
A.I.D. Loan No. 492-T- 041
 

CAPITAL ASSISTANCE LOAN AUTHORIZATION PO-APH3?Ais 

Provided from: Food and Nutrition
 

(Philippine3: Bicol River Basin Secondary
 
and Yeeder Roads Project 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
 
and Development Authority, of not to exceed Ten Million Dollars ($10,000,000),
 
in order to assist in linking both existing and potential areas of high
 
agricultural production to market/population centers, within the project
 
area of the Bicol River Basin with an economical secondary and feeder
 
road system to (a) increase agricultural production (b) induce
 
employment (c) increase comnercial complementarities and (d) promote
 
social development, all contributing to the goal of bringing about a
 
self-sustaining rise in income levels of the rural poor and increasing
 
their perceived quality of life. Proceeds of this loan will be used to
 
finance th_2 United States Dollar and certain local currency costs of
 
&oo.is . serviceas for the improvement and construction of secondary
and feeder roadi and bridges in the project area. The loan shall be
 
subject to the following terms and conditions:
 

A. Interest Rate and Terms of Repayment 

Borrower shall repay the loan to A.I.D. in United States Dollars
 
within forty (40) years from the date of first disbursement under
 
the loan, including a grace period of not to exceed ten (10) years.
 
The Borrower shall pay to A.I.D. in United States Dollars interest
 
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 on the outstanding disbursed balance of the
 
loan and on any due and unpaid interest accrued thereon.
 

B. Other Terms and Conditions 

1. Unless A.I.D. otherwise agrees in writing, 

-31- )."
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a. 	Goods aad services financed under the loan shall have their
 
source atid origin in the Philippines or in courntries in
cluded in A.I.D. Geographic Code 941.
 

b. 	The loan agreement shall provide that prior to the first
 
disbursement of loan proceeds, the Borrower shall submit,
 
or cause tc be submitted, the following in form and sub
stance satisfactory to A.I.D.:
 

(1) 	A copy of Executive Order 412 duly amended to include
 
the Provincial Government of Albay as a member of the
 
Bicol River Basin Council, and designating the geo
graphic areas of Albay Province within the Bicol River
 
Basin watershed as eligible for assistance under the
 
BRBC Program.
 

(2) 	A copy of the Philippine Government order establishing
 
a composite Project Management Office ("PMO"), with
 
authorities and responsibilities to enable the PMO to
 
effectively carry out assigned functions, including
 
necessary delegations of authority from the Department
 
of Public Highways ("DPH") (the implementing agency)
 
through the DPH regional office, and with the concur
rence of the Bicol River Basin Council ("BRBC") (the
 
coordinating agency) both represented within the PMO 
to (a) enter into contracts and (b) make financial 
payments for work accomplished. 

(3) A plan for the implementation of the project prepared
 
by the PMO on behalf of the DPH and BRBC including a
 
projection of funds available to finance the various
 
elements of the project.
 

(4) A plan for socio-economic and construction evaluation
 
of the project, the former by BRBC contract, the latter
 
involving periodic review of the project by an
 
evaluation team consisting of inter alia one repre
sentative of BRBC, NEDA, and A.I.D., and an under
taking by the Borrower that it will cause periodic
 
recommendations of the project evaluation team to be
 
implemented in a timely and effective manner.
 

(5) 	Written assurances from the Borrower that all roads
 
and bridges improved or constructed under this project
 
that are classified as Provincial Roads will be
 
eligible for annual maintenance funds as specified
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in Presidential Decrees 917 and 320 and that such funds
 
will be provided in accordance with such Presidential
 
Decrees.
 

(6) Written assurances from the Borrower that the Depart
ment of Public Highways will maintain roads and bridges
 
improved or constructed under this project within bound
aries of the chartered cities of Naga and Iriga and that
 
the required financial contribution shall be made by
 
the cities, respectively, for this maintenance.
 

c. 	The loan agreement shall contain the following special
 
covenants by the Borrower:
 

(1) The Borrower, through the Department of Agrarian Reform,
 
will, within twenty-four months from the signing of the
 
loan agreement, issue all Land Transfer Certificates and
 
secure written registered leasehold contracts for 80% of
 
farmers eligible in the Licol !asin under Republic
 
Act 3844, Presidential Decree 27 and subsequent im
plementing instructions (rice and corn land only).
 

(2) BRBC will assure that project evaluation procedures
 
in form and substance satisfactory to A.I.D. are
 
implemented.
 

(3) The Borrower will assure that sufficient funds are
 
made available to the PMO through the BFBC Special
 
Account fund to assure timely and orderly implementa
tion of the project.
 

(4) The Borrower shall assure that the provincial govern
ments of Albay and Camarines Sur introduce the neces
sary policy and management reforms to effectively
 
expand and operate their equipment pool operations
 
to adequately maintain all provincial classed roads.
 

(5) The Borrower shall assure that the provincial govern
ments of Albay and Camarines Sur as well as the char
tered city governments of Naga and Iriga allocate
 
adequate budgets to meet their respective shares of
 
annual road maintenance costs.
 

(6) The Borrower shall assure that the Board of Transpor
tation and local enforcement agencies regulate and
 
enforce established transport rates for conpercial
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vehicles in the Bicol River Basin area to enable
 
equitable benefits from road improvements to flow
 
to the rural poor and that vehicle maximum load re
gulations are enforced to reduce road deterioration
 
and 	minimize maintenance costs.
 

2. 	The loan agreement shall include such other terms and conditions
 
as A.I.D. may deem advisable.
 

l-rA 

Date 

CLEARANCES:D 
Asia/CCD:Frank Collins, Jr. Date 
Aiia/EAA:Vance L. Elliott v0T Date j 7 2 u 

Asia/DP:William Lefes '.ate II _/' 
GC/Asia:Herbert Morris -Date ; / 
SER/ENGR:Merten Vogel Date - -L-1 
PPC/DPRE:Arthur andleyDate 
SER/FM:Thomas R. Blacka Date 

Dat
AsiaAA:Arthur Z. 	 ____-__Z.Cr rJ.D______Date/ :
 
Asia/TD:T.C.Clark ________Date
 
GC :CGladson Date
 



V ___-

ACTION MEORAIDUi FOR THE AIIINISTRATOR DEC 3 1 7 

THUR: ES 

FROMI: AA/PPC, Philipg/I$rjt~pde 

SUBJECT: UiiQQJnes)icol Secondarya Feeder Roads Project 

Problem: 
 Because this proposed loan is $10.0 million, your signature

sried 
on the attached loan authorization.
 

Discussion: 
 The Government of the Philippines' (GOP) Four Year Development Plan for 1974-1j77 stresses the need for maximum feasible economir
growth, more equitable distribution of income and wealth, and promotion

of social development. Accordingly, the plan assigns first priority to
projects that are directly supportive of food production and distribution
efforts, and specifically identifies transportation as a vital link for
achievem.ient of established goals for rural development. 
The GOP approach
is fully compatible with A.I.D.'s development strategy in the Philippines
to promote the welfare of the rural poor and overcome problems associatedwith rural poverty through multi-project activities.
 

The Bicol River Basin Secondary and Feeder Roads Project has two interrelated components. 
 The first involves the rehabilitation and improvement of 200 kiloi:ieters (kms.) 
of secondary road, the construction of
251 kms. of tertiary roads (hereafter called feeder roads) and the
in--provcment of construction of 1,073 linear meters (1m.) of bridges.
This will be accomplished by fourteen separate subprojects implemented
by the GOP through local contracts ovur a three-year construction period.For its part u5!,er thiq component of the project, A.I.D. will provideabout $6.8 million in foreign exchange to cover approximately one-half
of the local currency costs (A&E, construction supervision and construction)
through a Special Letter of Credit (SLC). 
 The proceeds of the latter will
be drawn by the GOP through fixed amount reimburse-nent procedtres.
 

The second component of the Bicol Roads Project will provide maintenance

equipment in the amount of $3 million and U.S. consultant contracts
costing about $150,000, to strengthen the capability of the Camarines
Sur and Albay Provincial Engineers' Offices (PEO's) in road maintenance.
 

This project meets the criteria of Section 103 of the Foreign Assistance
Act (The Food and Nutrition Category) since itwill stimulate agricultural
production, induce employment and promote welfare of poor farmers. 
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As proposed, A.I.D. would provide a loan of $10 million whichIts 58 per
cent of the total project investment cost including foreign exchange 
for direct procurement of maintenance equipment and U.S. contract 
consultancy. The contri!bution of A.I.D. for local currency financing 
Is estimated at e6,850,000 (P52,125,OGO) w.hich Is 50 percent of the 
total estir,,ated AFE design, construction and construction supervision 
costs. 

An analysis of financial requirements and arrangements indicales 
that the GOP is prepared to provide all necessary funding including 
their ovn national grant contril,ution for local currency costs over 
the four-yoar project. A.I.D. fixed ariount reimbursement will be pro
vided for comnpleted subprojects or usable con,?onents up to 50 percent 
of estimated costs. (For profranviing purposes, the Special Letter(s) 
of Credit unc!.r the loan generates A.I.V. local currency for the pro
ject Lilt actual disbu-scmnts of peso funds by the national government 
representing .I.D.'S ,ontribution will be after the fact in ariounts 
not ncccssarily related to the project). Overall, the C.OP will furnd 
42 percent of total project costs and an estimated 50 percent or no)re 
of the total local currency costs. A critical condition of the loan 
is assurarnces that annual road maintenatice will ue funded and, in fact, 
carried out. (Sue pages 55 to 66 of the PP). 

(D) Social SourIness
 
The social aral-isis indicates that the roads can contribute to the
 
equita le distribution of income and the future stream of other
 
economic and social imenefits. Tihe rural poor m.ajority stand to
 
.receivc 	 an equitable share of the [-enefits. This will require con
tinued enforce, nt of transportation tariff rates v,;hich can reasonably
 
be expected to be porforried, but this in turn isdirectly related to
 
iriprved and ,ell ,ointaitwd roads. Foad construction %ill provide
 
significant emplor. nt during te construction phase ('1,O00 man
years) and help induce additional employment opportunities during
 
the 15-year economic life of the project. Improved roads should
 
accelerate the trend in increased mobility and opportunities for
 
women, as much or even more than men. The proposed evaluation plan 
focuses on the measurement of benefits to the different income levels
 
and addroses t!:e key institutional dcveloDcnt aspect of provincial
 
road maintenance. (See pages 67 of the PP).
 

Two areas of special concern were highlighted during the final
 
stages of project preparation and review. The first of these relates
 
to assurances that the MOP's land reform program in the project area
 

.would De effectively implemented in conjunction with tie project. 
The objective Is to insure that benefits from the increased production
 



within the project area would accrue to the existing tenant farmers.
 
Correspondingly, the Borro;er has agreed that the loan agreement will
 
Include a covenant to the effect that land transfer certificates or
 
registered leasehold contracts will be issued for over 80 percent of
 
the tenant farmers within 24 months of the signing of the loan agree
ment. (See authorization paragraph c(l).
 

The second area of concern relates to assurances that a program be
 
effected for both reevaluation of land within the benefited areas
 
and initiation of a related program of improved tax collection in
 
the two benefited provinces. e.g., Albay and Camerines Sur. Over
 
the long run this program is expected to enhance the capability of
 
these provinces to undertake development programs with their own
 
resources and assure budget availabilities for the maintenance thereof.
 

The land valuation and tax improvement program is under discussion
 
between USAID and the GOP and will be finalized during the loan
 
agreement negotiations. Similar programs have been undertaken in
 
other provinces under the A.I.D. assisted Provincial Development
 
Assistance Program.
 

The loan has been reviewed and cleared by all A.I.D. offices concerned
 
and has the concurrence of the Interagency Development Loan Committee.
 
The loan was included in the FY 1976 Congressional Presentation on
 
page 58. 

Recommendation: That you sign the attached loan authorizatii 

Clearances: 
GC:CLGladson Date 
PPC/RB:GCauvin Date
 
AA/LEG:DWeill Date
 
AA/ASIA:AZGardiner, Jr. Date
 
ASIA/CCD:FCollins, Jr. Draft) Date 12/29/75
 
ASIA/CCD/EA:ARLove 11vateI
 
ASIA/EAA:VLE11iott Date
 
ASIA/TD:JFotl -f---Date
12/29/75
 
ASIA/CCD:JRRcCabe Date
 
PPC/DPRE/PR:JShannon Date
 
ASIA/EAA/P:LKnutson Date
 
ASIA/DP:ARoan Date
 
GC/AS IA: H1orrIs Date
 

Attachments:
 
Tab A - Loan Authorization
 
Tab B - Project Paper (AID-DLC/P-2136)
 

Drafted by:ASIA/CCD/EA:01i JI/29/75
 




