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I. INTRODUCTION AND SCOPE
 

The Agency for 1,ternational Development 
(AID) and the
 

Government of the Philippines (GOP),acting through the
 

GOP's National Economic and Development Authority (NEDA),
 

signed Loan Agreement No. 492-T-041 on April 
28, 1976 for
 

$10 million. The purpose of this loan was to assist the
 

GOP, through its Bicol Secondary and Feeder Roads project,
 

in linking both existing and potential areas 
of high
 

agricultural production to market/population 
centers
 

the Bicol River Basin, with an
 within the area known as 


economical secondary and feeder road system.
 

The implementing GOP Agency is the Ministry 
of Public
 

Both the MPH and the Bicol River Basin
 Highways (MPH). 

Council (BRBC) jointly organized the Project 

Management
 

Office (PMO),with delegated authority from the MPH 
to
 

administer, contract and manage the project 
located in
 

the provinces of Camarines Sur and Albay.
 

to increase
 
The primary objectives of the project 

are 


agricultural production, induce employment, 
and contribute
 

to the goal of increasing self-sustaining 
income for the
 

To accomplish these objectives, the project
rural poor. 

will provide for (a) the rehabilitation, 

construction or
 

improvement of 200 kilometers (kms) of secondary roads,
 

254 kms of feeder roads and approximately 
1,100 linear
 

and (b) off-shore procurement of road
 meters of bridges; 

maintenance equipment and training in maintenance 

management
 

of roads and bridges.
 

The estimated number of beneficiaries 
of this project was
 

70,000 families. In 1974, 80 per cent of these families were
 



living below the poverty threshold level of $187 per
-

capita.
 

AID loan funds of $6,850,000 will pay for local construction
and engineering costs 
(14 subprojects consisting of 25
sections of roads and bridges) based on the Fixed Amount

Reimbursement (FAR) procedures agreed upon between AID
and the COP (Exhibit A). 
 Conditions for AID reimbursement
 
are:
 

(a) Payment of up to 15 per cent of total project

construction costs after completion of work

evidenced by a certification of final aceptance,

and after acceptance by AID that plans and specific
ations were complied with;
 

(b) Payment of up to 50 per cent of total engineering

services costs after completion of plans, estimates,

specifications, cost estimates, etc., 
and after
 
AID approval of these documents; and
 

(c) Payment of up to 50 per cent of A&E construction
 
monitoring services costs after completion of all
 
crnwtruction subprojects.
 

Offshore procurement for the remainder of the loan proceeds
in the amount of $3,150,000 will provide maintenance equipment and a maintenance training contract (Roy Jorgensen

Associates, Inc.). 
 These procurements will assist the
Provincial Engineer's Offices to acquire the necessary
capability to maintain all provincial roads, including new
roads, to be constructed under this project.
 

Status of loan funds as 
of Aay 31, 1979, was:
 

(000's)
 

Obligations Disbursed 1/ Pipeline
 

Commodities 
 $ 47 $ 5 $ 
 42

Construction Contracts
 

(FAR) 
 6,850 537 
 6,313
U.S. Consultant Contract 
 191 
 99 
 92
Total Committed 
 $ 7,088 $ 
 641 $ 6,447
Uncommitted 
 2,912 
 _ 2.912
Total Loan 
 109000 $ 
 641 $ 9.359
./USAID disbursed local currency equivalent under AID/W issued
 
Direct Reimbursement Authorizations.
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The primary purpose of our audit was to determine whether
 
AID loan funds were being effectively utilized and managed
 
in accordance with Agency policies and regulations.
 

Our audit concentrated on USAID management of the project,

with particular emphasis on physical implementation and
 
utilization of loan proceeds. We reviewed loan and
 
project documentation and interviewed USAID and host govern
ment personnel. We visited the Project Management Office
 
located at Naga City, Camarines Sur, and also observed
 
project activities at 11 road construction sites.
 

The audit covered financial transactions from the date of
 
loan approval in April 28, 1976 through May 31, 1979 and
 
project accomplishments through March 31, 1979.
 

This was the initial audit of AID Loan No. 492-T-041.
 

The report findings have been discussed with Mission officials
 
and their comments were considered and included in the
 
report, as appropriate.
 

II. RESULTS OF AUDIT
 

A. Project Implementation
 

As of March 31, 1979, project accowplishments were
 
approximately 30 per cent behind scheduled targets as
 
shown by MPH progress status report.
 

The Project Management Office (PMO) estimated in the
 
Progress Narrative Report (as of March 31, 1979), the
 
project was 24.53 per cent completed as compared with
 
the goal of 35.97 per cent. The completion rate represents
 
only 68 per cent of expected accomplishments.
 

We found that there were many reasons for delays that can
 
be traced from the start of the project to the present
 
time.
 

At the beginning of the project many delays in implement
ation were experienced due to:
 

(a) the failure of the GOP Budget Commission to
 
approve PMO staffing and MPH's subsequent failure
 
to release funds to the PMO for personnel and
 
operating costs in a timely manner;
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(b) the changeover of the COP from a fiscal
 
year basis to a calendar year operation,
 
whereby unspent funds were returned to
 
the GOP Budget Commission, and
 

(c) bad weather (typhoons and floods) in the latter
 
half of 1978 which caused unworkable conditions.
 

More serious problems can be attributed to national
 
policies, budgetary procedures, and internal MPH
 
operational procedures. There was:
 

(a) insufficient delegation of authority to the
 
Project Director from the MPH, for contracts
 
between Vi and V2 million causing delays
 
up to 4 months for each contract;
 

(b) additional review and approval required by NEDA
 
for contracts costing V2 million or more prior
 
to recommending Presidential approval. The
 
President of the GOP must approve all contracts
 
valued at more than V 2 million. As a result,
 
start of construction was delayed up to one year
 
under some construction contracts because approval
 
was not received by the PMO prior to the beginning
 
of the Bicol dry season from January to May
 
(See Exhibit A).
 

(c) delayed receipt by the PMO of budgetary allotments
 
and cash disbursement ceilings (CDC). Funds were
 
released late in the dry season causing some
 
contractors to halt all work due to lack of
 
payment;
 

(d) reversion of unexpended budgetary allotments to
 
the National Treasury at the end of the calendar
 
year. (Unexpended amounts balances were influenced
 
because allotments were received during December)
 
and
 

(e) the unavailability of essential commodities due to
 
the shortages caused by GOP price controls (i.e.
 
diesel oil and portland cement.)
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We believe the project will not be completed by the April
 

1980 target date and at the present rate of accomplish-

Loan disbursements an additional year will be needed. 


ments will continue to be delayed because reimbursement
 

of costs to the GOP depends on completion of project
 
discussed on
construction using the FAR procedures as 


Page 2. Therefore extension of the loan terminal
 

disbursement (TTD) date past April 1981 will be necessary
 

if construction continues at the present completion rate.
 

We were informed 1y Mission representatives that a
 

joint GOP-U.S. 1979 evaluation of the Bicol project will
 

start shortly. The focus of the assessment will be on

going construction activities and training for road
 

maintenance management. The evaluators' review of the
 

effects of construction delays will also help to determine
 

the corrective actions needed to improve project progress
 

and to determine if the TTD should be extended. We
 

found that the Mission was aware of the problems affecting
 

project progress, and had offered the GOP advice on how
 

to achieve better project progress situation.
 

B. Maintenance Management Training Program
 

We found accomplishment under the training program was
 

sixty-three per cent as of March 31, 1979 and all U.S.
 

consultant services are expected to be completed by
 

December 1979, the end of the contract period.
 

On February 20, 1978, MPH entered into a consulting
 

contract in the amount of $190,000 with Roy Jorgensen
 

Associates, Inc. (Engineering Management and Training
 

Consultants). Work started as of June 5, 1978 for a
 

period of 18 months to assist the PMO in designing,
 

producing and implementing a road and bridge maintenance
 
In addition,
management system and training program. 


equipment requirements were reviewed by the Contractor
 

who also assisted the PMO in preparation of specifications
 
Due to slow project
to be used in advertising for bids. 


progress the estimated date for arrival in-country of the
 
to June 1980. The
equipment was revised from June 1979 


recipient organizations for these services were the
 

Provincial Engineering Offices of Camarines Sur and
 

Albay, and the City Engineering Offices of Iriga and
 

Naga.
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Based on the review of project equipment requirements,
 
the Consultant recommended that all equipment purchased
 

with loan funds (up to $3 million), should be of
 

medium size and suitable for local maintenance activities.
 

Draft Invitation for Bids (IFB) were prepared and were
 

being reviewed for approval. by the Mission.
 

At the time of our review U.S. owned excess property
 

were being considered for procurement in compliance
 

with the loan agreement. Section 6.10 of the loan
 

agreement requires that the MPH and BRBC "... will
 

utilize.., such reconditioned United States owned
 

Excess Property as may be feasible to and consistent
 

with the requirements of the project as may be available
 

within a reasonable period of time."
 

On May 15, 1979, the Mission submitted to AID/W on a
 

priority basis a listing of construction equipment to
 

be obtained from available excess property. The technical
 

panel of the PMO on 6/19/79 questioned the value of
 

procuring excess property that was not in operating
 

condition and that would take up to 6 months to rehabilitate.
 

The USAID representative informed us new procurement
 

contracts normally require delivery within 120-180 days
 

(depending on type of equipment). The PMO has agreed
 

that excess property listings from AID/W should continue
 

to be screened for suitable equipment.
 

Since both the host government and USAID were still
 

reviewing the availabilities and feasibility of using
 

U.S. owned excess property, we make no recommendation.
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___Ir_ A 
USAI D/PhilippineA 

Bicol Secondary and Feeder Roads Project 

Loan 492-T-041 
Status of Project Construction 

As of March 31, 1979 

Total Contract Schedule 

Subprolect No.Nafme of Section 
Roads (Kma) 
Bridge (Lms) Contractor 

Amount 
(000) 

Completion 
Date 

Percentage 
Completion Remarks 

Subproect No. I 

1. San Isidro --Libmanau Bridge 

Section, Contract I 
10.0 Kms 

120.3 Lms 
R.I. Umali 
Cant. Corp. P 13,560 4/79 827. About 2".behind schedule, Delay 

due to scarcity of fuel and 

breakdown of equipment. 

2. Lib~mnan-Ca'.usao Section, 
Contract 11 

9.3 Kusa 
23.2 Ls -do- 12,354 12/79 30% About 27. ahead of schedule. 

Subproject No. 2 

3. Danao-Pasacao Road n/a I/ 07. Not started. Contract awaiting 
final approval. 

Subprojlect No. 3 

4. CalsbangamLanguiring 
Section, Contract I 

Bridge 18.2 Kwns Kamagon Builders 
& Dev. Corp. 8,789 8/80 127. About 6%.ahead of schedule. 

5. anguiring Bridge-Tinambac 
Section, Contract 11 21.7 Kas -do- 15,965 9/80 0. Contractor requested suspensiou 

of effectivity of time due to 

state of disrepair of temporary 
bridge whiih were unsafe for 
heavry contrectioe equipment. 



Continuation 2 

Suboroject No./Name of Section 

6. Calabanga-Tinambac Road 
(Bridges Section) Contract I1 

Total 
Roads (Kms) 
bridge (!as) 

153.2 lAs 

Contractor 

A.L. Sarmiento 
Construction 

Contract 
Amo-n t 
(000) 

? 2,145 

Schedule 
Completion 
Date 

8/80 

Percentage 
Completion 

0% 

Remarks 

Main activities consisted of 
driving test piles. Non acqui
sition of road right-of-way of 
the approaches for detour 

atrucru:esa posed impending 
bottleneck in contruction & use 
of detour spans. 

Subvroject No. 4 

7. Minalabac-AAtipolo-Hubo 24.2 Lms Polytrade 
Construction Co. 12,148 8/80 13% Estimated 

schedule. 
to be 67.ahead of 

Subproject No. 5 

8. Pili-Mataoroc Road 21.7 Kus 
9.5 Kas 

A.B. Aguinaldo 
Construction Inc. 15,377 1/80 39% About 27. behind revised schedule, 

Subproiect No. 6 

9. Palestina-San Antonio-
Minalsbac Road n/a 

Project Works 
Contractors, Inc. 11 01 Contract amended 2/28/79 

Subproject No. 7 

10. Sto. Doingo-Dula-Ombao Road 26.1 Kma 
27.0 Imm 

V.P. gusebio 
Construction 11,888 3/80 32% About 9. ahead of schedule. 

Subproject No. 8 

It. Topaz-Pa5lRn-Sla Road 
2/ 0 aids still under evaluatton. 



Continuation 3 

Subproject No./Nae of Section 

Total 
Roads (Kas) 
Bridge (LAs) Contractor 

Contract 
Amount 
(000) 

Schedule 
Completion 

Date 
Fercentage 
Completion Remrks 

Subproject No. 9 

12. Habua-San Aguatin 
Contract VI-A 

Road 2.0 Kma M.D. Poronda 
Associates 

& 
f 1,995 8/79 0% Progress still insignificant. 

13. Nabua-San Agustin Road 2.5 [us G&G Coust. Co. 1,997 8/79 0% Progress still insignificant. 

14. Nabaa-San Agustin Road 5.7 [os J.M. Hernandez 
& Sons, Inc. 1,979 8/79 07. Progress still insignificant. 

Subproject No. 10 

15. Naea-Carolina Road 19.5 Kma 
58.2 Ems Balm Const. Co. 

Inc. 11,149 11/79 64% About 2% ahead of Schedule. 

Subpropect No. 11 

16. Nabua-Tandaay Section 

Contract I 23.7 [ma 
S.P. Dacer 
Const. Co. Inc. 16,705 2180 37% About 5. behind revised scheJule. 

17. Tandasy-San juan S*ction 
Contract 1l-A 

21.5 [=9 F.F. Cruz & 

Co. Lnc. 17,278 3/80 29% About 2% behind schedule. 

18. Tandasy-Sen Juan Section 

(Bridges) Contract II-B n/a 

F.F. Cruz & 
Co. Inc. 2/ 0% Negotiated contract returned 

to P1O for completion of other 

requirements. 

19. Libon-nugpo Section 
Contract III 

23.6 Ka 

141.0 Ies 

Dimaon (Mantla) 
Inc. 20,056 3/80 247. About 7% behind schedule. Delay 

due to lack of equipment and 
prnblem on right-of-vay acqui
sition. 



continuation 4 

Total Contract Schedule 
Roads (Yms) Amount Completion Percentage 

Subproject 	No./Name of Section Bridge (las) Contractor (000) Date Completion Rema rka 

20. 	 Nugpo-San Juan (Bato) 46.3 Uas F.F. Cruz & 

Section Contract IV 60.4 LA Co. Inc. P 21,516 6/80 0% Progress still insignificant. 

Subproject 	 No. 12 

21. 	 Iriga-Salvacion-Bato Road n/a 2/ 0% Not started. Contract still
 

in Manila awaiting final 
approval. 

Subproiact 	No. 13 

22. 	 Polangui-Lidorg Section 23.6 Kmns William Ty 
105.0 Lms Construction 14.435 1/80 37. About 15. behind schedule. Crane 

breakdown hampered work structure 

Limited fuel supply added to
 

slow progress of work.
 

23. 	 Buhi-Lidoang Section 20.1 Kls JFY Const. 
90.0 	Las Co., Inc. 10,647 1/80 23% About 6% ahead of schedule. 

Subproject 	go. 14
 

24. 	 Polangui-Nasini Section Betten Builders 

Contract V-A 22.2.Kas Const. Corp. 9.200 6/80 o7. Progress still insignificant. 

25. 	 Polsagui-Nasii Section Eastern Sicol 

(Bridges) Contract V-B 98.8 Las Conat. & Dow. 

Corp. ] 11/79 ". Progress still insignificant. 

TOTAL CCWTRACT COSTS 

HOTU: A. 	 Revised Project Perforancs Tracking (PPT) 
System-(Annx 8 of Loan Paper) established construction completion dates: 

i Subproject 2 and 6 - 2/80 

2/ Subproject 8. 11, and 12 - 1/80 



Contilnuaition 5 

10/80

NOTE:* B. Subproject No. 2 - revised after audit to 

9/80
Subproject No. 12 - revised after audit to 

6, 8 and 12 require 540 days of constructio- efter notice-

Subproject Nos. 

to proceed is received by contractor. 
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