truck-Kms. Z / Daily Truck-Kms
 

Annual Average 1/ Influence Production (Agriculture and Sand and Gravel 3/ (Sand and Gravel
 

Year Daily Pass-Kms. Area (metric tons) Population-Related) Quarried Daily (cu.m.) Related)
 

1975 10,329 19,516 9,955 413 244 586
 

1976 10,654 20,105 10,627 430 244 586
 

1977 10,947 20,717 11,320 453 244 586
 
1978 11,290 21,354 12,135 476 244 586
 

1979 11,605 22,015 12,977 499 244 586
 
1980 11,970 22,697 13,845 i22 244 586
 

1981 12,336 23,404 14,847 550 244 586
 

1982 12,692 24,141 15,880 579 244 586
 

1983 13,115 24,905 16,945 608 244 586
 

1984 13,508 25,697 18,042 637 244 586
 

1985 13,950 26,520 19,289 671 244 586
 

1/ 	Computed using the ff. equation:
 
N

jAnnual Average Daily Pass-Kms. Bx.Lx. 0.082
 

X= 	1 

Where Bx - projected population of barrio x included in the influence area (see Table ; 
Lx - distance (in kms.) of barrio x from start of the road project (see Table 3). 

2/ 	Computed using the ff. equation:
 
N
 

Annual Average Daily Truck-Kms. =,.002.i Bx + Annual Agricultural production x 11.47 kms.
 

X - 1 300 2
 
N 

is column 2 of Table 7 while agricultural production is shown as Column 3.Bx 
X=1
 

3/ 	Assumes that 160 cu.m. daily will be quarried from the Pantubig pit (1.3 kms away from the start of the project)
 

while 84 cu.m. daily will be quarried from the Sta. Lucia pit (11.47 kms. away from the start of the project).
 

4/ Derived as follows:
 
160 cu. m. . 1.3 kms. + 84 cu.m. 11.47 krns.
 

2 4 cu.m./truck) 4 cu.m./truck
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Continuation - Table 8
 

-c
wC
 

1979 19.Q 198! 1982 1983 1984 1985
 
- o 

Z c 

1,884 1,942 2,003 2,065 2,129 2,196 2,264
 
1,001 1,019 1,038 1,057 1,076 1,096 1,116
 
2,334 2,404 2,476 2,551 2,627 2,706 2,787
 

868 889 910 931 953 976 999
 
1,714 1,749 1,785 1,822 1,860 1,898 1,938
 
2,280 2,334 2,390 2,447 2,505 2,565 2,626
 
2,071 2,127 2,185 2,244 2,305 2,367 2,431
 

792 848 908 972 1,042 1,116 1,195
 
587 614 641 670 700 731 764
 
656 703 754 808 867 929 996
 
415 442 470 501 534 568 605
 
631 637 642 648 654 660 667
 

15,233 15,708 16,202 16,716 17,252 17,808 18,388
 

2,582 2,651 2,722 2,796 2,871 2948 3,027
 
857 901 947 995 1,046 1,100 1,156
 
270 280 290 301 312 323 335
 

1,177 1,209 1,241 1,275 1,309 1,344 1,380 

_11896 1,948 2,002 20 2115 2,174 2,234 
6,T2 6,989 7,202 7,425 7,653 7,889 8,132 

22,015 22,697 23,404 24,i41 24,905 25,697 26,520
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Table 9 

Traffic Costs in Centavos Per Passenger Km
 

Speed, Km / Hr. 

Condition/Type of Surface 20 30 40 50 60 70
 

Good/Paved 3.6 3.0 2.7 2.6 2.5 2.3
 

Good/Gravel 4.0 3.4 3.1 3.0 2.9 2.7
 

Fair/Paved 4.1 3.5 3.2 3.1 3.0 2.8
 

Fair/Gravel 4.3 3.7 3.4 3.3 3.2 3.0
 

Bad/Paved 4.5 3.9 3.6 3.5 3.4 3.2
 

Very Bad/Paved )
 

Bad/Gravel) 5.0 4.4 4.1 4.0 3.9 3.7
 

Very Bad/Gravel 5.6 5.0 4.7 4.6 4.5 4.3
 

Source: 	 Road Feasibility Studies II
 

Reconnaissance Report, Text Volume, May, 1974, p. 41.
 

Table 10
 

Traffic Costs in Centavos Per Truck Km
 

Speed, Km / Hr.
 

Condition/Type of Surface 20 30 40 50 60
 

Good/Paved 65 56 50 48 46
 

Good/Gravel 74 64 60 56 54
 

Fair/Paved 76 66 62 58 56
 

Fair/Gravel 83 74 68 66 64
 

Bad/Paved 86 77 72 69 67
 

Very Bad/Paved
 
Bad/Gravel 98 88 83 80 78
 

Very Bad/Gravel 112 102 97 94 92
 

Source: 	 Road Feasibility Studies II
 
Reconnaissance Report, Text Volume, May, 1974, p. 42.
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Table 11 


Traffic Costs Over Project Road Before Improvement
 

_S!tion 

kM 56 + 59 
KM I + 054 
KM 53i + 500 
KMI62 - 260 
KM 66 + 460 

- 58 + 054 
- 58 + 500 
- 62 + 260 
- 66 + 460 

- 68 + 060 

Length 
(Kms.) 

1.464 

0.446 

3.76 

4.20 

1.60 

Type of 
Surface 

Asphalt 

Cement 
Asphalt 

Gravel 

Gravel 

Condition Operating Traffic Costs 
of Surface Speed (Per Pass-Kms 

Bad 20 4.5 
Good 40 2.7 
Bad 20 4.5 
Bad 20 5.0 

Very Bad 15 5.6 

Average 4.8 

) 
(Centavos) 
Per Tr,,ck-Km 

86 

65 

86 

98 

112 

93 

±(M 

Section 

W5E + 590 
58 + 500 

-
-

53 
68 

Table 12 

Traffic Costs Over Project Road After Improvement 

Length Type of Condition Operating Traffic Costs 
(Kms.) Surface of Surface Speed Per Pass-Km 

+ 500 1.910 Cement Good 40 2.7 
+ 060 9.560 Gravel Good 50 3.0 

Average 3.0 

(Oentnvos) 

Per Trw-Kin 

50 
56 

55 
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Table 13 

ITEM 
Project Road Improvement 

UAMOUNT 
Costs 1/ 

UNIsT UNIT COST UANTITY (in thousand pesos) 
Road Inmrovement Cost 

PCCP Section: KM 56 + 590 - KM 58 + 054 384.5
 

Clearing and Grubbing 
 Ha. 2,752 .307 
 0.8
Repreparation of Previously

Constructed Road 
 Km. 4,128 1,464
Aggregate Sub-base 	 6.0


Cu.M. 
 23 2,847 65.5
Aggregate Base Course 
 Cu.M. 25.50 
 1,708 43.6

Portland Cement Concrete
 
Pavement 
 Sq.M. 36.12 7,320 
 264.4
Overhead 


4.2
 

ABC 	Section: KM 58 + 500 
- KM684060
 

816.2
Clearing and Grubbing 
 Ha. 2,752 2,677

Repreparation of Previously 

7.4
 

Constructed Road 
 Km. 4,128 91560
Aggregate Sub-base 	 39.5
 
Cu.M. 
 23 18,589 427.5
Aggregate Base Course 
 Cu.M. 
 25.50 11,153 284.4
Reinforced Concrete Box Culvert 


- 30.0
Overhead 

- 27.4
 

Bridge Improvement Cost 2/337.6
 

Removal of Bridge L.S. 5,745.00 All 
 5.7
 
Roadway and Drainage

Excavation 
 Cu.M. 
 5.22 
 60 
 0.3
Borrow 
 Cu.M. 
 7.20 
 4.8
R.C. Piling 	 LM 

660 

318.48 
 360 
 114.6
R.C. Test Pile 
 Each 9,000.00 
 9.0
Concrete Railing 	

1 

L.M. 
 136.00 
 54
Concrete Class "A" 	 7.3
 
Cu.M. 
 475.60 
 12.4 
 34.4
Concrete Class "Y" 
 Cu.M. 
 472.50 
 34.2 
 16.2
Reinforcing Steel 
 Kilos 468.00 10,093 47.2
Structural Steel 
 Kilos 
 10.80


Prestressed T-Guider 	
470 5.1.
 

Pcs. 10,371.00 
 8 
 83.0
Riprap and Grouted 
 Cu.M. 
 85.50

Bituminous Concrete Surface 	

50 4.3
 
M.T. 
 76.80 
 12.1 
 0.9
Miscellaneous 

1.0
Overhead 

3.8 

ftai Improvement Cost 
1 538 3 

I/ 	Financial cost net of taxes but unadjusted for the

shadow price of unskilled labor.
 

2/ 	 Existing bridge at KM 65+380. 

http:10,371.00
http:9,000.00
http:5,745.00


Table 14
 

Maintenance Cost for Project Road
 
Existing Vs. Improved Condition
 

Section Length Unit Maintenance 


(Pesos) 


Existing Condition
 

PCCP .45 1,657 

Asphalt 5.22 8,668 

Gravel 5.80 2,233 


Total 


Improved Condition
 

PCCP 1.91 1,657 

Gravel 9.56 1,718 


Total 


Annual Maintenance Cost Saving 
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Total Maintenance
 

(Pesos)
 

746
 
45,247
 
12.951
 

58.944
 

3,165
 
16,424
 

19.589
 

39.355
 



Table 15 

IRR Calculations for Project Road
 
4(in thousand pesos)


BEEFTSPROJECTED 

r P RO J E C TE D BE N E F I T S
 COSTS
IWYEAR 
 Cost Savings, 
 Cost Savings,


.2 - Passenger Traffic 
Truck Traffic Maintenance 
 Total
(Population and Improvement
(Sand and Gravel- Cost Savings 
 Benefits 
 Costs
A riculture-Rela ted) Total CostsRelated) 


_ostTo1975 

alost 

1976 
 -70 165*
60 1,538 
 1,538
1977 81
72 39
63 250 1978 81
74 39 
 255
66 81 "
 1979 
 39
76 260
69  -
1980 81 
 39
79 265 

1981 

72 81 39 
- " 81 271
76 

1982 81 39 
83 277
80 81 .
1983 
 39
86 283
84 - .1984 81 39
89 290
88  .
1985 81
92 39
93 297


81 
 39 


305 
 .
 

Present Value: 14% discount rate 
 1,570 

1,538
15% discount rate 
 1,514 

1,538


Benefit Cost Ratio 
(15% discount rate):

Internal rate of return- 1.0 

14.6%
 

remaining
 
*Sum of the present values of the salvage or/utility values of the project
components whose 
 lifetimes exceed 10 years.
5
(KM 6+590-KM 584054) is assumed 

The cement concrete portion
 
concrete box culvert 

to have a lifetime of 20 years. 
 The
 
assumed to have 

(KM 61+693) and the RCDG bridge (KM 65+380) are
lifetimes of 30 years. 
 The calculations of the salvage
orVutility values 
are shown below:
 
remaining
 

24% x ?384 (improvement cost of concrete portion)
207. x ?337 - 92(RCD6 bridge) 
20% x 67
? 30 (box culvert) 

- 6 

1c5
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ILLUSTRATIVE CASE 11 

The following study seeks 
to illustrate the application of the

methodology described in the Capital Assistance Paper on Rural Roads
in the Philippines (Section II C of the 
text and in Appendix VI) relative to low traffic minor feeder roads and penetration roads. 
 For
such roads the main benefit to be derived from improvement or construc
tion would be stimulated agricultural production. 
 Present traffic is
 very low or nonexistent over parts of the road segment under study.
Part of the marketable production is 
carried by carabao (water buffalo)
sled. Inhabitants and those providing social services, such as 
teachers,
to the area of influence of the road, have been observed to walk long
distances because of the lack of all weather passage and transport facilities. 
 Savings in transport costs 
(road user savings) are assumed
 
to be negligible for the purpose of this study.


The methodology for low traffic minor feeder roads and penetration roads is identical 
to that of the major feeder road in Case I
except that the major benefit here to road improvement is not income
to small farmers from induced agricultural production and not 
the trans
port cost savings of Case I.
 

In order to obtain the internal rate of return of the road, the
algebraic sum of the present values of the annual net 
income stream

from induced agricultural production due to 
road improvement and annual road maintenance cost differences are 
compared with the present

value of construction costs to determine the probable return on investment. 
Where roads are a part of an overall project without which
the project would not be feasible then a package approach to determining

the return on investment could be used. 
This latter case will not be
 
demonstrated here.
 

Data dnos not now exist in 
forms which would make possible a precLse and thorough analysis of the effects of agricultural production
from improvement of the road selected for study. 
 However, the required

data can be compiled and generated with the cooperation of the Provincial Development Assistance Project (PDAP) Staff which is expected to
be 
part of the Departmunt of Local Government and Community Development
n Manila and the Provincial Development Staffs (PDS) in the provinces.Brief tentative lists of th; data requirements from the PDAP Staff and
 ,or the PDS for the cconami4 analysis are 
included in a separate paper
o 
the triaine of Provincial Development Staff.
 

The study is illustrative in nature. 
 The results are tentative and
should nOL be used directly to determine the feasibility of road improve
cieLt. AddiLonal datb and analysis would be necessary to verify the re

it wa- !ecided to root 
this study in a real situation rather than
 u.e a fiCt~tOUs cace in order to experience the nature and reliability

ouithe 
!xising data and research aids which would be available to a
 
Provincial Development Staff.
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Project Description
 

The road under study is a segment of a provincial road located in

the Municipality of El Salvador in the Province of Misamis Oriental.
The provincial road extends from the national road at 
the poblacion of

El 
Salvador southwest through the length of the Municipality. It is
 
the main access route through the Municipality connecting remoter parts

to the national road system. 
The road se-ment under study is approxi
mately 8.5 kilometers lorg and extends from the Lourdes Turnoff to
Delayap as shown on the accompanying map. 
 The road is the major link

for the barrios of Hinigdaan and Kalungunan to the main road network.
 

This road is considered by the PDS 
to be the third priority road

for the Province of Misamis Oriental in the proposed rural road pro
ject. 
 It has been selected for st'udy here because it basically serves
 
only one municipality thereby simplifying the case 
study.
 

Economy
 

The economy of the Municipality of El Salvador is based on agri
culture. 
The most important crop is copra which is cultivated mainly

in areas closer to the coast. 
 Copra is not an important crop in the
 
area of influunce of the road segment under study. 
Corn is the next
 
crop in municipal importance and the chief crop in the area of influ
ence of this study. 
Corn production in the Municipality of El Salvador in 1971 accounted for more 
than one half of provincial production.

Other crops are 
lowland and upland rice, tobacco, peanuts, root crops

and vegetables. All but lowland rice are grown in the area of influ
ence of the road.
 

A plant for processing sorghum into animal feed for export is now

being established near the beginning of this road segment. 
An output

of an estimated 200 Tons/Day of finished product is expected at plant

capacity. 
The plant would require about 200 to 250 hectares of sorghum

harvested three times per year. 
Most of the initial production will

rely on factory managed 
farms. The relative merits of sorghum culti
vation are not known I.It 
 i:resent in the municipality. For the sake of
 
this study, IL is assuiaed that small 
farmers will generally continue
 
to producc cheir traditf.oaal crops. 
 If they decide to diversify to

.sorghum 'h:n it 1, -m4 ,.o chat the new crop is more profitable than 
the former and in which event road construction would be more attrac
t: ive. 

The Exi stin_ &,ka 

Ihe cxis tin roiad is a rudimenLary earth road which passes through
rolling aer:iiat d is generally without gravel surfacing. The road is
 
opened to fctr-whee drive vehicles for part of the year. 
In addition

tho abs, ce Jf a structure across tiie Molugan River is an obstacle to
 
road use. 

Average t'rfI:ic o, 1s1iao
t-Lmffic is of uauie i'mportance at
g
the 
thu segment under study although localbeginning of the segment near the
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Lourdes Turnoff. No consideration has been given to savings in trans
port costs here since average traffic levels are very low. The inclu
sion of savings in transport costs would not affect the results sig
nificantly.
 

Proposed Improvement Level
 

Costs have been estimated for the improvement of the road to a
 
standard 6 meter wide carriageway and 1.5 me yr shoulders with 20 cm

sub-base and 
10 cm base courses at 1,150,000-L pesos including approxi
mately 50,000 pesos for a perforated spillway at the Molugan River
 
crossing. The estimates are so rough that 
no distinction in this case
 
is made between financial and economic costs of 
construction. For our
 
purpose the financial costs are used 
as economic costs.
 

For the above road design standard, unit costs of construction
 
are approximately 135,000 pesos per kilometer. 
Design standards could
 
probably be compromised since the road by its nature is 
a penetration

road into the hinterland. Estimated future traffic levels would pro
bably not justify t:he coastruction of more 
than a 4 or 5 meter wide
 
road. Unit costs for a 4 meter wide road are 
estimated to be approxi
mately 770,000 pesos including the 50,000 for the structure at the
 
Molugan River.
 

I/ Source: Provincial Engineer, Misamis Oriental, October, 1974
 

Maintenance
 

There is effectively little maintenance at 
present on the road.

emergencies arise, repairs 

As
 
and maintenance are effected. 
This study as

sumes that maintenance costs 
at present are zero and that 
future main
tenance will require 2000 
to 4000 pesos per kilometer depending on con
struction standards. 
 Yor the sake of simplification, no variation in
 
maintenance costs 
for different traffic levels have been considered.
 

Preliminar, S ']ton] Criteria 

The road sub-project is assumed to satisfy the preliminary selec
tion criteria. A cursory e-xamination of the road relative to the cri
teria indir2a:trs that: the preliminary criteria will likely be satisfied. 
At the timne of i-.refinement of the data and analysis for this road sub
project, the ruada adherence to the preliminary selection criteria 
should be verified. 

Influence Area
 

' ' t'iu puroose of this study the influence area of the road is 
assumed to follow the municipal boundaries. The municipalities adjacent
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to the municipality of El Salvador are also elongated and served by
 
roads along their main municipal axes. More detailed study and Inves
tigation would more precisely define the area of influence, but would
 
likely not result in significant changes.
 

Project Benefits
 

The road sub-project can functionally be classified into a low
 
traffic volume minor feeder road or penetration road. The road does
 
not provide year round access to the agricultural areas. Carabaos
 
(water buffalo) sleds are a favorite for transporting goods between
 
producing areas and the all weather road system. The road in its
 
present condition represents a constraint on agricultural production.
 

In this study, the additional net revenue to farmers from in
creased corn production due to road will be the major benefit from
 
road improvement. Only corn marketed outside of the producing area
 
is considered since it is not expected that corn for home consumption
 
will be materially affected by road conditions. The production of
 
other marketed crops would also benefit from road improvement. In
creased production of all crops which are marketed in significant
 
quantities should be included in the analysis. Corn production is
 
not particularly sensitive to road conditions as compared for example
 
to rice and sugar cane, although there are noticeable differences
 
between the high quality of farm areas in other parts of the munici
pality of El Salvador served by all weather roads as compared to farms
 
in the area of influence of this road segment.
 

Although all wdather road access to the area of influence of the
 
road is a necessary condition for increased agricultural production it
 
is not a sufficient condition. Road improvement would allow easier
 
access for agricultural inputs including extension services, fertilizer,
 
etc. and the spreading of high yield varieties and technology into the
 
more remote areas. The extension of Philippine Government program of
 
supervised agricultural credit is likely to be of more importance in
 
increasing corn production in the area served by the road than road
 
improvement and would be complement to road improvement.
 

The major social benefit would be the provision of easier access 
to health and market facilities at Kalabaylabay and the Poblacion of 
E3 Sa].vaor >nr the inhabitants of Hinigdaan and Kalungunan. Also 
those providing social services to the area served by the road would be 
greatly asisited in the discharge of their duties. 

Q _nfi_aton of Induced C ~rn Production 

The 1basic source docunments used for estimating induced corn pro
duction from road improvement a; e the 1959-60 Agricultural Census of 

'PlI for OrientalIhe ppines the Province of Misamis and the prelimi
:try rxui>n 1 cam the 1970-71 Agricultural Census which has not yet 
oppcanre6 in 2 e-blished form. 

The data presented in Table 1 shows arable land planted to tem
porary crops such as corn decreased approximately 16% in Misamis Oriental 
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between 1960 and 1971 while the municipality shows an increase of about
 

20% for the same period. Idle land in El Salvador decreased from 490.9
 

hectares in 1959-60 to 257.7 hectares in 1970-71.
 

Table 2 presents data on areas planted for corn production for
 

1959-60 and 1970-71. The province shows an increase in area planned
 
for the period
to corn from 53,276.6,hectares to 55,079.7 hectares 


and El Salvador from 3111.2 hectares to 3690.8 for the same period.
 

In spite of the more extensive use of land for corn, both total corn
 

production dropped and yields decreased from 883 Kilos/hectare. The
 

municipality shows a change from 569 Kilos/Hectare to 432 Kilos/
 

Hectare. The production statistics are partially supported by evidence
 

from the Misamis Oriental Provincial Agriculturist in Table 3. Here
 

data is available only for the 1962-1973 period. The 1971 statistics
 

from the census and the Provincial Agriculturist are fairly close.
 

On the basis of field interviews about 70% of the total municipal
 

corn production is in the area of influence of the road. Marketed
 

production is estimated at approximately 50% of total production.
 

(See Table 3) These estimates should be refined when better estimates
 

are available.
 
The basic approach to estimating the net income from induced 
corn
 

production due to road improvement is to project corn production over
 

the evaluation period without road improvement and with road improve

ment alone. The differences in annual production are the estimated
 

corn induced by greater access between the producing
quantities of 

areas and the all weather road network. By estimating the net income
 

to farmers per metric ton of increased production, and multiplying these
 

by the annual estimates of increased corn production, the annual net
 

value to farmers due to road improvement is calculated.
 

Corn production for 1971 in the area of influence of the road has
 

been estimated at )58 metric tons (See Tables 3 & 4). Estimates of
 

future corn production without road improvement ar2 based on the pro

jection of the historical rate of provincial production between 1962
 

and 1973 (See Table 3) of approximately 5% per year from 432 kilos/
 

Hectare until the former peak municipal yield of 569 Kilos/Hectare of
 

the 1959-60 cropping season is achieved. It is assumed that the ap

corn production in the area of
proximately 1292 hectares of marketed 

Therefore, in 1971 corn proinfluence of the road does not change. 


duction is estimated at 735 tons and is considered to remain at this
 

level without road improvement. (See Table 4)
 

With road improvement two forecasts are made. The first is based
 

on an average rate of development and assumes an increase in yield from
 

525 Kilos/Hectare in 1975 to 1000 Kilos/Hectare (17.5 Cavans (57 Kilos)
 

/Hectare) in 1985 an" t:haL an additional 50 Hectares of land will be
 

turned from idle co corn producing land. Therefore in 1985, 1342
 

(1292 + 50) hectares are estimated to produce 1342 tons of corn. The
 
tons in 1985 is assumed to be
change from 678 tons in 1975 to 1342 


linear. (See Table 4, Column 2). The differences between Columns (2)
 

and (1) are the estimated annual volumes of induces production shown
 

in Column (3) for this assumption.
 

The second forecast is based on a high rate of development in the 

road service area and assumes that yields will increase from 525 kilos/ 

Hectare in 1975 to 1400 kilos/hectare (24.6 cavans (57 kilos/Hectare) 
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in 1985. The 24.6 cavans is less than one half of the target yields for
 
high yield corns. In addition, it is assumed that an additional 100
 
hectares of land will be brought into corn production by 1985. There
fore, in 1985 corn production is estimated at 1392 hectares at 1400
 
kilos/hectare or approximately 1950 kilos/Hectare. Subtracting the
 
estimates of annual corn production with and without road improvement,
 
gives induced marketed production. (Table 4, Column (7)),
 

Estimating Net Income to Farmers Per Ton of Corn
 

Net income to farmers from increases in corn production varies
 
with yields. Yields are assumed to increase from 525 kilos per hectare
 
to 1000 kilos/hectare and to 1400 kilos per hectare under an assumed
 
higher rate of growth. I.ible 5 presents estimates of net returns to
 
farmers under different yields. These estimates based on the World
 
Bank publication are at best approximations. Data from the Provincial
 
Agriculturist have also been used for the estimates. Net income is
 
assumed to increase linearly between 1975 and 1985. By multiplying
 
induced annual marketed corn production in metric tons by the net in
come to farmers in Pesos per metric ton, an annual net income stream
 
is calculated. (Table 4, Columns (5) and (9)).
 

The Internal Rate of Return
 

The internal rate of return calculations are summarized in Tables
 
6 and 7. These are self-explanatory and follow the conventional pro
cedures for calculating the IRR. The IRR is defined as the rate of in
terest at which the sum of the present values of the benefits and the
 
costs over a period runders them equivalent in magnitude or zero if
 
subtracted. A benefiz cost calculation has been made also. The re
sults of the IRR calculations are summarized below:
 

First Assumption Second Assumption 

6 meter carriageway 
(Average Growth Rate) 

2% 
(High Growth Rate) 

15% 

4 meter carriageway 9% 25%
 

Under the first assumption of an average rate of development in 
the area of influence of the road, neither the 6 meter nor the 4 meter 
carriageway roads meet the criteria of a minimum acceptable rate of 
return of 15%. If other benefits were included in the analyses of say 
increased production of other crops, it is highly improbable that the 
6 meter road with an IRR of 2% would achieve a rate of 15% and unlikely 
that the 4 meter road2 woquld increase from 9% to 15%. 

Both roads moe thc minimum rate of return under the second as
o;intion of a surge in aevelopment in the area of influence of the 
road due to road improvement. Tle IRR's for the 6 meter and 4 meter 
roads are 15% and 25%.espectively. 
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It would be justified to construct a high standard 6 meter wide
 
carriageway road if the area shows exceptional promise for development.
 
The area shows less than exceptional promise.
 

A road of say an intermediate standard (5 meter carriageway)
 
would probably be justified under the assumption of a greater than
 
average rate of development but less than a very high rate of develop
ment in the service area.
 

The analyses could be repeated to verify this conclusion.
 



00 TABLE 1
 
SLAND 
 USE 

0 

PROVINCEH O OF MISAMIS ORIENTAL AND MUNICIPALITY OF EL SALVADOR 
-i (HECTARES) 

ESTIMATED ARABLE LANDa. TOTAL AREA PLANTED TO LYING PLANTED TO ALL OTHEROF LAND TEMPORARY IDLE I/ PERMANENT PERMANENT FOREST LANDS
CROPS CROPS PASTURE 

MISAMIS 379,9283
ORIENTAL 1960 36,906.1 20,530.9 65,610.8 5020.2 10,119.1 2617.8

1971 30,967.0 1.5,259.2 62,956.9 
 7735.2 6,814.2 5014.2
 

EL SALVADOR 13,670 2/
 
1960 1554.3 
 490.9 1475.0 
 - 75.2 0.8
1971 1862.0 257.7 
 1627.5 
 68.2 
 2.5 38.5
 

1,/ Includes Land temporarily fallow and temporary fallow
 

.2/ Subject to correction 

Source: 
 Bureau of Census and Statistics 
Manila, "Census of the Philippines - 1960 -
Agriculture" and Preliminary Results of the 1970-71 Census 



TABLE 2
 
CORN -
AREA PLANTED AND PRODUCTION
 

PROVINCE OF MISAMIS ORIENTAL AND MbNICIPALITY OF EL SALVADOR
~I/
 
AREA PLANTED (HECTARES) (PRODUCTION (MTRIC TONS) 2/FIRST SECOND THIRD 
 FIRST SECOND THIRD 
 YIELD
CROP CROP CROP 
 TOTAL CROP 
 CROP CROP TOAL KILOS/HECTARE) 

MISAMIS
 
0ORIENTAL 

1960 21936.6 16890.7 14449.3 53276.6 
 2201 1390 
 1115 4706 
 883
1971 22490.4 20876.9 
 11712.3 55079.7 
 1497 1075 
 437 3009 546
 

EL SALVADOR
 
1960 1321.3 1088.7 701.2 
 3111.2 916 
 502 351 176) 569
1971 1689.7 1594.7 
 406.5 3690.8 816 634 
 145 1595 432
 

1/ Converted 
to tons from Cavans (57 Kilograms)
 

2/ Calculated here.
 

Source: 
 Bureau of Census and Statistics
 
Manila, 
"Census of the Philippines - 1960 
Agriculture"and Preliminary Results of the 1970-71 Census 
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TABLE 3 
CORN PRODUCTION 
(METRIC TONS) 

AREA OF INFLUENCE OF 
LOURDES TURNOFF - DALAYAP ROAD 

MISAMIS ESTIMATED ESTIMATED 

ORIENTAL EL SALVADOR PRODUCTION 3/ MARKETED PRODUCTION

1960 (4706)1/ (1769) 1/ 
1962 2522 
1963 2859 
1964 2645 
1965 3202 
1966- 3129 
1967 2830 
1968 3264 
1969 3109 
1970 3125 
1971 3215 2/ 

(3009)-' (1595)- / 1116 558 

1972 3638 
1973 4249 

1962-1973 
Compounded Annual 
Growth Rate 
Approximately 5% per year
 

1/ From 1959-60 Census
 

2./ From 1970-71 Census
 

3/ Estimated at 70% of Municipal Production
 

4/ Estimated at 50% of Estimated Production
 

Source: Provincial Agriculturalist, Misamis Oriental, October, 1974
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-TABLE 
 4 
0 IMARKETED CORN PRODUCTION 

'-4 
AREA OF INFLUENCE OF THE LOURDES-DALAYAP 	ROAD 

t 	 FIRST ASSUMfPTION (AVERAGE GROWTH RATE) SECOND ASSUMPTION (HIGH GROWTH RATE) 

WITH ROAD IMPROVEMENT
WITH ROAD IMPROVEMENT 

NET INCOME NET INCOME ESTIMATED INDUCED NET INCOME NET INCOME 

PRODUCTION WITHOUT MARKETED MARKETED TO FARMERS 
ESTIMATED MARKETED ESTIMATED INDUCED 


TO FARMERS vARKETED MARKETED 	 TO FARMERS TO FARMERS 

PER TON FROM INDUCEDROAD IMPROVEMENT PRODUCTION PRODUCTION PER TON FROM INDUCED PRODUCTION PRODUCTION 

(METRIC TONS) (METRIC TONS) (METRIC TONS) (PESOS/TON) MARKETED (METRIC TONS) (METRIC TONS) (PESOS/TON) MARKETED 
PRODUCTION
(3) (4) PRODUCTION(1) 	 (2) 


(2)-(1) (1000 PESOS) 	 (1000 PESOS)
 

(5) (6) (7) 	 (9)
 

(4) x (3) 	 (6)-(1) (8) (8) x (7)1971 558(432 2/ 


1972 586 (454) 
1973 615 (476) 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 

646 (500) 

678 (525) 
712 (551) 
735 (569) 
735 
735 
735 
735 
735 
735 
735 
735 

678 (52/55)7 
744 
811 
877 
944 

1010 
1076 
1143 
1209 
1276 
1342(1000)2 /  

32 
76 

142 
209 
275 
341 
408 
474 
541 
607 

457 
466 
476 
485 
494 
504 
513 
522 
531 
541 
550 

-
15 
36 
69 
103 
139 
175 
213 
252 
293 
334 

673(525)Z 
/ 

805 
932 

1060 
1188 
1314 
1441 
1568 
1696 
1823 2/ 
1950(1400f 

93 
197 
325 
453 
579 
706 
833 
961 

1088 
1215 

457 
468 
480 
491 
503 
514 
525 
537 
548 
560 
571 

44 
95 

160 
228 
298 
371 
447 
527 
609 
694 

I/ See Table 5 - Net income is assumed to grow linearly between 1975 and 1985. 

2/ Assumed yields in Kilograms per Hectare in parenthesis 
Yields have been assumed to grow linearly between 1975 and 1985.
 

Source: The Consultant
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TABLE 5 
CORN: COSTS AND RETURNS / 

YILDKilos 2 

YIELD IHectare) 525 1000 1400 

Total Revenue/Hectare 
Y.80/Kilo 420 Pesos 800 Pesos 1120 Pesos 

Total Costs/Hectare 2/
Farm Operations (Labor)2 180 Pesos 250 Pesos 310 
Seeds " - 10 

Net Revenue 
 240 P/Hectare 550 P/Hectare 800 P/Hectare
 

Net Revenue Per Ton 
 240 = 
457 P/Ton 550 P/Ton 800 = 571 P/Ton
 
.525 
 1.4
 

1/ The construction of this 
table has been guided by data presented the
 
World Bank Publication "Agricultural Sector Survey - Philippines" 
-

Vol. IV, Annex 14, Table 7.
 

2/ 
Farm and Family Labor Shadow priced at 4 Pesos/Day. The minimum
 
wage for farm labor is approximately 6.50 Pesos/Day in Misamis
 
Oriental.
 



O 
H 

,H0 r- TABLE 6IRR CALCULATIONS FOR LOURDES TURNOFF - DALAYAP ROAD 
H (IN THOUSAND PESOS)(FIRST ASSUMETION (AVERAGE GROWTH RATE) AND 6 METER ROAD (FIRST ASSUMPTION (AVERAGEPROJECTED BENEFITS GROWTH RATE) AND 4 METER ROADPROJECTED COSTS PROJECTED BENEFITS
NET INCOME MAINTENANCE TOTAL ROAD PROJECTED COSTSTOTALTO FARMERS NET INCOME HAINrENANCECOST SAVINGS NET TOTAL ROADIPROVEMENT COSTS TOTALTO FAP.IERS COST SAVINGSFROM INDUCED NET IMPROVEMENT COSTSBENEFITS 
COSTS 


MARKETED FROM INDUCED
 
MARKETEDBENEFITS 
 COSTS
PRODUCTION 

(1) (2) (3) PRODUCTION(4) (5) (6) ((9) 
(10)

1975 
 - I0-I/ 1150 1150 -1976 15 1O.1/ 770-34 -19 770 
1977 15
36 -17
-34 -2
2

1978 36 -17
69 19
-34 
 35

1979 103 69 -17
-34 69 52
 
1980 139 103 -17 86
-34 105 
 139 -17 122
1981 175 -34 141 
 175 -17 158
1982 
 213 
 -34 
 179 

1983 213 -17
252 -34 196
218

1984 252
293 -34 -17 235 
1985 334 

259 293 -17 276-34 
 300 

334 
 -17 
 317
 

Present Value at 10% 
 633 
 1150 Present Value at 10%
Present Value at 737
2% 
 1115 770
1150 Present Value at 784
9% 

770
 

IRR is 2% is

Benefit Cost Ratio (15% Discount)/Less than 1.0 

IRR is 9%
 
Benefit Cost Ratio 
(15% Discount) is 
less than 1.0
 

1/ The sum of the present values of the salvage or remaining utility of major drainage structuresafter the 10-Year evaluation period, with assumed economic lives of 
 30 years, is approximately
20% of the original construction costs at discount rates near 15%.
construction costs of all major drainage structures is 
Twenty percent of the
 

therefore added 
to the benefits at the
beginning of the construction year (.20 x 50,000 = 10,000 Pesos)
 

Source: The Consultant 



%O0 
LOURDESS TURNOFF - DALAYAP ROADFOR (INTRRCALCULATIONSTHOUSAND PE-SS)

H 
SECOND ASSUMPTION (HIGH GROWTH RATE) AND 6 METER ROAD
4 PROJECTED BENEFITS SECOND ASSUMPTION (HIGH GROWTH
PROJECTED COSTS RATE) AND 	4 METER ROAD
NET INCOME 	 PROJECTED BENEFITSMAINTENANCE 	 PROJECTED COSTOTAL ROADTO FARMERS 	 TOTALCOST SAVINGS NET 	 NET INCOME MAINTENANCEIMPROVEMENT 	 TOTALCOSTS 	 ROADTO FARMERS 	 TOTALFROM INDUCED 	 COST SAVINGSBENEFITS 	 NET IMPROVEMENTCOSTS 	 COSTSFROM INDUCEDMARKETED BENEFITS COSTS 

PRODUCTION MARKETED 
(1) (2) (3) 	 PRODUCTION 

(6) (7) (8) 
 (9) (10)
 
1975 
 - 10/ 1150 


44 -34 10 
1150 	

10-/ 770
1976 	 

7701977 95 	 44-34 	 -17 2761
1978 
 160 	 95-34 	 -17
126 	 78
1979 	 160228 	 -17
-34 194 	 143
1980 
 298 	 228-34 	 -17
264 	 2111981 
 371 -34 	 29 -17
337 	 281

1982 447 	 371-34 	 -17
413 	 354 
1983 	 447527 	 -17
-34 493 	 430

1984 609 	 527 
 -17
-34 575 	 510

1985 694 	 609
-34 660 -17 592
 

694 
 -17 
 677
Present Value at 
16% 
 1113

Present Value at 15% 	 1150 Present Value at 257
1178 	 753
1150 Present Value at 24% 790 	

770 
770 

IRR is 15% Present Value at 23% 829
Present Value at 20% 966 
770
 
770
 

Present Value at 15% 
 1265 
 770

Benefit Cost Ratio 
(15%) is 	 IRR is 25%
 
1/ 

1.0 	
Benefit Cost Ratio (15%) is 1.6
 

evaluation period, with assumed economic 

costs at discount rates near 15%. 

lives of 30 years, is approximately 20% of the original construction
Twenty percent of the construction costs of all major drainage stzvctur-.s 
is
 

The sum of the present values of the salvage or remaining utility of major drainage structures after the 10-year
 

therefore added to the benefits at the beginning of the construction year (.20 x 50,000 = 10,000 Pesos)
 

Source: 
 The Consultant
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Work Sheets
 

6 Meter Road 4 Meter Road
 
First Assumption First Assumption
 

10% 8% 2% 10% 9%
 

1975 10 10 10 10
 

1976 -17 -19 -2 -2
 

1977 2 2 16 16
 

1978 26 33 39 40
 

1979 47 64 59 61
 

1980 65 95 76 79
 

1981 80 125 89 94
 

1982 92 156 101 107
 

1983 102 186 110 118
 

1984 110 217 117 127
 

1985 116 246 122 134
 

633 1115 737 784
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Work Sheets 

6 Meter Road 
Second Assumption 

4 Meter Road 
Second Assumption 

15% 16% 15% 20% 23% 24% 25% 

1975 10 10 10 10 10 10 10 

1976 9 9 23 22 22 22 22 

1977 46 45 60 54 52 51 50 

1978 83 81 94 83 77 75 73 

1979 11 107 121 102 92 89 86 

1980 131 126 140 113 100 96 92 

1981 146 138 153 119 102 97 93 

1982 155 146 162 120 100 95 90 

1983 161 150 167 119 97 91 85 

1984 163 151 168 115 82 85 79 

1985 163 150 167 109 85 79 73 

1178 1113 1265 966 829 790 753 
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Ali) 1240-2 (5-74)
 

CRIIT'RIACIIECKLIST OF STAUTORY 

AW1J'I IIY
1*;Af;1' T 

1. F., % 10"1 104; 105; 
.
106. F, 107 Is loan being made
 

a. for agriculture, 
ment or nutrition; 

rural develop- This project will contribute to 

agriculture output and distribution 
by providing access to and egress 

from agriculture areas. The cost 

of transportation of agriculture 

inputs and outputs shall be greatly 

reduced. 

b. for population planning c health; Not Applicable (N.A.) 

c. for education, public administration; N.A.
 

or human ICsources development,
 

d. to solve economic and social N.A.
 

development: problems in fields su. ; as
 

transportation, power, industry, urban
 

development, and export development;
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AID 1240-1 (5-74)
 

e. in support of the general N.A 
e:ctnomy of the recipient
 
countly cor for development
 
programs conducted by private
 
or international organiza
t ions.
 

rcfl!' I'RY PERFORK.NCE
 

i_'ro.,ress Towards Cotintry Goals 

2. FAA -;201 (b) (r). (7) & (8) ; § 208 

A. Describe extent to which
 
country is 

(1) MakIng appropriate efforts Food production in top nriority of theto increase food production Marcos administration. 
 Several programand improve means for food are being implemented to achieve selfstorage and distribution. 
 sufficiency in rice and corn and accele
rIte production of livestock, poultry, 
fish, fruits and vegetables. This 
project is anotber example of the COP'S 
efforts to increase food productinn and
 
distribution.
 

(2) Creating a favorable cli-
 See FAA 620 (e) (1) below.
 
mate for fore ign and domestic
 
private enterpc.se and
 
in\,es menL,
 

http:enterpc.se
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AID 	 1240-2 (5-74) 

(3) Increasing the public's 

role in the develdpmental 
process. 


(4) 	(a) Allocating available 

budgetary resources to 

development, 


(b) 	 Diverting snilli resources 

for 	unnecessary military 


expenditure (See also Item No. 

and intervention in affairs of 

The four-year agriculture program is 

increasing the productive capability 
The 	Denartment
of Philippine farmers. 


for Local Government and Community
 

Development carries out programs at the
 

barrio (village) level throughout the 

Philippines. A Decentralization Act
 

providing more autonomy to the Province was
 

The Provincial Developenacted in 1967. 


ment Assistance Program is operating in
 

seventeen prcvinres. 

Additionally, in an attempt to redistriibute
 

income and raise the rural standard of
 

living, the GOP has recently embarked unon
 

an agressive land reform program, and is
 

well 	under way with a country-wide rural 

electrification program.
 

(a) More than 70 percent of the national 
social and economicbudget is allocated to 


development. One-fourth of the budget goes
 

to education, nearly 10 percent to agricul

and natural resourceq, and almostture 
20 percent 	to transportation and
 

communicat ions. 

(b) 	 Less than 15 percent of the budget 

goes for national defense.
 

20)
 

other free and independent nations.) 

(See also Item No. 11) 

(5) 	 Making cconomic, social, and 

politicai rteforms such as tax 

col 	[ecciott imrprovemonts and 
land tenure arrange-chianmL:-; in 

ruent:s, and makion progress towardl 
for 	 the rule of law, freedomrespec-

of expre.sion atid of the press, and 

r'ecognizing tht; imn)ort.nce of 

individial freedom, initiative, and 

pri.ate enrerprise, 

GOP, 	 ever since i.ts establislmentThe 
in 1946, hasas an independent nation 

patterned its government after tl,at 

of the United States, adopting the 
andsame 	 democratic principles 

a free and 	 Conenstrongly supporting 
22, 1.972 Presidentsociety. ()n Sept. 

a threat to:.Iarcos, citing serious 

their system from both the extreme 

left and right, invoked martial law 

and, ruiling by decree, ordered at, 

accelerated implementation (if 

essential reforms long needed tc, 
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-A 	 . 

improv the deffciency of 
met te ce wi espreadcrruption,- to- speeI 

aimed prmail at ;impro 

the govern
crime 'n


nt-ef forts --

ng' thesocia l 
n economa C well-being o lrgincme 

i i .[;: i! .'',:groups.' 	 However, unde r Ma rt ial 1i -, 

pressrhad been'cu'rtailed 'nthis regard 
CPresident Marcos, is, inauguirating an 

~'~ 

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

(7) Otherwise responding to the 
vital economic, political, and 
social concerns of its people,,, 
*and demonstrating a clear deter-

mination 	to take effective self-


helpmeasres.scale 

help easues.
~help 


B; Are above factors taken into account 
in the furnishing of the suhlect 
assistance? 

Treatment-of Ui.S. Citizens and Firms
 

3. FAA S620(c)._ If assistance is to 
governmont, 'is 0,e. go' ernment- liable 
aa; debtor or unconditional, guarantor, 

on ay odbt. aU.S. .citizenfogod 
or ;#-,rvices furnisfied 'o-r ordered where 
(a) sulch' citizen has exhausted avail-~-
Zf ,m-dies 

" 
(b)A'~4Cgcdebt is4.,A-,,-CC~'- p,ale Ie"L - and~ 

all-encompassing' nationwide. land reform . 

prog am. Over the last ,five e rs the ' 

GOP has increased revenues thouh
 
improved administratioR'apA newtalws
 
the most recent being/stanoilization tax_
 
imposed on traditional high level exports
 
following the devaluatiox~of the peso
 
in 1970. 

(6)JXhe GOP will provide 100 percent of
 
the funds necessary to construct the
 
project. The' oan will reimburse
 
the-GOP 75 percent of project cost
 
after sub-projects are completed
 
and accepted.
 

(7)As a result of the disastrous summer
 
of 1972 floods, the Marcos Admini
stration has embarked on a large ,sca,
 

reconstru~ction program with the
 
of USAID. This program is
 

directly meeting the needs of the
 
oydevastated communities of Luzon.
 

included in the'program are: a school
 
reconstruction' and textbook program
 
as well as on road building, irriga
tion and other infrastructure
 
programs.
 

q 

B. Yes. 	 ' 

No 	 -,

- ' 

~
4'-A' i!!!!-- -tI fr. 
not d oiid ted by such i , ,, ' '-: 

{,MP ',C 'AA'A A .4i i i'-''i :I £Ii i~ ::i 
Orc oif 


OVe n e n t ?
 

3 6U.- asstce 	 - 'IS'..A, ~ - - 
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4. 	 FAA S (j? ( _ __(I) If assistance 
has itis to a government, 

(fncli ding governmqnt agencies 

or stbdivisions) taken any action 

has the effect ofwhich 
nationalizing, expropriating, 


or otherwise seizing ownership 


or control of property of.U.S. 


or entILies beneficially 


he I9I"5
the arty A edmnt toUnder 

I .z. e iz:Const~iutionPhilippine 
r.ightc, includinggiven cert,'L iwere 

1cn'se of'of land and thethe ownership 
land owned by the Government 

otherwise
 

reserved under the Constitution 
to
 

.hilippines, until
citizens of the 


July 3, 1974. The philippine Govern

ment has ruled that the rights 
given
 

,17,bthsdfre
citizens atrJl 

r itsiobligations toward after July 

3, 1974, but has deferred
by them withont taking steps in the Parity Amendment have 
no validity

owned 	 takings
to dischairge
owne b them 


tsuchitizens obliitis t 

s it 


until May 27, 1975, action to implement 

respect to ownership of'its ruling in 

private land and leases of publicly
 

In the meantime, with the
owned land. 

support of the U.S. Government, the
 

are seeking to
affected U.S. citizens 

work out with the Government of the 

Philippines implementation arrangements 

which if carried out as now envisaged 

would result in arrangements which 
620 (e)(1).would not contravene FAA Sec. 




- - - - -

X,,X 
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FMAA 62O A)Fishermerd'N.A
 
ittve,A(, If ;5
 

hasciei~r ~ 
 mp0,9ed,any-pealt
 
or san6ti6n a'-ga inst , 
 any U.S .- .
 

fishing, vessel. miaccount of its P' '
 
fishing activities in international -~<~ 

<~waters;
 

a has any deductipnrqie~y~ 
* 

~ishermensProtective Actbe 
,
 

&made? e
 

bhas complete denial of.
assistance been considered~by
 

A.I.D. Administi-duor? 

Reaton wi] US 
 Govenmen 
 and
 

Othe Nations4~
 

Cub or faltotkapr-

Othr ationsaf tide i fa 

fro carryin carga)oes toipenor
 
4~~~~ count yCu s~~i t ~ e t - - - - - - - - 

444-~ ->"44'~
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FA 620 (b) I f assistance Yes 

thle 

Sec ~~ ~tt-dtrie 

tntrntional Comuns 
~ ~retr ~ ~ .-

9 or any' prduciv- entrpis 

Mr ha1 p 0 o ftheentrprise s ~ * I~~*99~---9-9j'9 

9.FA s620(f). Is reiinti conty o 

10. FAAe 02(srecipient country 

~agxpnrt, t he United States o any91 
cout 20%eeiofn U.S. assrpitance, 

of.b hloanplthen su' ' 

NO.'vet 

'9 19 

1.17 FAM 620_(. Ias recintry 11nryN. The, 'O~a tken alresnal 

_______________ orfie o9.maue t rtc .. 

ada t meau~iscury?topev , Onifeun 
ha oc u rd prope9 -o'I 

'te 9ame9r9sr~toh 

of' U.S roery has bee made9 without-. d 
m0obA a 62(i).- 4y eiin~onr o -9.-'~''''"9"99.'' 

.... in ay wy.i~(a)'~iber~ ivo~d . 

rpry 

1asnhndmg 

' ~~' 

''9'", 

. 

'9 

2"<19 
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12. FAA 9 620(1). If the country 
has failed to institute the 

Investment guaranty program 
for the specific risks of 
expropriation, in convert
ibilit,, or confiscation, ha; 
the A.I.D. administration within 
the past year considered denying 
assistance to such government 
for this reason? 

N.A. 

13. FAA 620(n). Does recipient 
country furnish goods to North 
Viet-Nam or permit ships or 
aircraft tinder its flag to 
carry cargoes to or from North 
Viet-Nam? 

No. 

14. FAA § 6 20(g). Is the government 
of the recipient country in 
default on in, -rest or principal 
of any A.I.D. loan to the 
country? 

No. 

5. FAA ' 620"t . Has the country 

severed diplomatic relations 
with the United States? If so, 
have they been reiLmed and. 
have new bilatural assistance 
agreements been negotiat:+d and 
entered into since such res.amption? 

No. 

i6. FA~\ (0.. Whia t i; the pay-
ment status of the country's U.N. 
obligations? If the country is 
in arrears, were such arrearages 
taker. irto account by the :.I.D, 
Administrator in determining the 
current A.i.D. (}eration;a Year 

ec?? 

16. The Philippines is not in 
default with respect to 
its dues, assessments or 
other obligations to the 
U.S. The Loan Agreement 
and disbursement pro
cedures will ensure that 
loan funds are not used 

for payment of U.N. 
obligations. 
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17. MAA § 48]. las the government of No.
 
recipient country failed 
to take
 
adequate steps to prevent narcotic 
drugs and other controlled sub
stances (as defined by the Compre
hensive Drug Abuse Prevention and
 
Control Act 
 of 1970) produced or 
processed, in whole or in part, 
in
 
each country, or transported
 
through such country, from being

sold illegally within the juris
diction of such country to U.S.
 
Government personnel or 
their
 
dependents, or from enteriii,- the
 
U.S. unlawfully? 

18. FAA. 1973 9 29. If (a) military 
 Yes. (Presidential Determination
base i, located in recipient 
 No. 74-14 dated 1/20/74).

country, and was 
constructed or
 
is being maintained or operated

with funds furnished by U.S., and 
(b) U.S. personnel carry out
 
military operations from such 
base, has the President deter
mined that the government of
 
recipient country has authorized 
regular access 
to U.S. corres
pondents to such base?
 

Military Expenditures 

19. FAA 9 620(s. What percentage of 
 19. Annual defense budgets average
country budget is for military 
 less than 15% 
of the national
expenditir(s? How much of foreign budget. Approximately oneex~hnn;e re.;ources spent on mili- third of this amount is fortary equipmunt Y ,ow milch spent for maintenance of peace and order.
the purchase ,fi sop.ific ;, 
weapons 

iced Philipnine foreign exchangesysti:ns? ( -ons.deration resources used to acquireof these points is o 1e coor-
dinated .,ith -ie 

military equipment are neglif;ureau for gible. We know of no diversionProgram and Policy Coordination, of either development assisi :glonal Coordinators and Military tance or of PL 480 sales toAssistance Staff (PPC/RC).) military expenditures. We are 
not aware of any diversion of
 
Philippine resources 
for unne
cessary military expenditures.
 



- -

<CONDITIONS OF THJE LOAN< 

~iCeneral SoundnessQ
 
9
 

20. A~jj1(d-' Inomain n
 

~20~dK~nfrmtinad"-;~. 
,, ~ ' conclusiontonreasonabl~es--- sdedeanaean 

~2O Fk The9 rate of interest is con
pns ie draoab eestd a ym'--m'- 

and Iegality;,(under laws of-~-9~o h .a~wt ,country aand~the United State's)~- within _heffnni~cpbi t~a
 
of lending and relend ing'terms o~h orwr 

-~ - - lat of2%~per annuida~ 13% 
4,,the reafter. This raeint 

S ~higher than'the applicable legal 
'- 21. FAA §a201(b) (2); 201 (-) rate'of interest in th. 

information and- concltUSion on h1ipns 
activity's' economicanAlpojcdelpmtis

technical slouidness. anJfll ploaec delpeti 9 ~ 
 -~~is not made 1f loancovered by feasibiliy'isnt aepursuant to a 'tdiesassurin viabiliti k

-~ Multilateral plan, and the
 
amount aof the loan exceeds *I -a~, 

$100,0100, has country submitted
 
to A.I"'D'. an applicationa for
 
such- funds toeher witli,
 
assuranc es to- indicate that -- '-'a 

funds wi-ll be used~in an econom*t' 
~a4-. -- ~-ically and technically sound - 'c-a 

-' - --~manner? 
 - 'a~ 

K22 FAA -- 201 (b) (2) Intformaltion and The aGOP is te b~rwrad - -~I 

conclusion on capacity of the- thprscsfb anar mn--a U$aa

'9 
 ~country to repay the loan, are good., -aa.4 

t 
a9 -a7includin- reasonablencs 6f 

-' - - trepa r n en t pro spe c ts .a 9 " ~ ~ a ~ ~ $ 

- () --0 - --- -) - f'ain'n- - - Fna,-- nisnt- con 
9 

-- 1a -1d
 

to-be~ ~ aviala~ t 

inan iig"~froni 9 tiler-~free-od bl4- ~, 9~'99a' j9'a9' "'. a-tsources on terms comparabe
 
$I+'a- sources, including priva e 

-atice - i hi Ehe Un t t s a 

-'-9 ' a 



.13 ~In(iign oa il IL te re be 
Ya?engin eer ng-finca 

Vand othe r plans rnecessary s' 
carry, ou tfrhe assistance ad 
(b) a reasojiably firm estimate~ 

2>y~ 
~ 

of thre; cost to ne Un$.tefl 
of tthe assistance? 

States 

25 FAA~6l l(a) (Y'If 
Slegislac ive_'!ac tion 

furthier->'. 
is-

All legislative authority 'exist,~ 
- < 

within :recipientcounitry, ha 
is basis for reasoiiable hae- ,'p"'4c' 
tationi that such. action: will be 

competedin ime o prmit
orderly accomplishment of4''' 
1%urpose of loan? ' ' 'I ~ 4~ 

26. FAA 611(e) *If loanijs',for< Yes. 
Capital Ass istance, anid all -

U.S. assistance to project now 
exceeds $1.million, 'has Mission 
Director certified the country's 4 

capability effectively to -

maintain an,! utilize the project? 

A~oan' Relti nsptoAcieemn 

of Conr n egoa ol 

~ ~~ ~~27.~~~~~ FAA 9 20; 13()Idrcl.te-oectec~ae 

Etn to whc 4sitnndvlpetontttosb 

(b)n'elf-o'hlp iToeiAchie en 44 

'44 44' fcountry'sndRfodnaldCoals i- (c NA 44 

poinja. i;laltq trainepoed ncurgs ~ ' 

(dxtprengrt to,- dchsi andLo meeteomnt fhs~uiqb 
rh 4onr'helt needs;4 . 

- 4-'-ix 
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(e) other important areas of 
econoil, , political, and social 
(level opment, incliiding industry; 
tree labor mions, cooperatives, 
and Voluntary Agencies; trans
portatinn an] communiicaLion;. 
planning and public administration; 
urban development, and moderni
zation of existing laws; or 
(f) integrating women into the 


recipient country's national 


ecollomy. 

28. 	 FAA § 209. Is project susceptible 


of execution as part of regional
 
project? If so why is project not
 

so executed'!
 

29. 	 FAA § 201(b)(4) Information and 
conclusion on activity's rolation-
ship to, and consistency with, 
other development activities, and 
It6 contribution to realizable 
long-range objectives. 

jO 	 FAA i 201 (h,)(9) information and 
conclusion on ,hother or not the 

activity to be inanced will 
contribute to the achievement of 
. f-sus La ii ing growth. 

(e) 	 This project puts primary emphasis 
on transportation and communication. 

(f) 	 For discussion of the considerable 

role of women, see pg. 4 this paper. 

No
 

This 	project is consistent with the
 
GOP 	new society policy of assisting
 
the 	common man. See page 7 of CAP.
 

Improved transportation and communica
tion will contribute to self-sustained
 
growth.
 

.21. 	 ~Fr . Q20.- N.A. 
Tnfortnatlo -c.Ind roclusion 
,rh2ther as.;Jstanie will 

encourage cegional development 
p rograns. 
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32. 	 FAA I Sectii Ill. l)[scuss the This project will involve the 
extent to which the loan will strengthen Provinces in an activity that was 
the participation of the urban and rural formerly left to the national 
poor in their country's development, and government and therefore encourage 
will assist in the development of participation of rural poor people, 
cooperatives .,,hich will enable and No effect on development of 
encourage greater numbers of poor people cooperatives. 
to help themselves toward a .better life. 

33. 	 FAA § 201(f). If this is a project loan, This project has a very direct 
describe how such project will promote influence on promoting the 
the country's economic development country's economic development 
taking into account the country's human by contributing to agriculture 
and material resource requirements and production and distribution. 
the relationship between ultimate ob
jectives of the project and overall 
economic developmei,,. 

34. 	 FAA Y 281(a), Describe extent to N.A.
 
which the loan will contribute to
 
the objective of assuring maximum
 
participation in the task of econo
mic develtyment on thu part of the 
people of tle country, through the 
encouragement of democratic, 
private, and local governinental 
institutions. 

35. FAA § 281(h). Describe extent to More economical and convenient 
which program recognizes rhe transportation will have a wide 
particular needs, desires, and range of influence on the rural 
capacities rf the p ople of t C communities by the fact that 
cou',ry utilizes tie country's government and social institutions 

entc'lectual re.,iorces to and services will be more readily 
encourage Instituitiona; deve.- available and the rural people more 
opment; and SUpPL,rLs CiviC accessible. 
educatitjn and t aini ug in skills 
requlrt-d fcr effective partici

ivitfon Ln overnmnental. and 
poitical prcesses,essential to 
-1 f- gove.rn,ae nt: 

Th. rAA szio()(1). In ,4h.-t ways does the Better roads will undoubtedly 
s,cti-ty (dIve resrnable promise of increase agriculture output by 
:ctrtlbuLihg to t! e development or providing cheaper transportation 

cm,' ;ic resource.-, or to the increase of for inputs and outputs.
d ies?.:,uc2.:cii,a!ilM 
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37. 	 FAA § 601(a). Information and (a) only to the extent that agricultt,', 
conclusions whether loan will output exceeds local needs and will be' 
encourage efforts of the country exported. However, it will encourage 
to: (a) increase the flow of use of imported fertilizer. 
international trade; (b) foster (b) it will encourage small farmers 
private initiative and competition; to increase production (c) indirectly 
(c) encourage development and use (d) indirectly (e) cheaper transporta
of cooperatives, credit unions, tion will contribute to agriculture and 
and savings and loan associations; commerce (f) N.A. 
(d) discourage monopolistic
 
practices; (e) improve technical
 
efficiency of industry, agriculture,
 
and commerce; and (f) strengthen
 
free labor unions.
 

38. 	 FAA § 619. Tf assistance is for N.A. 
newly independent country; is it
 
furnished through multilateral
 
organizations or plans to the
 
maximum extent appropriate? 

Loan's Effect on U.S. and A.I.D. 
Program 

19. 	 FiL 3 20i (h) T6nformation N.A. Because this is a local currency
 
and conclusion on possible effects project.
 
of loan on U.S. economy, with special
 
reference to areas of substantial
 
labor surplus, and extent co which 
U.S. 	 commodities and assistance are 
ftirnished in a manner ,:onsistent
 
,,t1th i;proving tiie ,J.S. balance of
 
,,aynents posi:i cn.
 

!i(. FAA -J 202a) Tota! amount of mloney Total loan will be used to establish 
,,nder a, fc is going dir c ly a Special Letter of Credit in a U.S. 

) O~ 'vt, el, erprfse, is going co bank to finance GOP nurchases in the 
nter-;eci are credit institutions o: U.S. 

uther borlowers for use by private 
nterprif, i i,. wsed co finance Private Enterprise will perticipate 

.-i4ort: Lron p:'Lvat:; sct,,ces, or in in this project and procure will be 
, hevis; bhving used -:o finance from private sources. 
rrcurements from private sources. 
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41. 	 FAA § 601(b) . Information and Private enterprise is being used to
 
conclusion on how the loan will 
 the maximum extent practicable
 
encourage U.S. private trade and 
 under this loan. 
investment abroad and how it will 
encourage private U.S. participation This is a local currency project, 
in foreign assistance programs therefore private U.S. participation
(including use of private trade 
 will 	not be directly incolced; how
channels and the serviods of U.S. ever 	an SLC will be used for disburse
private enterprise). 
 ment 	of these Loan funds which will be


channeled through U.S. private enter
prises.
 

42. 	 FAA § 601(d). 
 If a capital Philippine engineering firms and
 
project, are engineering and 
 Provincial Engineering Offices are
 
professional services of U.S. 
 capable of designing and constructing

firms and their affiliates used 
 this project without outside consulting

to the maximum extent consistent assistance.
 
with the national ii.terest?
 

43. 	 FAA § 602. Information and 
 U. S, small business will not partici
conclusion uIhtiher 1iS. small 
 pate because this is a local currency

business will participate 
 project and the goods and services to
 
equitably in the furnishing of be provided are not the type normally

good and services financed by 
 of interest to them.
 
the loan.
 

44. 	 FAA § 620(h). Will the loan 
 No.
 
Comote or assist the foreign
 

aid projects or activities of
 
the Communist-Bloc countries?
 

45. 	 FAA § 621. If Technical N.A.
 
Assistance is financed by the
 
loan, in foTnat ion and conclusion 
whether such assiscance will be
 
furnished to the fullest extent
 
practicable as goods and profes
sional and other servi.:_es from
 
private enterprise on a contract
 
Lcis. If the facilities of other
 
z,'deral agencies will he utilized,
 
information and conclusion on
 

I 
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whether they are particularly
 
suitable, are not competitive WILh
 
private enterprise, and can be
 
made available without undue
 
interference with domestic programs.
 

Loan's Compliance with Specific Requirements
 

46. 	 FAA § 110(a); A 208(e). In ihat manner has or will the
 
recipient country provide The loan agreement will so
 
assurances that it will provide provide and assurance obtained from
 
at least 25% of the costs of the a s n o ef
 
the program, project, or acti
vity with respect to which the
 
Loan is to be made?
 

47. 	 FAA 9 112. Will loan be used
 
to finance police training or
 
related program in recipient
 
c,.,tintry? 

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

49. 	 FAA §201(b). Is the country among Yes.
 
the 20 countries in which development
 
loan funds may be used to make loans
 
in this fiscal year?
 

50. 	 FAA , 201(d). Is ince ,'est rate of loan Yes. 
at least 2% per annum during grace period
 
and at least 3% per annum thereafter?
 

6" 21 (-). 

what provisl','ns have been mad for appropri- firms will be used.
 
ae participation by the recipient country's
 
private enterprise?
 

SFA 	 § this is a project loan, Private engineering and construction 

'*. 	 FAA Wil4l(.,i1lall commodity Yes
 
procurement ffianced under the
 
loan he from the United States
 
except as ,othL-horse determined
 
)y the 1)resfi,e t? 

(5'. rrovision 	 N.A..at is 

mdde_ to irevedic financing
 
ctomm ,it" proc !rer..,nt 1.n buLk
 

ti ce- higher than adjusted
 
U.S. 	 m,:et price? 
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54. FAA 9 604(d). If the coop- Yes.
 
erating 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 J 604(e. If offshore procure-
 N.A. 
ment 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 § 604(f)2 N.A.
If loan finances a 

commodity import program, will
 
arrangements be made for supplier
 
certification 
to A.I.D. and A.T.D.
 
approval of commodity as eligiLle
 
and suitable?
 

57. FAA R 608(a). Information 
on 
 Excess property is used extensively
measures to be taken to utilize 
 by the Provinces, no 
procurement
U.S. Government excess 
personal 
 of new equipment will be financed by
property in 
lieu of the procurement 
 the loan.

of niew I t:(.m:,. 

8. FAA i 611(h) ; App. 101.. If N.A. 
loan finances water or water
related 
 land , 'f;urce construction
 
project or [progrjam, is ttere a
 
bene f it-c ,,s t compx tat ion ade,
 
insofar as piacticable, Cn
 
accordance with the pron.edures
 
-et forth in the Memorandwn of
 
the Pre sident dated 
 May 15, 1962? 
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59. 	 FAA .46 11(c). If contracts for The GOP Standard practice of 
construction are to be financed, contracting Is through competition. 
what provision will he made that 
they be let on a competitive basis 
to maximum extent practicable? 

60. 	 FAA § 612(b): . 636(h). Describe The GOP is financing 100 percent of the 
steps taken to as iire that, to the project and the loan will reimburse the 
maximum extent possible, the country GOP in a Special Letter of Credit 75 
is contributing local currencies to percent of the project costs. 
meet the cost of contractual and 
other services, and foreign currencies 
owned by the United States are utilized 
to meet the cost of contractual and 
other services. 

61. App. 113. Will any of loan funds be used to The Philippines is not an excess 
acquire currency of recipient country currency country. 
from non-U.S. Treasury sources when ex
cess currency of that country is on 
deposit in U.S. Treasury? 

t"2. Section 30 and 31 of PL 93-189 No. 
(FAA of 1973). 
Will any part of the loan be used to 
finance directly or indirectly military 
or paramilitary operations by the U.S. 
,c by foreign forces in or over Laos, 

Cambodia, North Vietnam, South Vietnam, 
or Thailand? 

(3 .ection 37 of PL 95-189fAA of 1.973); No. 
S 1T1. Will any parc of this loan 

bc use,] to aid or as: generally or in 
ha reconstructon of N6rth Vietnam? 

'AA 9 42 (1 Doe. i-lie United States own The Philippines is not an excess 
cx.>cess foreign currency and, if so, what currency country. 

£ran.;eI,:nts have ben made for its release? 

A 6 ih t provision is there against The loan agreement will 

1j-, o0 sti*,iect aiss;tance to compensate owners so provide. 
.;r ;xpropriate or nationalized property? 
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66. 	 FAA 1 620 (k). If construction N.A.
 
of productive enterprise, will
 
aggregate valtie of assistance
 
to he furnished by the United
 
States exceed $100 million?
 

67. 	 FAA 9 636(f). Will any loan fundG No.
 
be used to finance purchase, long
term lease, or exchange of motor
 
vehicle manufactured outside the
 
United States, or any guaranty of
 
such a transaction?
 

68. 	App. § 103. Will any loan funds be No.
 
used to pay pensions, etc., for
 
military personnel?
 

69. 	 App. § 105. If loan is for capital, AID will review and approve all
 
pco ect, is there provision for contractors on the basis of recom-

A..D. approval of all contractors mendations m ade by local A & E
 
and conLcact terms? 
 ftirms which will ensure that con

tractors are qualified, cost are 
reasonable and that design and con
struction are acceptable. Standard 
form contracts which will in fact be70, App. 9 107. Will any loan funds be used, will be approved by A.I.D. 

be used to pay UN assessments? 

No.
 

71. 	 App. § 109. Compllance with The loan agreement will so provide.
regulations on emp]oyment of U.S. 
and local personnel. (A.I.D. 
RegAilaLon 7). 
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72. 	 App. 110. Will an,. of loan 
 No.
 
funds be used to carry out pro
visions of FAA H 209 (d)?
 

73. 	 App. 9 112. 
 Will any of the funds No.
 
appropriated or local currencies generated
 
as a result of AID assistance be used for
 
support of police or prison construction
 
and administration in South Vietnam or 
for
 
support of police training of South Vietnamese?
 

74. 	 App. § 114. Describe how the (,rmittee on The project has )een in-

Appropriations of the Senate and House have 
 cluded in the FY 75
 
been 	 or will be notified concerning the Congressional Presentation,activity, program, project, country, or Pg. 130.
 
other operation to be financed by the Loan.
 

75. 	 App.§ 601. Will any loan funds be used for No.
 
publicity or propaganda purposes within the
 
United States not authorized by Congress?
 

76. 	 App. § 604. Will any of the funds appropriated No.
 
for this project be used to furnisl, petrolum

fuels produced in the continental United States
 
to Southeast Asia for 
 use by non-U.S. nationals? 

77. 	 MM\ § 901.b; FAA 9 640C. 

(a) 	 Compliance with requirement This is a local currency
that 	at least 50 per ce,,tum or project. No comnodi tAe,.the gross trnnage of commodities will be trani-purLed ()n
(computed separately for dry bulk ocean vessels, and there
carriers, dry cargo liners, and fore, this section is in
tankers) financed with funds made applicable.

available tnder this loan shall be
 
transported on privately owned U.S.
flag commercial vessels to the
 
extent that such vessels are
 
aviable ot 
 air and reasonable
 
rates.
 

(b) VWlI grant be made to loan No.
 
iec~pienc co pay all or any portion
 
of such differential as may exist
 
h~ttwen T.5.. -rid foreign-flag vessel
 
.'a-.s? 



DEPARTMENT STATE 
AGENCY FOR INTERNATIO NL DEVELOPMENT 

WASHINGTON. D. 20523 

OFFICE OF 
THE ADMINISTRATOR 

Loan No. 1192-T-035 

CAPITAL ASSISTANCE LOAN AUTHORIZATION
 

Provided from: Food and Nutrition
 
(Philippines: Rural Roads Loan)
 

Pursuant to the authority vested in me as Administrator, Agency for
 
International Development ("A.I.D."), by the Foreign Assistance Act
 
of 1961, as amended, (the "Act") and the Delegations of Authority
 
issued thereunder, I hereby authorize the establishment of a loan
 
pursuant to Part I, Chapter I, Section 103 and Chapter 2, Title I
 
the Development Loan Fund, to the Government of the Republic of the
 
Philippines ("Borrower") acting through the National Economic
 
Development'Authority of not to exceed Fifteen Million Dollars
 
($15,000,000). The proceeds of this loan will be used to reimburse
 
the Borrower for up to seventy-five percent of the peso costs of a
 
program of subprojects executed by participating Provinces to
 
construct or improve approximately 750 kilometers of rural roads
 
and 2400 linear meters of related bridges in provincial areas of
 
the Philippines. The loan shall be subject to the following terms
 
and conditions:
 

1. Interest Rate and Terms of Repayments
 

The loan shall be repaid by the Borrower within forty (40)
 
years after the date of the first disbursement under the loan,
 
including a grace period of not to exceed ten (10) years. The
 
interest on the unrepaid principal balance of the loan shall be
 
from-the date of first disbursement at the rate of (a) two
 
percent (2%) per annum during the grace period, and (b) three
 
percent (3%) per annum thereafter.
 

2. Currency of Repayment
 

Provision shall be made for repayment of the loan and
 
payment of interest in United States dollars.
 



3. Other Terms and Conditions
 

Unless A.I.D. otherwise agrees in writing,
 

(a) Goods and services financed under the loan shall have their
 
source and origin in the Philippines.
 

(b) The loan agreement shall provide that prior to the commencement
 
of the first subproject, the Borrower shall submit or cause to be
 
submitted, the following in form and substance satisfactory to A.I.D.:
 

(1) 	Written assurance from the Borrower that
 
sufficient funds from the Presidential
 
Discretionary Fund will be made available
 
to the Department of Local Government and
 
Community Development ("DLGCD") for the
 
purpose of reimbursing each participating
 
Province for the agreed amount with respect
 
to a satisfactorily completed subproject.
 

(2) A project implementation agreement, the terms
 
of which cannot thereafter be materially
 
modified oi amended without the prior written
 
consent' of A.I.D., which project implementation
 
agreement will be executed by DLGCD and each
 
participating Province. This agreement shall
 
contain, inter alia, the qualification criteria
 
for each Province and subproject and a provision
 
requiring, under appropriate circumstances,
 
A.I.D. approval of construction and procurement
 
contracts and firms selected to perform these
 
services.
 

(3) A copy of an executed contract or contracts with
 
an engineering firm or firms satisfactory to A.I.D.
 

(4) 	Written assurances from the Borrower and the Bureau
 
of Public Highways, that all roads and bridges
 
improved or constructed under this Project will be
 
classified as provincial roads and therefore
 
eligible for annual maintenance funds, and that
 
such funds will be provided, both in accordance
 
,with Presidential Decrees 17 and 320.
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(5) 	A three year implementation plan prepared by DLGCD,
 
including a projection of funds available to finance
 
contracts with the engineering firms required under
 
(3) above.
 

(6) 	Such other conditions as A.I.D. may deem advisable.
 

(c) The loan agreement shall contain the following special
 
covenants by the Borrower:
 

(1) 	The Project will be implemented, on behalf of the
 
Borrower, by DLGCD.
 

(2) 	The DLGCD will assure that the terms and conditions
 
of each project implementation agreement are observed
 
byeachof the parties thereto.
 

(3) 	DLGCDwill assure that Project Evaluation Procedures
 

are implemented.
 

(4) 	Such additional covenants 
as A.I.D. may deem advisable.
 

(d) The loan agreement shall include such other terms and
 
conditions as A.I.D. may deem advisable.
 

/ Date' 

Clearances: 	 A 
EA/CCD:Frank Collins 
 Date / 3//2
EA/PPB:Lawrence Marine li iLk- Date 
EA/EAA: Sarah Jane Litt ld__'(e z-m- Date 

SER/PM: Sidney Brown- Date / 2"_ "I 7
 
SER/ENGR:Merten Vogel 
 Dateo,' 
GC:Arthur Gardiner,Jr.W/_ Date I)IIZJI 
GC/EA:Ilerbert Morris I/ 1,, Datp ' 
PPC/DPRE:Arthur Handly - 4// Date /
AA/EA:Garnett Zimmerly ,' 	 Date , ' 

Draft:GC/EA:SRTisa:ejs:12/2/74
 



OPTIONAL FORM NO. 10 
JULY 1073 KOITION 
GOA FPMN 441 CRRI 101.11.6 

UNITED STATES GOVERNMENT 

Memorandum 
TO DISTRIBUTION DATE: Octoer 25, 1974 

FROM : Frank Collins, EA/CCD 

SUBJECT: C Philippines-Fural Roads (PRP) 
ec ca-

Thailand-Lam Nam Oon (PID) 
on III (PIT) 

We have scheduled a meeting of the East Asia Advisory Comittee 
for Capital Assistance for 9:30 a.m., Friday, Novenber 1, 1974, 
Roon 609 RPC, to consider the attached Project Review Proposals 
(PRP) fran the Philippines and the Project Identification Docd
ment (PID) from Thailand. 

It is recoarended that the PRPs and the PID be approved.
 

Your participation in this meeting is invited.
 

Attachments: 
As stated
 

DISTRIBUTION:
 
A/CCD, Mr. Norman Cohen 

EA/CCD, Mr. A. R. Love 
EA/CCD, Mr. M. M. Pehi 
EA.CCD, Mr. L. W. Bond 
EA/PPB, Mr. L. A. Marinelli 
EA/SAA, Ms. S. J. Littlefield 
EA/PHIL, Mr. D. M. Chandler 
EAAID, Dr. H. Dodge 
SER/ENGR(EA), Mr. J. gloan 
GC/EA, Mr. H. lbrris 
PPC/DPRE, Ms. B. Clary (6) 

Buy U.S a,vi:n Replady ex the Payroll Savg: Paje 



PROJECT REVIEUI PAPER
 

TO : East Asia Committee on Capit Assistance 

FROM: EA/CCD Capital Projects Committee 

SUBJ: Philippines Request for Authorization to Proceed with the 
Intensive Review of a Proposal for Capital Assistance to 
the Government of the Philippines to assist in financing 
development of Rural Roads. (Rural Roads - $15.0 million) 

Summary:
 

Borrower: Government of the Republic of the Philippines (GOP).
 

Implementing Agencies: 	 Department of Local Government and
 
Community Development (DLGCD) and
 
Provincial Governments.
 

Amount of 	Loan: $15.0 million
 

Terms: 	 A.I.D.'s standard terms for Development Loans, i.e.,
 
repayment within 40 years including a 10-year grace
 
period, with interest at 2% during the grace period
 

and 3% thereafter.
 

Project: 	 The project will provide for the reimbursement of up
 
to 75% of costs for Provincial Rural Roads
 
Development. This reimbursement will be through the
 
Special Letter of Credit arrangement.
 



.	 ProJect Description
 

This loan financed project is to iyprove/construct rural roads
 

in those provinces which USAID and the Provincial Development
 

Assistance Project (PDAP) have assisted in acquiring the necessary
 

skills and equipment to construct and maintain their own rural
 

road network. For the purposes of this project rural roads are
 

those roads referred to as: farm to market roads, feeder roads,
 

municipal or provincial roads. Currently with assistance from 

USAID and PDAP, 14 provinces are qualified to implement the 

project.' This number is expected to expand to 18 provinces in 

FY 1976 and 22 provinces in FY 1977. As currently planned, the 

project will construct approximately 750 kilometers of farm to 

market roads and 2400 linear meters of bridges in the qualifying.
 

provinces over a three year period. 

The project will be implemented through the Department of Local 

Government and Commnity Development (DLGCD). DLGCD is a separate 

department of the :Government of the Philippines and is responsible 

for the development of local government and community development. 

The provincial Development Assistance Project is currently under the 

Development Management Staff in the Office of the President, but 

is scheduled to be phased into DLGCD, during the next two years. 

Construction will be initially financed totally by provincial 

funds. Upon completion of construction, according to standards 

and cost previously agreed to by USAID/PDAP/DLGCD, DLGCD will 



o exceed 75% of thereimburse the province for an amou'' not 

total estimated and previously agr,pd upon cost. USAID will re

imburse the GOP an equivalent amount of $U.S. by a Special Letter 

of Credit in a U.S., bank from loan funds for disbursement by the GOP. 

I..Selection Criteria.
 

To qualify for financing under this project a province must: 

(a) have been in the PDAP program for at least two year.s, 
w i-- - d6id'-the-niiim*mi"pe i0-d toonecessary 
fully develop the management and engineering capability
 
-to properly implement the construction program.
 

(b) have a provincial development staff capab1.leof conducting 
feaslbi 1lfit yp-/(:rtteIstBdTs-for sub-project planning, 

'selection and evaluation.
 

c) ;have a Capital Improvement Program (See Attachment #2).
 

(d)!have a Road Network Program (See Attachment #2).
 

(e)."havea functional Materials Testing Laboratory.
 

(f) 	 have a Provincial Engineer's Office qualified to handle 
all aspects of imrplemehntdT6rf(design, construction, 
contracting).
 

(g) have a functional Provincial Equipment Pool with a dead

'line rate under 25%.
 

(h) have an Agriculture Section Inventory and Profile (See
 

Attachment #2).. . ..
 

Further, for a particular road segment to qualify for financing
 

under this project it must:
 

(a) average 'at least 10 farms of less than 3 hectares within
 

its influence area per kilometer of length. (Note: the
 
determined).exact specification of this criteria must yet be 

(b) 	must not lead to a dead-end or impassable road at both ends.
 

Cc) 	 must lead to or connect to a road network that leads to 

a poblacion (rural urban center, market place). 
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(d) satisfy specified economj.i and technical criteria.
 

DLGCD, with the concurrence of th USAID Provincial Development
 

staff, will certify that each province and each sub-project meets
 

the criteria listed above before authorizing a province to undertake 

preparation of final plans and specifications. DLGCD will contract
 

with 	local A & E firms to provide independent monitoring of the 

design and construction and provide a certification that work was
 

completed as agreed for purposes of reimbursement.
 

III. 	 Project Cost 

It is estimated that a $15 million loan (U.S. $ = P6.66 or $15 

million = P0 million) will be sufficient to reimburse the GOP 

75% of total cost for the improvement/construction of 750 kilometers 

of roads and 2400 linear meters of bridges. Depending upon the 

design standard it is now estimated that the cost per kilometer 

of road will range from P50,000 ($7500) to P200,000 ($30,000) 

and the cost per linear meter of bridges improvement/construction 

will range from P3,000 ($450) to P15,000 ($2,250). The mix of 

road to bridges may change as individual provincial plans are 

completed. Funds will be allocated to the province as shown in 

Attachment #1. The planned allocation of funds was based upon 

past perforriance of the provinces in implementing the 1972 flood 

rehabilitation project and in consideration of the province's 

ability,to initially finance the project. The total project 

cost in pesos is estimated at P135 million with P0 million 

equivalent to be-reimbursed by the loan of P35 million to be pro

vided by the province. 
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The total loan funds will be dili:ursed over a three year period.
 

ROADS - KILOMETERS X REIMBU-_$ABLE COSTS (POOO's)
 
Standard 
 Year  1 Year - 2 
 Year - 3
 

'P x Km 
 P x Km 
 P x KM
 
Low - 50 x 130 - 6,500 55'x 150 = 8,250 60.5 x 170 
- 10,285
 

Medium - lO0'x 40 - 4,000 
 110 x 50 = 5,500 121.5 x 60 = 7,290
 
High - 200 x 37 = 7&0 
 220 x' 51 =11.220 
 24Z x 55 a 13,310 
Totals  17,900 
 24,970 
 30,885
 

BRIDGES - METER X REIMBURSABLE COSTS (POOO's)
 

Year - 1 
 Year- 2 
 Year- 3
 

P x LM P LM
x P x LM 
Concrete - 15 x 350 5,250 18 x,00 7,200 21.60 x 450 - 9,720= 


Lumber - 3 x 300= 900 3.5 x 400= 1400 
 4 x 500= 2,00
 

6,1&0 
 8,600 
 11,720
 

Note: Reimbursablle construction costs per kilometer of road for
the lowest design standard road is estimated to be approximately P50,000, P100,000 for the medium designed road and
P200,000 for the highest designed road. 
 Road costs are
increased 10% in the second and third years to allow for
escalation. 
For planning purposes, it is estimated that
the totalproject kilometers of roads will be constructed
 over the Lhree years as 
shown on the above table. It is
also planned that the construction of 2400 linear meters
of bridges will be spread over three years as shown on the
above table. 
Bridge costs were escalated about 20% in the
second and third years because of the use of large quantities
of steel, cement and lumber.
 

IV. Current Situation
 

In general, the Philippines has a dry season and a wet season.
 

The wet season la. ts for about six months out of the year and
 

during this 
season most barrio roads (rural roads) are impassable.
 

This is 
true even for the province of BMlacan, one of the most
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developed provinces just north!lf Manila. During this wet season 

two thirds of the rice crop is!iarvested. Adequate farm to market 

roads are needed to: help the s'mall farmers to move his produce 

to storage or market facilities during the "sellers market" periods; 

help extension workers get in the area to help farmers; permit 

the visits of government workers, social workers and doctors; 

generally to facilitate the two way movement of goods and services
 

and, thereby, to improve the quality of rural life.
 

In addition to this proposed project the IBRD is providing $5 

million for rural roads to support a major national highway. 

program in Luzon, also financed by the IBRD. The Asian Development 

Bank also has become interested in rural roads and is considering
 

a road project inMindanao and smaller projects in Mindoro and other
 

parts of the Philippines. The Government of Australia financed
 

provincial roads in Mindanao. However, these foreign financed
 

road Projects are more truck routes rather than rural roads.
 

The development;of the national highway system is essential and
 

understandably atop priority of the national government. 
 It is
 

the upgrading of the national system which will support the
 

development of a rural 
road linkage to be assisted by the proposed
 

loan. The following major projects are in various stages of
 

implementation throughout the Philippines: 
 the Japanese/Philippines
 

Friendship Highway which is to traverse the full length of the
 

Philippines, the IBRD national highway project in Central Luzon
 

($69 million), another IBRO project in Mindanao and an ADB project
 

in Mindanao.
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V. PDAP background 

In 1968 fDAP was created to repla le "Operation Spread". Operation 

Spread was a very successful joint GOP/USAID program initiated 

to support agricultural production'in two provinces and USAID 

dealt directly with'these provinces in identifying and providing 

inputs. 'PDAP was created to work closely with the National Economic 

Council (NEC) to improve the quality of rural life by accelerating
 

and supporting development in agriculture, infrastructure, tax
 

administration, field management, family planning and nutrition
 

in selected provinces. PDAP's working relationship with NEC was
 

transferred to the Office of the Executive Secretary to the Presi

dent in December, 197. It is now planned to phase PDAP into
 

DLGCD where they will continue systems development and pilot
 

installation operations leading to improved local government
 

management systems on a nationwide basis.
 

PDAP/USAID is continuing to focus on assisting provincial governments
 

through the PDAP projects. This is being accomplished by providing
 

(1) technical assistance in comprehensive planning, fiscal resources
 

development, through vertical and horizontal communication pricess;
 

(2)providing commodity assistance for the Provincial Development
 

Staff (PDS) operations, equipment pool operations; (3)and funding
 

assistance for the Special Infrastructure Program (SIP) (See
 

Attachment #2).
 

VI. 	 PDAP Provinces' General Capabilities
 

The USAID Assistant Director for Provincial Development (AD/PD)
 

has a' staff of 16 direct hire and two PASA technical personnel 
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assisting thirty (30) GOP/PDAP ti;hnical personnel in attaining 

the overall objectives of this p ogram. USAID is confident that
 

the qualified PDAP provinces are eveloped to the point where
 

they can implement this project without additional foreign assistance.
 

The PDAP project provinces are chosen primarily because of their
 

expressed willingness to accept and utilize technical assistance
 

to improve their management capabilities. In general, they are I/o . 

the more progressive provinces, important agriculturally, and 

are not, the most economically underdeveloped. One of the outputs 

from successful implementation of this proposed feeder road loan
 

project 'could be the expansion of th)4 whole PDAP philosophy
 

to many other provinces. This is' evidenced by the fact that the 

number of participating provinces is continually expanding and
 

expected to expand during the next two years. 
 The fourteen provinces
 

selected to initially participate: in the proposed rural roads program
 

have demonstrated their abilities to effectively attain PDAP/USAID 

major objectives of fiscal management and infrastructure development.
 

Eight of the fourteen provinces participated in the Flood Rehabilita

tion Program in which they gained invaluable experience in road and 

bridge design, project planning and administration, contract admin

istration, quality control and equipment pool support for force 

account construction operations. The other six provinces are now
 

participating in the SIP, thereby gaining the same valuable experience. 

VII. PDAP Provinces' Engineering Capabilities
 

The Provincial Engineering Offices (PDO's) were established in
 



1668, in order to provide the new!' responsible local government 

abthority for development and mai tenance of local infrastructure 

w'ith operational capabilities. The PEO's were initially staffed, 

by personnel transferred from the Bureau of Public Highways, the 

national organization then responsible for maintenance of existing 

roads, bridges, communal irrigation systems and provincial buildings. 

Specific USAID inputs have included excess property heavy construction 

equipment allocations to the PEO's. Perhaps more important than 

the provision of such physical equipment has been the training 

programs sponsored by USAID/PDAP to develop skills in all phases.
 

of equipment pool management and operations. The following elements
 

were a part of bi)is program: Five Year Capital Improvements
 

Programs, Equipment Pool Development Programs, Development of 

Equipment Pool Operations Manuals, a Quality Control Development Plans
 

with a Quality Control Operations Manuals, Provincial Road Network 

Development Plans, Provincial Action Budgets oriented toward develop

ment and joint PDAP/Province Work Plans. Success of these programs 

has led to the creatign of a similar program, the Special Intra

structure Program, which involved six other PDAP provinces. These 

programs have provided a valuable proving grounds for testing and 

improving the capabilities of the PEO's in provincial program 

management. The combined staffs of all 14 PEO's include 173
 

graduate engineers of which 125 are civil engineers and 21 are 

mechanical engineers (Equipment Pool Supervisors). The remaining
 

27 are quality control specialists and chemical engineers trained in 

the management and operation of materials testing and construction
 

quality control facilities. 



Tin of the 14 PEO's have fully eq1,pped operational construction' 

miterials testing laboratories anli,the remainder have placed orders 

for equipment a'nd should be operaiional before start of this rural 

road program. Each PEO staff includes at least two qualified 

quality control laboratory technicians with a combined total of 

44 in the 14 provinces. The Quality Control Division of each PEO 

fncludes an inspection section to monitor construction methods and 

practices, a materials quality control laboratoryand a survey 

section for horizontal and vertical controls. The fourteen PEO's 

have received a ten week equipment pool training program involving 

training in equipment pool operations and in equipment operations 

and maintenance.' This training is afforded by a team of PDAP/USAID 

equipment specialist and in accordance with the present schedule
 

will be completed In the remaining provinces by March, 1975.
 

A combined total of 42 persons from the PDS-PEO staf-s have received
 

seminar training on data collection and assimilation for, and
 

preparation of a provincial Road Network Development Plan. With
 

this background of training and operational development programs
 

plus the seminar planned in transport socio-economic analysis,
 

*the PDAP provinces will be capable of successfully carrying out*
 

this proposed rural road program.
 

PDAP will directly monitor the Provincial activities under the
 

proposed rural road program with a staff of 30 professional
 

personnel. This staff includes 5 Area Specialists trained in
 
- .. and 1 . .i.. w ill:. . ...... w a s. 

Public Administratio and 10 engineers who will assist the
 



provincial activities in -,,id desi Is cost estimating and construction
 

of projects, PersQnnel available b assist provinces "inspecific
 

problem areas includ? equipment specialists to assist in upgrading
 

the PEO Equipment Pool operations, personnel and administration
 

Specialists, fiscal management specialist and training specialists.
 

A professional economist has been detailed from DLGCD to PDAP to
 

work specifically on the sub-project economic justification methodology.
 

VIII. 	 Economic Justification
 

The two traditional economic methodologies applicable to road
 

projects will be used. They are the benefit methodology K plicable
 

to penetration roads into new areas 
(,et incremental agricultural
 

output) and the other to road improvement that reduce transport
 

costs (savings in user costs). Social benefits which, however, are
 

unlikely to be quantifiable, may also contribute to the road
 

improvenc-nt justification, especially for the heaI.., and education
 

sectors will be reviewed and discussed in the benefit/cost analysis
 

When applicable.
 

Preliminary meetings with PDAP personnel have indicated that they
 

are familiar with these transport ecciomic methodologies and have
 

begun the preparation of several illustrative examples for actual
 

road segments. The purpose of this PDAP exercise is 
to test the
 

availability of existing information and the requirements for
 

additional information to meet the economic analytical test. 
 PDAP
 

believes that with the work already done on land use, road network
 

inventories and crop yield measurements plus the vehicle operating
 

cost information generated by numerous IBRD and BFW studies, 
a
 



substantial data base is availabli:, During CAP preparation USAID
 

will be working closely with PDAPIto define the extent of available
 

information, its quality and the need for additional data. To
 

facilitate this effort, USAID is endeavoring to recruit an exper

ienced transporation economist to work with PDAP to refine the
 

methodology, review available information, assist in developing
 

the forms and/or instructions to be used, evaluate PDAP analytical
 

capability and determine the the technical training that should
 

be undertaken during project implementation.
 

IX. Implementation 

The Department of,Local Government and Community Development
 

IDLGCD) is the government organization responsible for overall
 

implementation of this project. Indivi;ual provinces will be
 

responsible for contructing the projects and for continued maintenance.
 

The steps in the project implementation process contemplated at
 

present are as follows:
 

II 

l..The participating provinces will submit their Provincial Road Network
 

Development Plan to DLGCD for review and approval. Upon approval
 

the province will identify those rura. ropads that itwishes
 

to construct/improve under this project. This selection will be
 

based upon defined criteria and a feasibility study. . . --. ,
 

2. When DLGCD and USAID agree on the list of sub-projects to be
 

implemented under this program, the province will allocate the
 

total estimated cost of the approved projects to be implemented
 

during the current fiscal year. The total combined amount of all
 



provinces allocated over a three yelir period will not exceed the 

allocation budget attached to thi's 'tRF
 

3. The individual provinces will proceed to construct the roads. In
 

most cases the provinces will use force accounts for roads and
 

contractors for bridges. This has generally been the procedure
 

used under the flood rehabilitation program.
 

4. It shall be the responsibility of DLGCD to contract with a local 

A & E firm to monitor construction and to certify satisfactory 

completion. As roads are certified as completed according to the 

agreed plans and specifications, AID will reimburse the GOP for
 

an 	 amount not to exceed 75% of the previously agreed estimated 

cost of the road by crediting a Special Letter of Credit (SLC) 

in 	the U.S. for U.S. procurement. In actual practice, AID will 

probably credit the SLC on a quarterly basis, depending upon the speed
 

of project implementation.
 

X. Problems and Issues 

It now appears that a project can readily be developed based upon 

the positive USAID experience with the PDAP provinces. There is 

considerable capability in PDAP and chances for successful project 

implementation are excellent. While there are no major issues and 

problems that must be resolved before. this project can commence 

the PDAP and USAID are continuing their efforts along several lines: 

1. 	 The sub-project economic justification methodology is 
:being refined and training will be provided PEO-PDS's. 

2. 	 The design standards currently in use in the Philippines 
are adopted from those used by the U.S. Bureau of Public 

'Highways. 	 Adoption of these standards to rural roads 
with an average daily trafic (ADT) below 100 might result 
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in 	over designed roads. Th(iSe standards will be discussed
with the GOP and revised, a~.appropriate.
 

3. 	 Itis the responsibility of DLGCD to contract with local
A & E firms to monitor the design and construction of thesub-projects. 
 The 	degrees and type of monitoring will be
specified in the CAP and 	 the method of reporting and 
assurance of funds to contract for services.
 

4. Republic Act 917, amended by Presidential Decree-17 and
PD-320 now provides for maintenance funds for all provincial roads approved by the Bureau of Public Highways. Theprocedure requires the province and the national governmentto share the cost of P3375 per 	kilometer of road. Assurancewill be obtained that the Bureau of Public Highway will
readily approve roads proposed under this project and that

maintenance 'fundswill be budgeted and provided.
 

CD:AJT:n
 
8/28/74
 



TENTATIVE ES1LMATE
 

FIXED COSi REIMBURSEMENT FOirCOMPLETED PROJECTS
 

PROVINCE 


La Union 


Pangasinan 


Zambales 


Bataan 


Pampanga 


Bulacan 


Batangas 


Camarines Sur. 


Albay 


Sorsogon 


Mindoro Or. 


Aklan 


Capiz 


Antique 


Iloilo 


Samar 


Misamis Or. 


Agusan Norte 


Lanao Sir 


So. Cotabato 


Davao (Norte) 


Palawan 


TOTAL 


FY 76 


P 1.0 


2.0 


1.0 


1.0 


3.5 


3.5 


1.0 


1.0 


* 

* 

1.0 


* 

* 

* 

1.0 


* 

2.0 


* 

* 

2.5 


2.5 


1.0 


P 24.0 


(PmilliA) 

FY 77 

P 1.0 

2.0 


1.5 


1.5 


4.0 


4.0 


1.0 


2.0 


* 

1.0 


1.0 


* 

1.0 


1.0 


l,,0 

* 

2.5 


* 

1.0 


3.0 


3.0 


1.5 


P 33.5 


'-14 -


FY 78 TOTAL
 

P 1.5 P 3.0
 

2.5 6.0
 

1.5 4.0
 

1.5 4.0
 

4.5 12.0
 

4.5 12.0
 

1.5 4.0
 

2.0 5.0
 

1.0 1.0
 

1.0 2.0
 

1.0 3.0
 

1.0 1.0 

100 2.0 

1.0 2.0
 

2.0 4.0
 

1.0 1.0
 

2.5 7.0
 

1.0 1.0 

1.0 2.0
 

3.5 9.0
 

3.5 9.0
 

1.5 4.0
 

P 42.5 P 100.0
 



Ii 

PDAP - Provincial Development',Assistance Project 

DLGCD - Department of Local Gkernment and Community Development 

NEDA - National'Economic Development Authority 

PEO - Provincial Engineering Office 

ADPD - Assistance Director Provincial Development 

G 0 P Government of the Philippines 

PD -. Provincial Development Staff 

Capital Improvemeni, Program - a comprehensive five year listing of 

major public improvement projects in a proposed priority, 

ti e and funding frame.
 

.Provincial Road Network Development Plan.- a comprehensive inventory
 

of existing roads of all classes and projections of
 

road requirements for the future, construction schedules, 

funding, and supporting geological, geographical and 

Isocio-economic data.
 

Agriculture Section Inventory and Profile - a description of the 

magnitude, pature, and supporting resources of the 

agricultural sector. 

Special Infrastructure Project - a project under an agreed reimburse

ment to participating provinces for approved infrastruc

ture projects completed according to agreed plans and 

specifications. 
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Philippines RuraltlRoads Issues
 

1. The objectives of the proposed project loan need to be set forth
 
in detail. As stated in thg IRR, they are to build feeder roads, not
 
provincial institutional development or increased agricultural production.
 
There is no basi..by.which_this project might be evaluated, other than
 

6.m'anykilonietrpQ...xrgdand linear meters-,of-I*idgdbiilt '--..- -


The project is Zresented as a general rural development activity, but
 

lacks sufficient-inf~iiation and'data about its real'impact'on the agri
cultural sector, which should be one of its primary objectives. The IRR
 
is phrased too much in terms of PDAP/Public Administration concerns and
 
not enough'in"terms.of 'what and how this project will actually help
 
incras"e agricultural production and improve small farmer income.
 

2. There should be an interlinkage with irrigation systems and development.
 
The CAP needs to include evidence that agricultural agencies at the national
 
level and their representation in the field are synchronized to these
 
agriculture development plans prepared in the provinces (i.e. National
 
Agricultural Program, not simply provincial agricultural aspirations should
 
be a factor in selection of road sites). There is also a need to 
assess
 
stated priorities as to what constitutes a major agricultural province.
 

3. The tentative selection criteria in the IRR do not mention any aspect
 
of the land reform problem. Should not land tenure arrangements be included
 
as a snlicant selection criterion?
 

The basis for the tentative allocation of funds in the IRR (Attachment No. 2)

is presumed technical-administrative capability-not need. Secondly the PDAP 
pro-inc+s-re probably<the'more economically developed ones in the Philippines.
 
Unless the selection criteria are more precisely stated, there is no basis
 
t6-fiowhow-this loan matches with the AID Congressional mandate for increased
 
social-equity. 
 " ....
 

4. Who is currently building, feeder roads? IRR describes Provincial Govern
ment role currently as maintenance. Are they building roads or is national
 
government? Will this program be in addition to existing program or will
 
it replace it? It can be questioned if this loan is a substitute for the
 
GOP's own provincial road budget. The size of any current program should be
 
detailed, and how this project can directly benefit the extension of feeder
 
roads development or improve an existing program carefully explained.
 

5. Why use a catch all term of "rural roads" if we are really talking about
 
barrio roads i.e. non-national, provincial, or municipal roads - and if so
 
should any segments of such "high class roads" be excluded?
 

The IRR gives a range of costs per kilometer of road and per linear meter
 
of bridges which suggests different types of roads. Types of roads and
 
where they might be located (provincially and topographically) should be
 
specified so a reasonable judgement as to estimated cost can be made.
 

6. In the early 60's the Philippines had a reasonably successful self
 
help road program wherein rural people provided labor. The lacking element
 
was consistent access to heavy equipment for segments of the work and technical
 

http:basi..by
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assistance from Public Works. Since the:3e problems are now "solved"
 
(sic) why not involve people who will u46 these roads?
 

7. The IRR states that the DLGCD will have the responsibility to contract
 
with local A & E firms to monitol road construction and certify satisfactory
 
completion. While therg arp compe.ent A & E firms in the Philippines, there
 
is a need to specify A & E capabilities as it relates to their ability to
 
take on the workload. The relationship of the DLGCD to the A & E firms
 
should also be detailed, i.e., how will DLGCD monitor the monitors?
 

8. What are the goals, purposes, inputs and outputs? If their are any
 
substantial "development administration" purposes or innovations they might
 
as well be highlighted. Also, estimates of transport cost reduction,
 
agricultural changes, social changes, etc. should be included.
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