Vashingtori, D.C. 20523

Capital Assistancé Paper

Proposal and Recommendations | A o
For the Review of the B
Development Loan Committee

PHILIPPINES - Third Consulting Services Loan

PG~ 250 - ER

AID-DLC/P-2141




UNCLASSIFIED
AID-DLC/P-2141
December 22, 1975

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Philippines - Third Consulting Services Loan

Attached for your review are the recommendations for authorization of
a loan to tha Gov::rnment of the Republic of the Philippisies in an
amount not to evceed Two Million Dollars ($2,000,000) to assist in
financing the foreign exchange costs of service, equipment and
materials necessary for the performance of economic and technical pre-
feasibility and feasibility studies, sectoral studies, market studies
and other capital project related activities in the Philippines.

No meeting is scheduled for this proposal. However, please advise

us of your concurrence or objection as early as possible, but in no
event later than lose of business on Monday, December 29, 1975. If

you are a voting member a poll sheet has been enclosed for your response.

Development Loan Committee
Office of Development Program Review

Attachments:
Summary & Recommendations
Project Analysis
Annexes A-H



EE;LIPPINES: Third Consulting Services Loan

Table of Contents

2art I Page No,
Facesheet "1
Summary and Recommendations 2

Part II - Project Background and Detailed Description

A. Background 5
B. History of Prior Loans 6
C. Description of the Activity - Use of Loan Proceeds 7

Part III - Project Analyses

Prospective Studies and Other Activities to be Financed 8

A,
B. Cost Estimates/Financial Plan 10
C. Environmental Considerations 11
D. Income Distribution, Employment Considerations and

the Role of Women 1),
E. Social Analyses/Benefit Considerations 11
F. Setting 4 12
G. Target Beneficiaries/Project Selection 15

Part IV - Implementation Arrangements

A. Analysis of the Executing Agency and AID Administrative

Arrangements 18
1, Borrower and Executing Agency . 18
2. AID 20
B. Implementation Schedule 21
C. Evaluation 21

D. Conditions, Covenants, and Negotiating Status 21



A.

B.

C.

LIST OF ANNEXES

Feasibility Studies Financed Under Previous Loans (A.I.D. Loans
492-H-023 and 492-H-030)

AID/W Cable re PRP for Feasibility (Consulting Services) Loan
GOP Letter of Application

FAA Section 611(e) Determination

Logical Framework Matric

Checklist of Statutory Criteria

Draft Loan Authorization

Economics



PART 1

T N BT ‘r?AmAcnou CONE. ‘ -
ANTMLS 1O 1M TPNATIOMAL DEVELOPMENT m ACTROP™IATE BOY, PP
FROJIICT PAPZR FACESHEET Or1GinaL Cwarar e
[
TO CF "OMPLETED DY ORIGINATING OFFICE [ Jaoo (] oecere 5

T 3T TR REVT SO NOMER

T COUNG i {7REG 1 OHAL ENTTTY/GRANTEE
Philippines, GOP, NELA

. TPROUECT MOIBER 5. BUREAU __|h. ESTIMATED FY OF PRNJECT COMPLETION
A, syYnaoL [a.cont ,
ASIA | 2 ey 1719
. («PROJECT TIVLE = HHORT (STAY WITHIN BRACKLTS) B, tSTIMATCD FY OF AU'HORIZATION/CBLIGATION
{:Third Consulting Services Loan j A. INITIAL ',12 l75f 8. FiNeL 7Yf2l 7B

9. SF.CONDARY TECHNJCAL CODES (MaX!puM SIX CODES OF THREE FOR|TIONS EACH)

J | | i

10, ESTIMATED TOTAL CQOST ($000 o EeanvALEnT, $1% - )

A. PRUGRA'C FINANCIMS FLR3)YEAR .| ALL JEAS
. He £X 1 €. v/fc | o, voiaL | _E, Fx [ _ro /e | e, toraL
AID Ar-:-pr“qu.ii)_ﬂr_y__l;__ 400 400 2.000 2,000

(\ ' N| ; . ( ,‘ f . ) ( . ) ( ) ( ) ( )_
o) £ 400 ) jf } 1€ 400 )10 2,000 )¢ J{ 2,000 )
NULLE (S —_— ! .

Les. 2. i . . ) e E

e TN e Jso0 g0 Lo 12,000 2,000 _
CY B DONC %a h

B e . . — e _1L. e —— - . :

WS 00 | a00 a0l 2,000 1 4000

Il, ESTIMATED COSTS/A PPROPRIATEP_EUNDS ($000)

A A%E'aBT,”".T.\"T,r, | MARY _____[j__ILﬁ_ FY Z1Z )
PROVATIC [ noaRg CHe
AU A ~“‘>ﬂ T COnE D, GRAN .C._LOA[}L.._En-.GBAerﬁ._LQm__-.HL_GBAbLL_L.._LQAn___J._.g:;ﬁ? :;m_
L L i 400 | 60Q 1,000 2,000
G | - L
* i i
—— PR [ Y . ’1
- TOTALS 400 600 1,000 |
L. ESTIMATLD EXPEND|TURES | [ 400 | ___ 1800

t. PROJZCT PURPASE(3) (STAY WITHIN BRACKETS} [[j fHerk 1F OiFFERENT raom PID/ETE

f

! To finance priority prefeasibility, feasibility, sectoral, market and
consulting services including engineering services directly related
to development projects primarily in rural areas.

: Y
| BEST AVAILABLE COP _

\1, WERE CHAISES MADE [N THE PID/FRP FACESHEFT DATA NOT INCLUDED ABOVE?
- ANT/OR PAP FACESHRET,

IF YES, ATTACH CHANGED PID

No PID faces}?iezt was submitted DYE" ) [:_]r:a v — -
_ '/ 15, _QRIGINATING OFI'ICE_CLEARANCE 16. DATE Receiven 1n AIDAV,
B IGNATURE ocr For AID/W DncumenTs,
Frank C 171/5 / // "/ - Date of DiarriButinN
TITLE &gi/c - DATE S.IGNED
Director, Office apital & Commercial Dev, ;‘é lo(‘;l; I"' [ "9 8?77' %’r;

ATD 1370-4  (5-75)



Philippines - Third Consulting Services Loan

I. Summary and Recommendations

A. Project Paper Facesheet

B. Bgcommendations

1. Loan and terms

A loan is requested to finance the foreign exchange costs of
the Third Consulting Services loan as described below.

Amount: $2.0 million
Maturity: Forty (40) years including a ten (10) year grace period

Interest: Two percent per annum during the grace period and three
percent per annum thereafter.

Currency: Interest and principal repayable in U.S. dollars.

II. Borrower and Executing Agency

The borrower is the Republic of the Philippines. The executing
agency for the overall loan is the National Economic and Development
Authority (NEDA) of the GOP. Implementation of individual studies and/or
consulting services contracts will be undertaken in conjunction with the
individual berefiting agencies, government corporations, autonomous
planning bodies (Bicol River Basin Council) etc.

III. GOP Contribution

The GOP will finance all local currency costs of studies and
consulting services contracts financed under the loan. A firm budget for

these requirements has not yet been determined; but the peso costs are
estimated at P14.0 million ($2.0 U.S. equivalent).

C. Description of the Project

The proceeds of the loan will be used to finance the foreign
exchange costs of prefeasibility and feasibility studies, sectoral studies.
market studies and consulting services, including engineering services
directly related to the preparation and implementation of development projects
in the Philippines. The consulting assistance financed under the loan will
assist the GOP to achieve more effective management of its limited economic
resources. Activities financed under the loan will be developed in
conjunction with the GOP's 4 year Economic Development Plan (1974-1977).
The primary emphasis of services financed under this loan will be directed
to projects focused on agricultural and rural development where prospects
exist for directly or indirectly benefiting the rural poor. At least 50%
of the loan will be utilized for activities in the area of Food and
Nutrition consistent with the provision of section 103 of the FAA,



Overall responsibility for the execution of the project will rest
with the National Economic and Development Authority (NEDA). NEDA (or
its predecessor agency the National Economic Council, NEC) has been the
executing agency for two prior feasibility loans (Loan 492-H-023 authorized
June 21, 1967 and Loan 492-H-030 authorized May 18, 1973). NEDA is
considered to be an effective and experienced orpanization for the purposes
of implementing this loan and is fullv familiar with AID's procedures
related to consulting assistance.

Implementation responsibility for individual feasibility studies
will, of course, rest with the individual government agenciles, corporations, .
planning bodies etc. Competence in developing and implementing studies
within individual agencies varies depending on their prior experience in
utilizing foreign consultants., Developing improved institutional
competence in utilizing foreign consulting services is one of the projected
benefits of the proposed loan. Selection and implementation of the
consulting services contracts will also be keyed to efforts by the GOP and
USAID to insure that reasonable prospects exist for follow-on financing
of capital projects developed by eligible feasibility studies and follow-on
specific feasibility studies developed by planning studies financed under
the loan. Experience with follow-on financing of activities funded under
the prior two AID feasibility loans has been excellent. (See Annex A

The end of project status would, therefore, include the following
conditions:

1. Completion of an indeterminate number of planning studies,
feasibility studies, engineering design activities and individual

specific consulting assistance efforts,

2. Existance of firm GOP plans and budgets for implementation
of plans or projects developed by loan financed studies and

3. AID, GOP, and/or other donor commitments for the financing of
studies and projects developed under this loan.

D. Summary Findings

The project committee concludes that the loan proposed by this
Project Paper is justified and warrants approval. The proposed activity
is consistent with AID's overall strategy in the Philippines and with
AID's overall cbjectives. Adequate institutional capability exists to -
insure effective and timely implementation of the proposed loan, The
illustrative list of projects currently under consideration for financing is
based on sufficient existing or ongoilng analysis to insure that a major
portion will warrant implementation. The illustrative list also indicates
a primary focus of the proposed studies and area of emphasis is generally
consistent both with the GOP's overall planning goals within its four year
plan and AID's existing congressional mandate.



Other sources of financing for the proposed studies do not

appear available at this time and all statutory requirements have baen
met (See Annex F),

Authorization of the loan 1is correspondingly recommended on
terms and corditions set forth in the Draft Loan Authorization (See Annex G).

E. Pivject Issues

Issues relating to both the adequacy of the potential project
list and the impact :: intended beneficiaries were highlighted at the
Asla Bureau review and approval of the project paper. Resulting revisions
to the text of the paper are now considered adequate to address these concerns,

No additional issues are presented by the loan proposal,

USAID PROJECT COMMITTEE

Loan Officer and Chairman Thomas E, Johnson, USAID/CD
Engineering Richard M. Dangler, USAID/CD
Program Willy D. Baum, USAID/PO

AID/W PROJECT COMMITTEE

Chairman Alexander R, Love, ASIA/CCD
Loan Officer Elmer Lee, ASIA/CCD
Engineer John Neave, SER/ENGR

Lawyer Peter Bloom, GC/ASIA

Desk Vance Elliott, ASIA/EAA/P



Part II - Prbject Background and Detailed Description

Background

The basic justification for the proposed loan derives from the
improved development performance of the Philippines in recent years,
Annex I highlights recent economic performance and the GOP's target
plans for a continued growth rate of GNP of 7% . Improved economic
performance by the GOP since the formation of the consultative group in
1970 has been encouraging. The increased availabilities of external
capital has marked both the GOP's improved ability to utilize increased
aild levels and the donors increased recognition of this fact.

As the GOP pushes for higher sustained growth rates, the need for
accelerated project development and planning studies has continued to
be acute. Professional services of a qualified and experienced nature
do not yet exist in the Philirpines to fully meet planning and study
needs. The proposed loan, by definition, focuses on meeting a portion
of the requirement.

In addition to the increased need for general project development
assistance to support overall growth, the GOP and AID agree on the need
to focus an increasing portion of the GOP's development efforts on
programs oriented to the needs of the rural poor. As further discussed
in Part III of this Project Paper, the Philippines continues to be a
classical LDC "dual" economy with the high growth - high return "modern"
sector receilving a disproportionate amount of financing and attention
in the past.

AID's bilateral program in the Philippines has, since the middle
1960's, been attempting to expand the GOP's efforts to focus increasingly
on programs orlented to a gradval transformation of the "traditional"
sector with its eventual integration into the modern economy.

AID has partially relied on the use of two feasibility study loans,
$2.0 million in 1967 and $2.0 million in 1973, as a tool to shape the
GOP's programs and concurrently develop specific activities that would
result in development programs suitable for AID participation. The
rapidly maturing Rural Electrification and Provincial Water Programs
owe their successes, to a great extent, to the effective use of prior
feasibility study loans by USAID and the GOP,

It is the success of the earlier loans, plus the continuing overall
demand for project and planning assistance that resulted in the GOP
request and AID concurrence as to the priority of a third loan in this
area.

In the context of AID's own priorities, this third loan provides
an opportunity to further focus the development efforts of the GOP
planning and implementing bodies toward areas more consistent with AID's
new mandates than many competing projects developed by the GOP in con-
Junction with other donors.



These loars are also by their nature a good example of colaborative
development between AID and the GOP,

It is in context of this background that the third loan is strongly
recommended.

History of Prior Loans

In September 1967, A.I.D. and the GOP signed their first Feaaibility
Studies Loan (No. 492-H-023) for $2 million.l/ Annex A to this paper
contains a list of the studies financed under that loan and a statement
of the status and/or disposition of those stulies. Generally speaking
the utilization rate of the first loan was decidedly slower than desirable.
Delays were experienced at every stage from selection of studies to ne-
gotiating contracts, Nonetheless, the benefits derived and likely-to-be
derived from the studies financed should make an important contribution to
development activities in the Philippines. Of the eight studies under-
taken, two studies completed in the electric power sector (for a combined
cost of $398,038) have resulted in foreign loans amounting to $103.4 million
to finance projects in that sector. As a result of the pre-feasibility and
feasibility study of provincial water systems (combined cost of $424,000),
A.I.D. made a loan of $15 million to assist in financing both the development
of a needed institutional capacity and the rehabilitation and expansion of o
to five systems. The three studies conducted in the area of water resource
development give good promise of resulting in projects amounting to
$445 million.

A.I.D. made a Second Feasibility Studies Loan to the Philippines for
$2 million (Ne. 492-H-030) in June 1973. The status of studies financed
to date uncer that loan are also given in Annex A. Performance under Loan
492-H-030 has been entirely satisfactory and available funds will be
totally committed by the December 31, 1975 TDDA. Indications are, even
at this early date, benefits to be derived from the Second Feasibility
Studies Loan will be substantial in the areas effected.

A large portion of the second loan has been allocated to various
studies related to further expansion of the rapidly growing provincial
water program. There already are firm indications that IBRD and the ADB
will entertain major capital assistance requests for municipal water systems
developed by these studies. This early entry of IBRD and ADB into this
sector will provide capital for the larger secondary cities in the Philippines.
This in turn will allow AID to shift its focus to the needs of the smaller
municipalities thereby broadening the coverage of the program.

The major water resources study of Bicol ($596,000) has already
generated potential studies within Bicol in excess of the proposed third
loan. If the results of these follow-~on studies are favorable, the prospect
for project financing should be excellent.

1/ Subsequently reduces to $1,628,253,10 . ;



Description of the Activity

Use of Loan Proceeds

Proceeds of the proposed loan will be available to finance the
foreign exchange cost of such aetivities as pre-feasibility and
feasibility studies, market studies, planning and design studies,
engineering consulting services and other professional services and
related commodities and equipment as may be required for the prepar-
ation and implementation of economic development projects and. programs
as requested by NEDA and approved by A.I.D.

In accordance with present AID policy, studies eligible for AID
financing will be limited, unless otherwise agreed on a case-by-case
basis, to the three primary sectors of A.I.D. emphasis, i.e., Sections
103, 104 and 105 of the Foreign Assistance Act, with at least half
of the total loan being linked to food and nutrition. This A.I.D.
approval criteria is more fully described in Part III of this paper.
That the GOP 1s clearly supportive of A.I.D.'s general policy is seen
in its formal letter of application (Annex C) which states in part,
"In addition we are also intending to submit for USAID assistance
feasibility studies of a number of projects that are generally supportive
of rural development. We will however, put particular emphasis on
feasibility studies of projects that are directly related to food
production as well as distribution both of which have been accorded
topmost priority in the allocation of public investments." The
potential study list is in accord with this statement.

At present, it 1s contemplated that the loan proceeds will be
allocated totally to entities of the GOP, and used primarily for
activities in the public sector., However, use of loan funds by the
private sector is not precluded, and would be considered on a case-by-
case basis at the request of the NEDA, The terms and conditions of
making these loan funds available to the private sector would also be
subject to A.I.D.'s approval.

Services, and related commodities and equipment, having their
source and oiigin in countries included in A.I.D.'s Geograpliic Code 941
will be eligible for financirg under this loan.



Part 111 - Project Analyses

A. Prospective Studies and Other Activities to be Financed

The Second Feasibility Studies Loan was used to finance the
foreign exchange component of the services of a three man team (an
economist, an engineer and an urban regional planner ) to develop
"Scopes of Work" for twenty priority projects identified
by the GOP. These Scopes have been drafted and are under review by
the GOP. The GOP has indicated that it will ask that several of these
studies be firanced using the proposed A.I.D. Consulting Services Loan
Funds sometime in the very near future. In addition Feasibility Study
Loan II provided for a $596,000 contract with TAMS/TRANS ASIA for the
identification and reconnaissance investigation of flood control and
frrigation projects in the Bicol River Basin. Drawing on existing
data, TAMS has already identified potential project studies with a cost
of $2,050,000. Given the increasing GOP support to the Bicol River
Basin program, it is expected that a high priority will be given to
the proposed studies and subsequent financing of the related projects.
A listing of prospective "Scoped" projects and Bicol studies which
may fall within the selection critcria limits for A.I1.D. approval follows:

1. Feasibility studies for various components of the Bicol 2,050,000
Regional Development Plan as developed by the Bicol
River Basin Development Council working in conjunction
with Tippets, Abbot, McCarthy and Stratton (TAMS). TAMS
is undertaking the overall River Basin water management
studies in the Bicol area under a contract financed under
Feasibility Studies II.

(a) Drainage of Quinale River Basin. Improved drainage in 15,000 ha
of rice land south of Lake Bato, B month study, cost $100,000.

(b) Bicol Basin Groundwater Development. Exploratory groundwater
development program to provide supplemental irrigation sources
basinwide. Duration one year, cost $200,000.

(c) Watershed management study. Detailed study of Bicol Basin to
determine causes and potential corrective actions to prevent
continued excessive river sedimentation. Duration six months,
cost $75,000.

(d) Naga-Calabanga Pump Irrigation Project. Detailed feasibility
study of 13,000 ha irrigation, drainage and flood control project
in Delta area of Bicol River. Duration one year, cost $350,000.

(e) Pulantuna Dam & Reservoir. Second stage feasibility study -
including exploratory drilling for Pulantuna Dam multipurpose
project. Duration 18 months, cost $400,000.

(f) Lake Bato Regulator - Feasibility studies on existing 25aq
km lake as storage for supplemental irrigation project for
20,000 ha rice land. Duration 8 months , cost $100,000.

-n-



(g) Salinity Barrier - Further studies on Salinity Barrier at mouth
of Bicol river as follow on to preliminary study completed under
grant financing'by Army Corps/Engineers Consultant. Duration
10 months, cost $250,000.

(h) San Fernando - San Vicente Project - Flood control, drainage

and irrigation allow double cropping 13,000 ha rice land. Duration

8 months, cost $350,000.

(1) Bulti Lake Reservoir - Feasibility study om use existing
18 ha lake for dry scason storage and irrijation 800 ha
rice land. Cost $150,000.

(3) Flood Diversion Chanrels - Revised feasibility studies on
flood diversion channels at mouth of Bicol River. Existing
channels were constructed without adequate studies and are
believed to have detrimental impact on the complex ecology
of the Delta area. Final scopes are being prepared by TAMS.
Duration six months, cost $75,000.

Summary cost Bicel - $2,050,000

3.

An Tntegrated Nevelopment and Water Manapement Plan for the Canadaba
Swamp Area., Purpose of the study is to formulate an integrated
development land use plan for Canadaba with special emphasis on
agriculture, trausportation, fishing, agri-industrial development
and cormupitv scttlements. The plan will also include water manage-~
ment (flood control, irrigation, water supply, distribution, waste-
water control and solid waste disposal) and water utflization.
Nuration 12-15 months, $350,000,

An Tntegrated Pevelopment and Transportation Plan, Pampanga Delta
Project Area. Study will provide an inteprated area devcelopmant
plan, transportation (roads and highwavs) and port (including
fishinyg pert development) sectors., Duration 12-15 months, $350,000,

A studv to Determine Optimum Levels of Investment for Pehahilitation
of MNational Trrigation Systems., Studv will appraise the 115 national
irrication system networl distrihuted throughout ten operational
repicns. It will also include construction cost estimates for
rehabilitation and operational cost requirements for several of the
best systems. Duration 8 months, $130,000,

Vater Nesource Development -Fulu Piver Project. This study will
appraise thewater trrnsport system in the area and develop a water
management plan designed to provide for utilization of Bulu Kiver
flows for year round irriration to approximately 8,600 hectares of
land adjacent to the Penaranda River Irrigation System. Duration
12-15 months, $350,000,

-9-



6.

8.

An Integrated Developmert and Vater Managemant Plan for the
Bataan Province. Study will include land use and water resources
development. Duration 12-15 months. $350,000,

An Integrated Develqpment Plan (with emphasis on)small farmers for:

(a) lLeyte-Samar Region. Study will review the plans and programs
of each of 5 provinces in the region and the regional capital of
Tacloban. TPlan will ainm to develop the region's cooperative farming,
reforestation, water resource Management, agri-business, rural

electrification, human resource capabilties, Duration 1 year,
$22n,000,

(b) Bohol-Cebn-Negrés NOriental Region. Study will also review
plans and programs of these three principal islands. Plan
for these areas will include the development of a transpor-
tation system (including waterborne linkapes), water resources,
rural electrification, agri-business capabilities. Duration
1 year, $220,000.

(¢) (i) Provinces of Surigao Del Norte, Surigao Del Suz, (ii)
North Cotabato,.South Cotabato and (111) BukZdnon. These
studies will review the plans and programs of each province,
assess significant factors affecting the development for each
province, and formulate provincial plans to increase agricul:ural
productivity, develop cooperative farming, agri-business, small-
scale industrv, rural electrification, water resource management
and employment capabilties. Duration 6-9 months, $170,000
each. Subprojeet total Section 7, $1,080,000.

n Integrated Development Plan and Farm~to~Market Road Feasibility

Study for:

(a) 1Island Province of Palawvan and

(b) Panav-Nepros Occidental Region. The studies will formulate
plans for a well-developed network of roads and highways
which are hasic needs for the development of these agricultural
areas., Duration 6-% months, $170,000 each. Subproject total
Section 8, $340,000, :

The overall total of potential studies is 5.0 million. While

this substrntially exceeds the proposed amount of the loan, it should

be kept in mind that the proposed studies do not have final GOP or
AID approval. ‘

=10~



B. Cost Estimates/Financial Plan

The total foreign exchange cost of the proposed activity
is $2.0 million. The local currency cost 1s presently undetermined
but is likely to approximate P 14 million ($2.0). Preliminary
FX costs of potential studies are listed on the preceeding pages of
this project paper. Detailed cost estimates on all the potential
studies except Bicol have been made by NEDA and its consultants financed
under Feasibility Study Loan II.

Studies proposed for the Bicol have FX costs estimated at
$2,050,000 based on preliminary work undertaken to date by TAMS
under the Water Resources survey financed under Feasibility Study II,
Detailed scopes are not yet available for these activities and costs
are therefore approximate.

The local cost financing for the individual studies will be
provided either by NEDA or the individual agency benefitted. Operating
budgets of the benefitting agencys normally allow for the funding cf
studies of this type without specific budgeting action by the COP. No
difficulties have been encountered in prior loans that would highlight
the need for specific individual conditions or covenants for local
cost financing.

Given the above factors, the project loan 1is considered to
be based on satisfactory financial plans and costing,

-10a-



C. Environmental Considerations

In conformance with current A.1.D. policv as stated in
Manual Circular No. 1221.2, it will be required, where appropriate,
that all scopes of work and contracts negotiated for financing
under this lcan contain a provision calling for a thorough assessment
of the environmental and ecological impact of the project or other
activity to be: studied and recommendations as to whatever action
the consultant deems appropriate under the circumstances.

If environmental and/or ecological aspects are considered
marginal to the proposed activity, such assessment and recommendations
will not be required. In such cases, a statement will be prepared
and made a part of A.I.D.'s records of the loan, which justifies the
position taken.

D. Income Distribution, Employment Considerations and the Role of Viomen

In conformance with current A.I.D. policy (P.D. No. 48), it
will be required, where appropriate, that studies proposed for financing
hereunder will include an assessment of the employment generation and
income distribution aspects involved. Where indicated, and to the
extent necessary, such assessment may include, for example, a cost/
benefit comparison for carrying out the project by labor-intensive
methods vs. capital-intensive methods. Similarly, where appropriate,
the studies proposed for financing will include an assessment of the
project's potential for involving women in the development process
(P.D. No. 54).

E. Soclal Analyses/Benefits Considerations

Since most of the consulting services financed under the loan
will result in planning studies, feasibllity studies, and/or project
design activities, the project will not (in achievement of its purpose
objective) directly impact on the rural poor. The impact of specific
studies undertaken under this loan on the sector goal e.g. "Futher
the welfare of the people in the rural areas through more equitable
distribution o6f income", will be dependent on two key factors:

(a) Project selection and design keyed to a focus on activities
that will contribute to the goal objective and

(b) Subsequent financing of projects developed by the studies
financed under this loan.

The discussion within this section is focused on the first
of these factors e.g. project selection and design,

-11-



F. Setting

The Philippine economy, as other LDC's, has been characterized
as 2 "dual" economy with a rapidly growing modern sector concentrated
basicaily in the greater Manila area and to a lesser extent in secondary
urban areas such as Cebu, With the expeption of extractive industries
and certain agricultural activities such as sugar, growth within the
economy has centered in these areas. Investments to date have been
heavily concentrated in these areas benefitting only a relatively small
part of the Philippine population. Most Filipinos who are the long~term
target beneficiaries of the proposed loan are amor.,g the nation's poor
and reside in the rural areas and small municipalities,

It is within these araas that the poverty problem within the
Philippines is the greatest. 12 of the 15 million Filipinos who fall
within the lower 40% income bracket reside in the rural areas. The
geographical distribution of this population is set out in the table
on the following page extracted from the IBRD economic report and based
on the 1971 household statistics.

Given the heavily rural concentration of the population, the
largest additicns to the labor force will develop in the rural areas
where the largest percentage of the poor already exist, The Philippines
faces a difficult task in creating sufficient new job opportunities
for the rapidly increasing rural population. The GOP will either have
to create job opportunities within the rural areas or witness continued

the largest pool of unemployed in the urban areas. As indicated in the
4 year plan - 356,000 or 56% of the unemployed in 1971 were urban
unemployed. Failure to Create greater rural job opportunities therefore
will likely exacerbate this problem.

Unfortunately, agriculture, the largest rural and national
employer (1970-6.4 million) does not of itself offer a full solution
to this problem. The agricultural sector historically has been marked
by a progressive expansion of subsistence farming into underdeveloped
land areas thus both absorping population additions into agricultural
employment and providing increased food production. Sometime in the
1960"s the limits of land extension were reached in the future the
increased population will increasingly be surplus to the labor require-
ments of the farm sector.

IBRD estimates in their 1973 economic report indicate a new
labor force addition of 3.9 milliun people to the labor force through
the period cf 1970-1980. Only 1.0 million of these will be absorbed
into agriculture. 2.4 million will be absorbed by mining, manufacturing and



services and an estimated 300,000 will be added to the unemployed.

Population and Employment
1960, 1970 and 1980 a/

Number (millions) Average Annual Growth
1960 1970 1980 1960-70 1970-80
Population 27.6 37.2 50.0 3.0 3.0
Labor Force 9.9 12.9 16.8 2.7 2.7
Employment 9.3 11.9 15.5 2.5 2.5
Agriculture 5.7 6.4 7.1 1.2 1.0
Mining & Manufacturing 1.2 1.5 1.9 2.3 3.0
Services 2.4 4.0 9.5 5.1 4.8
Unemployed 0.6 1.0 1.3 5.0 2.7

Creating employment opportunities in the rural areas, both
agricultural and non-agricultural, 1s therefore a key objective of the
Philippine government. While creating new non-farm employment will
help the income distribution problem, agricultural improvement projects
which may result from studies undertaken under the loan are still a
high priority and will also contribute to increased incomes in the farm
sector itself - both with respect to farm incomes and agro industries.

While agricultural does not provide a sufficient scope for
new emplovment generation - it does provide the main opportunity for
increasing rural incomes. This is illustrative by the fact that while
agriculture will absorb directly only 25% of the new labor force, it
constituted in 1970 54% of the labor force and the major portion of
the population in the lower income brackets.

In order to achieve the income redistribution to aid employ-
ment generation within the rural areas as set forth in GOP plans, it
will also be necessary for the GUP to marshall an expanded program of
assistance to promote regional dispersal of industry and support to
small scale industries.

USAID and a variety of other donors has been working with
the GOP on this problem and the December 74 consultative group reviewed
a comprehensive overall analysis by the IBRD and the GOP on Industrial
Development Problems and Prospects, including coverage of regional
dispersal and support of small scale industries.

_13-



As noted in this report there are 332,000 workers in
industrial establishments with 20 or more workers. 156,000 of these
wvorkers are employed in the greater Manila area and another 100,000
in other parts of Luzon. Only 76,000 are located in the Vicayas
and Mindanao.

Significantly nearly one million workers or 71% of the
manufacturing labor force 1is engaged in establishments of under
5 persons, Statistics on this group are not tatally reliable, but
the IBRD estimates that there is reasonable regional distribution
of the small industry grouping.

These factors clearly indicate the substantial potential
for employment generation through promotion of small scale industries
in general and the desirability of geographical dispersion of larger
establishments which will create opportunities for small scale
manufactute geared to subcontracting and service of the larger
industries,

The proposed studies listed on the "potential" list for this
loan concentrate heavily on (1) Agriculture related developments and
(2) 1initial area development planning studies.

The first area of emphasis hold promise of raising the
Incomes of the 547% of the labor force still employed in agriculture.
The second emphasis on area development schemes is a first step
in developing lc:alized planning efforts that will help transfer
the national governments small scale industry and industrial dispersal
plans into meaningful action programs at the local level.

Within this admittedly broad focus, the general parameters

of the proposed loan and related studies appear sound in the context
of AID's current mandate. :
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G. Target Beneficiaries/Project Selection

Given the above setting, the agreement between USAID and the
GOP ie to utilize the proposed loan fnr activities that are expected to
contribute, through resulting projects, in partial alleviation of some
of the above problems of the rural poor. The urban poor, a large and
important segment of the poor and unemployed, are only a partial target
of the loan., Those urban poor concentrated in Manila and Cebu (the
largest portion) are unlikely to be directly affected., Those urban pnor
located in the secondary cities will be partially addressed in the cecntext
of planning and project studies focused on area development program
which make up a large portion of the potential project list,

The list of potential studies contained in Annex H of this
project paper are heavily oriented toward the areas where the largest
portion of the rural poor in the Philippines reside. For example,
$2.05 million of the potential 1list covers the Bicol area. 51.3X% of
the population in the Bicol area are in the lower 407 of families by
income nationwide. Bicol accounts for 10.3% of the nationwide total
in the lower 40% and the median family income in Bicol at P1814 ($240)
is one of the lowest in the country. Most of the low income porulation
in Bicol are engaged in rice farming.

A basgin social survey of the rural poor in Bicol showed they
ranked irrigation and flood control (the subject of most of the proposed
Bicol studies) as their first priority., Irrigation and flood control
ranked above land reform, off farm employment and education; which were
the next three priorities on the rural poor's "want'" 1list. In sum,
therefore, the Bicol studies focus on one of the highest priority areas
of concentraticn of the lower income Bicolanos and on their own indicated
priority needs.

The overall planning studies of Bicol undertaken to date by the
AID assisted Bicol Ri.er Basin Council confirm the high priority of
developing the water resources potential of the basin, Improved
agricultural production is the greatest development potential and the
largest single factor which will increase incomes of the poor within
the area.

Imputs from other AID assisted activities will expand the areas
of investment within the Bicol beyond water resources. Ongoing and
prospective projects include:

1. Specific Rural Electric Coops funded under AID RE I, II and III loans.

2. A basinwide 69 kv electric power transmission network and central
station geotherma]l generation - initiated by AID's TIWI .Geothermal and
Transmission Loan.

3. Improved Provincial Water Systems which are under study by the CDM

contract financed under Feasibility Study II and will be included in Provincial
Water II or III financed from FY-76 and 88 AID loans.

~15-



4, Road systems - covering secondary and feeder road are funded by
the rural road loan (FY-75) and the FY-76 $10.0 million Bicol Roads Loan.

5. Individual Small Scale Irrigation projects (BISA's) are included
in both Small Scale Irrigation I (FY-75) and Small Scale Irrigation II
(FY-77).

6. A concentrated irrigation, flood control the Libmanan/Cabusao was
financed in FY-75 (¢ 3.5 million).

7. The ongoing Bicol integrated area development grant project ($986,000)
provides general support to the River Basin Council in overall basin
planning and a wide range of individual studies. Annex A provides
a detailed rackup of the numerous studies underway or completed.

The above discussion of the Bicol area emphasis that the
proposed studies under this loan are keyed to a rapidly developing
broadly based are sophisticated plan for the Bicol area which has been
keyed since its inception to the rural poor in Bicol.

A large portion of the non-Bicol studies proposed are first
stage efforts to develop (for NEDA) preliminary integrated development
plans for other key areas in the Philippines. Surveys of the perceived
needs of the population in these areas has not yet been done; but the
concentration on water, farm income, health and education is consistent
with the perceived need of similar rural population within the Bicol.
We are hopeful that the first stage studies in these areas will subsequently
lead to more extensive dévelopment plans within these regions.

The geographical concentration of these additional studies also
impacts on a number of the low income areas, notable Cagayan Valley, NE
Mindanao, and the poorer sectiomsof Central Luzon,

The one major area neglected to date is the Bastern Visayas where
agricultural potential is limited. It is hoped that the GOP can be induced
to begin general studies of this area as a first step in addressing the
needs of this long neglected segment of the population. If this can be done
the proposed feasibility study loan would provide a mechanism for financing
such studies.
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PAPT 1V, Implementation Arrangements

A. Analysis of the Fxecuting Agency and ALD Administrative
Arrangements

(1) Borrower and Lxecuting Agency

The Borrvower of the proposed loan will be the Government of
the Philipplnes (GOP) and the National Economic and Development Authority
(NEDN) will have overall responsibility within the GOP for implementation
of this activity. The Agency or Department of the GOP having responsi-
bility in the particular areas of concern to be studied will act as the
cooperating agency, with NEDA, on the individual study or studies which
are approved for financing.,

As the legal authority established for the purpose of
developing and managing the overall 4 year Development Plan of the
Philippine Government, NEDA will have final review and approval authority
on behalf of the GOP for fndividual studies financed under this loan.

Under prior feasibility studies loans NEDA (or NEC) has
developed working arrangements with the implementing agencies for
preparation and submission of individual study requests. NEDA has
developed competent in-house talent to review specific proposals
including scopes of work. 1In some cases NEDA may participate in actual
contractor selection and study implementation.

In cases of the individual ‘'.eneficiary agencies, substantial
cxperience already exists in . 1ny cases to select, develop and administer
vontracts with U5, consultants. Projected key recepients of this loan
such as the National Irrigation Administration, the Bureau of Public
Works, the Bicol River Basin DeveXopment Council etc already have exten-
sive experience with AID and other donor financed contracts. By
Lt staundards these institutions are considered relatively sophisticated.

As a Pre-Condition to acceptance of a project under these
loan funds, NEDA will De required to submit, for review and approval
by ~.0.D,, the rationale for selection of studies and other professional
scrvices to be financed and a preliminary scope of work for such
services., Further, before approving the Contract for Services, the GOP
must provide, for A.I.D. review and approval, (1) a detailed scope of
work, (2) the criteria used in the selection of consultant, (3) a rank-
order of consultants selected, and (4) a draft of the negotiated contract
for performance of the services. A tentative operational plan has been
prepared and informally submitted, the essential provisions of which
are given in the following paragraphs.

NEDA will determine priorities for the use of loan proceeds
by identifying projects from national planning documents, sector aurveys,
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industry studies and reglonal development schemes. The sector of
economy into which the project falls will be of high priority in the
GOP's development plans. Project and other studies may be organized
and proposed by entities of the government, by other government
officials or by the private sector.

Priority Use of Funds

In determining priorities for use of loan funds, the
procedures outlined below will be followed:

- The entity proposing the study shall submit its application
to NEDA. -

- NEDA will ascertain the pertenence and relationship of the
proposed study to other existing needs and to the countryids
overall economic development plans.

- 1f approved by NEDA, the application will be transmitted
to A.T1.D. for review and approval.

- If approved by A.I.D , the application will be returned
to the proposing entity for appropriate action (preparation

and approval of work scope, and solicitation of proposals).

Selection of Consultants

The procedures for selection of A & E firms and other
consultants to provide the desired services shall be as follows:

- Prior to solicitation of proposals, NEDA and/or the
cooperating agency will advise A.I.D. (i) as to whether
prospective firms will be pre-qualified, and (ii) as to
evaluation criteria to be used in prequalifying firms
and/or ranking detailed proposals.,

- After receipt of proposals, the cooperating agency will
conduct the evaluation/selection process in accordance
with the pre-determined selection criteria and procedures
and transmit to NEDA the summary of its selection process
together with the list of consultants arranged in the order
of ranking, and a recommendation to negotiate with the top-
ranked consultant.

& NEDA will review the cooperating agency's evaluation
procedures and the results of the evaluation, and forward
same to A.I.D., with a recommendation and supporting
justification.

- If approved by A.I.D., the approval will be transmitted
through NEDA to the cooperating agency for implementation.

Upon selection and approval of the consultant, NEDA and

the cooperating agency will jointly negotiate a draft contract with
the consultant. The draft will be submitted for approval by A,I.D.
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Upon approval, NEDA will then secure whatever other GOP approvais
may be necessary and release the contract to the coopersiting agency
for implementation.

(2) AID

USAID/Manila will be the Agency's implementation unit
for the loan. Under existing delegation of authority USAID has the
responsibility for review and approval of scopes of work, contractor
selections, contract review and approval, IFB's, etc. Assistance
to USAID/Manila on these matters is provided by the Regional Legal
Advisor In Jakarta. This arrangemeut is utilized on all AID Philippine
loan projects and is working satisfactorily.

Unless otherwise agreed on a case-by-case basis, an
appraisal report will be prepared by USAID to determine how well the
proposed project "fits" the three primary sectors of A.I.D. empnasis
(Sections 103, 104 and 105 of the Foreign Assistance Act.) USAID
will be guided by the following in conducting an appraisal before
glving acceptanre of a project for funding under these loan funds by
making a rough determination of the following:

(1) affect upon employment generation

(2) affect upon food production

(3) affect upon health improvement

(4) affect upon education development

(5) role of women

(6) preliminary envbronmental assessment

(7) probable impact on poor majority income and standard
of living

(8) development potential for agribusiness enterprises
serving small farmers.

(9) development of small scale industry to achieve income
redistribution and promote regional development.
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(B) Implementation Schedule

Loan Authorized (AID/W) Decembar 1975

Loan Agreement Negotiated and January 1976
Signed (GOP/AID)

Conditions Precedent to openning March 1976 *
letters of commitment met (GOP/AID)

First Letter of Commitment April 1976
opened (GOP/AID)

TD for disbursement request July 1978

Terminal date for disbursements December 1978

(C) Evaluation

Success or failure in achieving the objectives of a Consulting
Services Loan cannot be fully measured until projects assisted by
studies financed under the loan are found acceptable for financing
by the host government and/or the international lending community.

The ultimate impact on the intended beneficiaries will not, of course,
be known until such projects are constructed and are operational for
a period of time. 1Inasmuch as the several studies to be carried out
under the proposed loan have not as yet been developed or selected

it is not possible to develop an elaborate evaluation plan for the
activity as a whole. The logical framework matrix included as Annex E
will however be utilized as an aild in the assessment and selection

of individual studies proposed for financing and to serve as a guide
for future overall activity evaluation. Individual studies proposed
for financing will be tested towards meeting the goal, purpose and
objectives of the loan prior to commitment of funding., Completed
studies will also be examined accordingly. However, the final test
will only come when and if the project studied is ultimately financed.

As an ongoing forum for Joint USAID/MEDA evaluation of GNP performance,
it is proposed that formal joint reviews be held at six-month intervals,
or more frequently if required. The purpose of these reviews is:

(a) to evaluate progress to date on implementation of the proposed loan,
including status of project selection, development and implementation.

{(b) review progress on part of GOP in following up on recommendations

of completed feasibility studies financed under this or prior AID
feasibility study loans
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(¢) review the requirements for assistance from outside consultants
to assist, if required, on development and scoping of proposed
new projects. .

(d) review the etfectiveness of NEDA in coordinating the utilization
of this loan with operating line agencies who are primary GOP
beneficiaries of loan.

(D) Conditions, Covenants, and Negotiating Status

Since this 1s the third as a series of Consulting Services Loans,
the basic conditions and covenants required for the proposed loan are
essentially those utilized in the prior loans. The shift in emphasis
on this loan to activities concentrated in AID's primary emphasis
categories (e.g. sections 103, 104 and 105 with 50% in section 103) has

already been agreed to by the GOP,.

There are, correspondingly, no new or unresolved conditions or
covenants to be negotiated with the GOP,
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Project Description

1. Mechanized Rice Production

2,

Study (Palawan)

Development of Water Re-
sources (1st phase of #3
below)

Magat River Multi-Purpose
Project (irrigation, hydro-
electric power, transmission
lines)

bevelopment of Rural Electri-
fication Service Coops

Power Grid Study
(Mindanao)

Annex A

Page 1of __ 4

PHILIPPINES: FEASIBILITY STUDIES LOAN (NO. 492-H-023)

Cousultant

American Factors

Associates, Ltd.
U.S. Bureau of

Reclamation

U.S. BuRec

National Rural
Electric Cooper-
atives Assn,

Middle West
Service Co.

Date of
Amount Contract

$135,269  2/12/68

130,000  6/10/€9

212,500  5,/19/71

254,975  12/2/69

143,063  //25/69

Statuc

Completed - No specific action taken
to date

Completed.

Completed. Study used as -asis IBRD
proposed 1975 $100 million firs+ phase
financing of ultimate $400 million project.

Completed; A.1,D, has lent =5 date

$58 million to the GOP to ass:st in
financing construction of rural alectric
coops, and is grant financing *echnical
assistance to the National Electrificatioa
Administration for the further develop-
ment and implementation of a national
rural electrification program.

Completed; study used as basis for
ADB loans to GOP for power generation
and transmission on the island of °

Mindanao, to date totalling 545. 4 million.



Project Description

6. Provincial Water System
Pre-feasibility survey
(S=e #7 below)

7. Provincial Water System
Studies (2nd phase of #6
above).

8. Irrigation scheme -
Laguna Lake Region

Original Authorized Amount:
Deobligated (2/19/72)
Revised Loan Amount

Date of
Consultant Amount Contract
U.S. Dept. of Health, $ 35,000 6/24/70
Education & Welfare
Adrian Wilson Int'l 389,000 5/6/71
Assoc., &
James M. Montgomery
Consulting Engrs, Inc.
(Joint Venture)
Hydrotechnic 327,200 7/7/72

$2, 000, 000, 00

371,746.90

$1, 628,253. 10

Annex A

Page 2 of 4
Status

Completed; survey followed by feasibility
study of institutionalizing a national plan
for assisting provincial urban commusuties
in improving water supply services.
including technical and economic studics
of six specific communities.

Completed. A,I,D. lent $15 muiliion in
1974 to finance initial 5 systems and
provided grant financing for institutioaal
development., 10 more municipalities
under study under Loan 492-H-030.

Completed. ADB appraisal team using

as basis proposed loans. [First phase

loan anticipated 1975 in amount approxi-
mately $10 million. Total requirements -
$45 million,



Annex A
Page 3 of __ 4

PHILIPPINES: SECOND FEASIBILITY STUDIES LOAN (NO. 492-H-03v)

Project Description Consultant Amount

Date of Contract

1.

Infrastructure Feasibility = Engineering Science, $100, 000

Studies (Scoping) Inc,
Ground Water Test Well Adrian Wilson Int'l 80, 000
Program Assoc., & James M.

Montgomery Consult-
ing Engrs, Inc.
(Joint Venture)

Methodology for Project Jeffrey Holland 32,875
Evaluation

Feasibility Studies for Camp, Dresser & 759, 273
10 Additional Provincial McKee

Water Systems

Comprehensive Water Tippets-Abbott- 596,000
Resourzes Study - Bicol McCarxthy-Stratton
River Basin ’ & Trans-Asia

(Joint Venture)

2/4/71

8/8/74

9/12/74

11/15/74

6/27/75

Status

Completed. Twenty scopes of
services for technical and economic
feasibility studies prepared to assist
GOP in its infrastructure and
integrated area development planning.

Completed. Test well program
completed as basis final system
designs for municipalities of Davao
and Cagayan de Oro.

Ccmpleted. Methodology developed
to :ssist GOP in its priority ranking
of alternative development project
proposals.

Ongoing: Possible A1, D, or ADB
funding. $15 - 30 million.

Identification and reconnaissance
investigation of flood control and
irrigation projects; expected to
result in $150-200 million in flood
control and irrigation works.



Project Description

6.

Provincial Water
Supply

Long-Range Planning
and High Impact Study

Feasibility Study for
10 additional Prov.

Water systems -
Amendment

Authorized Amount:
Commitments

Uncommitted but proposed
for JMM advisory services

Consultant

Camp, Dresser &
McKee

Camp, Dresser &
McKee

$2,000,000
_1,743,000

257,000

ANNEX A
Page 4 of 4

Amount Date of Contract Status
$170,000 May 1975
$ 25,000 November 1975 Contract amendment

to provide 4 mm of
specialized engineerin
services
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HEPUBLIC OF THE PIILIPPINLS
i % NAHONAL TCONOMIC AND DEVELOPNENT AUTHORITY
PO. Box 1116, Manily

Q. "‘. Tel. 697081
upn Cable Address. NEDAPHIL

=
(w}
Decenber 10, 1974 5, -
=
S .u.-l '.-‘J
Mr. Thamas C. Niblock o N i
Dircetor, United States Agency fo TR O
for International Development L,

Ramon Magcaysay Center =
1680 Roxas Bouleveard, Manila

As a recipilent of two teasibility studies loan fram the U.S. Agency
for International Development in the amount of $2 million each, the Philip-
pine Covermment ha: been able to conduct various feasibility studies of

project.. which we consider to be of significance to the country's develop-
ment eltorts.

Under the first loan signed in September 1967, studies on farm
mcchanization, irripation, provineial water supply, power and rural
electric cooperatives were undertaken. Such studies have led to
capital financing of:

a) the provincial waterworks project and two rural
electrification project: with loan assistance fram USAID

in the amount of $15 million and $40 million, respectively;
and

b) the ADB-assisted power generation and transmission
e projects in Mindando.

—~| Moreover, capital (inancing for the followlng projects whose pre-investme,.t
— 1 studies were similarly funded out of the first loan is foreseen:

a) the Magat River Multi-Purpose Project with an
estimated foreign exchange cost of $240 million envisioned
for joint financing by IBRD and ADB; and

b) a third USAID-assisted rural electrification project.

T

Under the second loan signed last June 30, 1973, you wil) note that

we have indorsed to your Office four (4) projects for financial assistance.
These are:

_\_9_’_‘_,_/;_— a) the Scoping project;

\

\

b) the Provincial Waterworks project;
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¢) the Methodology for Project Evaluation project; and

d) the Biool River Basin Comprehensive Water Resource
Study project.

The Scoping proj. .t has been successfully completed, the Methodology
for Project Evaluation project is proceeding very well on schedule; and
funds for the Provincial Waterworks project have already been cammitted.
Our records slow that these three projects would already utilize about 50%
of the total loan value of $2 million. Together with the Camprehensive
Water Resource Study project, whose foreign exchange cost has been
estimated at approximately $600,000, these projects would leave a balance
of about $500,000.

It is anticipated that the loan amount would be fully camitted by
the end of FY 19875, six months before the terminal date for commitment
(December 31, 1975) and that the current Lalance would not be sufficient
to cover the foreipn exchange requirements of various feasibility and
detailed engineering studies that we are intending to propose for USAID
assistance. These studies include detailed engineering for the Mangahan
Floodway and five irrigation projects of the Laguna Lake Development
Authority (LIDA) found feasible by studies conducted under USATD Grant
Assistance and under the first loan, respoctively., In addition, we are
also intending to submit for USAID assistance feasibility studies for a
number of projects that are generally supportive of rural development.
We will, however, put particular emphasis on feasibility studies of
projects that are directly related to food production as well as distri-
bution both of which have been accorded topmost priority in the alloca-
tion of public investments.

Thus, on behalf of the Government of the Philippines (GOP), a Third
Feasibility Studies Loan of $2 million under the same terms and conditions
of the second loan is hereby requested. The GOP is, of course, prepared
tc make available the counterpart funds that m., be required for the
utilization of the loan.

Very truly yours,

Acting Director-General



LSO AGENCY FORCINTERNATIONAL DEVELOPMENT

Manila, Philippines

Hamon Magsaysay Center
1680 Roxas Houlevard

CERTIFIGATION PURSUANT TO SECTION 611 (e)
OL TILE TOREIGN ASSISTANCE ACT OF 1961, AS AMENDE

I, Thomas ¢, Niblock, the principal officer of the Agency f
International Development in the Philippines, having taken into ac
among other things, the maintenance and utilization of projects i
Philippines previously financed or assisted by the United States, .
hereby certify that, inmy judgment, the Philippines has both .
capability and the human resources capability to effectively main
utilize the proposced Third Feasibility Studies Loan.

This judgment is based upon the project analysis as detailed

Philippines Third Feasibility Studies Project Paper and is subject .. ....
conditions impused thercin,

Thomas C. Niblock, Director
USAID/Philippines
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Increased incomes and
job opportuni-ics in
rural areas.

Further the welfare of the
g °le in the rural areas thru |
7Ore equitable distribution of

‘ the
|
incomes. ‘
;
|
I

i1
L.
~come and cmpioyment data.
2. Independent socio-

l'economic surveys and private!

GOP census and other in-' Continued adherence by GOP to

; policy of furthering the welfare
! of the people in the rural areas
thru more equitable distribution

;studies. - of incomes.
| !
i
L2zt Plesasa: ENR : CEn3itions that miil ~gizate SuTIate 133 te=n 3.3 . At3.~2nans jor Schiev.ag purpate 3.y,
. X | 3cniaved: Sndesf.Pegiecy srarcs. 3.7, | i . .
To finance priority prefeas—- | | Completion of studies 'l. Studies printed and dis-| GOP continued willingness to
ibility, feasibility, sectoral,and analvyses. 'seminated, accept foreign expertise in
The existence of GOP 2. GOP planning documents. development of project proposals.
plans & budgetary provi- {3, aAID/other donor loan

including engineering service
directly related to davelaon-
ment projects primarily

in rural areas.

sions for development pro
jects conceived in the
foregoing studies.

3, AID/other donor finan-

market and consulting servicei 2.
!
f for proje

cing commitment

i

' 3.
L

i documents.
|

l

cts studies.

!
i
i
i
!
i
i

C-3

Indeterminate (5-10)

ot Cuczurs: Co1 Magnitude of Ourouts:
Completed prefeasibility and '
feasibility studies, sectoral ' number of completed
studies, market studies, con- | studies of which at least
sulting services, including ! half will be in the food
engineering services related and agriculture sector.
to development projects,
primarily in the rural areas.

C-3)
Comparison of scopes of
work to comple_ed studies.

i Assumptians for acnieving outaurs- C4

i That projects identified for
, study are in fact relevant to
furthering the welfare of the
people in the rural areas.

- s rzt lepurs: mplemenrarion Targer { Type and Quantiv ,3.2.)
1. Indeterminate number
of foreign consultants
provided.

2. Up to $2 M dollars
and P 14 M pesos funding

provided.

O.u .
1. Foreign expertise needed to
‘perform professional studies,
analyses and other similar
professional services.

2. U.S. dollar and GOP peso
support for the above.

D.3)

USAID and GOP contract
.records.

e

Assumprions for 57C® ding wnouts: .O-4)

1. Thaé’required foreign exper-
tise.can be identified and re-
cruiced¥

2. That, requisite Filipino
counterpart staff and peso sup-
port will be available on a
timely basis.




FAA - Foreign Assistance Act

FAR,

PMINEX F

CHECKLIST OF STATUTORY CRITERIA

of 1961, as
amended,

1973 - Poreign Assistance Act of 1973

App. - Foreign Assistance and Related Pro-

orns Appropriation Act, 1974,

MA - Merchant Marine Act of 1936, as

anended,

BASIC o111 KITY

1.

Fan - 103; 1043 105;  106; 107,
Is low. leing mde

a. for agriculture, rural develop-
ment or nutrition;

b. for population planning or health;

c¢. for education, public administra-
tion, or human resources development;

d. to solve econamic and social dev-
elopment. problems in fields such as
transportation, pawer, industry, urban
development, and export developnont;

€. 1in support of the general econamy
of the rccipient country or for devel~-
opnment. prograns conducted by private
or international organivations.

(a) This loan will be used to finance

studies in the primarv sectors of AID
emnhacic, amﬂirn'lfurn' ha3T+h and

education with at least half of the
total loan being 1inked to food and
nutrition.

See (a) above.

See (a) above,

Although generally limited to sectors

per (a) above, AID may agree to studies
rffertina these areas.

Yes,



QOUNTRY PERFORMANCE

Progress Towards Country Goals

2o

FAA

201 (b) (5), (7) & (8)3 208

i\,

Descrile extent to which country is:

(1) Making appropriate efforts to

increase food production and inprove
means for food storage and distribu-

t.ion.

(2) Creating a favordble climate
for foreign and damestic private
enterprise and investment.

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

(4) (a) Allocating available
budqetary resources to dev-
elopnent.

(b) Diverting such resources
for umecessary military expen-
diture (Sec also Item No. 19)
and intervention in affairs of
other frec and independent
nations.)

(5) Making economic, social, and
political reforms such as tax col-
lection improvements and changes
in land tenure arrangements, and
making progress toward respect

for tlur rule of law, frecdom of
expression and of the press, and
recognizing the importance of
individual froodom, initiative,
and private entorprise,

(See also Item No. 10).

(1)

Food production is top priority
of the Philippine Government with
the goal of achieving self-
sufficiency in rice and corn and
accelerated production of live-
stock, poultry, fish, fruits and
vepetables, Plans for expended
warehousing and distributions

of the increased output of

grains are being prepared and
carried out with help from IBRD
loan. The proposed project will
partially contribute to this goal
through financing feasibility
studies related to these problems,

See FAA 620(e) (1), 1tem 4,
below.

The four-year agriculture program
is increasing the productive
capahilitv of Philipnine farmers.
The Department of Local Government
and Community Levelopment carries

out programs at t hebarrio (vil-
lageg level throughout the Philip-
pines. A Decentralization Act pro-

vidng more autonomy to the Pro-
vince was enacted in 1967, The
Provincial Development Assistance

Program 1s operating in seventeen
provinces.

Additionally, in an attempt to re-
distribute income and raise the

rural standard ofliving, the GOP
has recently embarked upon an

aggressive land reform program,

The GOP 1g well under way with a .
country-wide rural electrification
program thereby increasinﬁ the
role of the public through par-

ticipation in local cooperatives.

(4) (a) More than 70 percent of the

national budgetis allocated to

ggg%alogndfeconﬁmi% dﬁve%o - ¢
goes 't é’dué’é’f ony netaﬁ €
ercent to agriculture ahd

Batural resources, and almost

ercent to tr
andpcommunicat ogg?portat on



(6) Willing to contribute funds (6) GOP will provide all local

to the project or program, currency required,
T ey v : (7N the ast six vears, the
(7) Otherwise responding to the ' hlL ovcmment has plac
vital economic, political, and Bnaq S on ruraY 3
social concerns of its people, ﬁ orment in i?ort to n Py
- e i between t ch an
and demonstrating a clear deter- or, 0 xncreaqe ovment op-
mination to tode effective self- E eilglg#e%nle'a%aca} ¢
holp measures. {r}grove the qgoaggarg ?
Envlng. ! ftm nts
elng made m Flectri 1-

cation ran; orta§1on 1rr1gat1on
a raridn re gnn annéroéuggo
B. Arc above fucturs taken into rvices,agriculture pr

S o nutr1t1on and education, ,rcativ
écffu“%‘F9L22;1£unn15h1"9 of the sub~ increased external assistance
ject assistance: from various bilateral and inter-

?at1ona1 dopors. over the at
our years has been directed al-

most entirely to the rural scc-

Treatment of U.S. Citizens and Firms. tor.
B. Yes,
3. FAA 620 (c) If assistance is to 3. No,

5.

govarmnent, 1s the government liable
as debtor or unconditional guarantor
on any debt to o U.S. citizen for aoods
or survices fumished or ordered where
{u) such citizen has exhausted avail-
legal remedics aid (b) debt is not
denied or contested by such government?

FAA 620 (0) (1). If assistance is to 4. No.
a government, has it (including govern-

ment agencies or subdivisions) taken

any action which has the effect of nation-
alizing, expropriating, or otherwise

seiziiyj ownership or control of property

of U.5. citizens or entities beneficially

ownd by them without taking steps to

discharge its obligatians toward such

citizens or entities?

FAA 620 (o); Fishermen's Protective 5, There has been no such seizure.
Act. 5. If country has seized, or im- : '

poscd any penalty or sanction against,

any U.S. fishing véssel on account of

its fiching activitices in intcrnational

waters,




a. Nas any deduction required by NA
Fishermen ‘s Protective Act been made?

b. has camplete denial of assistance NA
been considered by A.I.D. Administrator?

Relations with U.S.Government and Other
Nations

6. FRA 620 (a). Does recipient country 6. No,
furnish assistance to Cuba or fail to
taxe appropriate steps to prevent ships
or aircraft under its flag fram carry-
ing cargoes to or from Cuba?

7. FAA o0 (b). 1f assistance is to a 7. Yes,
goverirent, has the Secretary of State
determinad that it is not controlled by
the international Camunist movement?

8. FAA w20 (). If assistance is for

any productive enterprise which will 8. This assistance is not for such
compete in the United States with a productive enterprise.

United States enterprise, is there an

agreennt by the recipient country to

prevent expert to the tnited States

of rore than 202 of the enterprise's

annutl production during the life of
. the lowu?

9, FAA 620 (f). Is recipient country a 9. No.
Cammnist country?

10. FAA 620 (i). Is recipient country 10, Mo

in any way involved in (a) subversion
of, or military aggression against, the
United States or any country receiving
U.S. assistance, or (b) the plamnming of -




11.

12.

13,

14,

15.

16.

-6

such suwversion ar aggrussion?

FAA 6201%_ Has the country per-

iled to take adequate
mrasures to prevent, the damage or
destruction, by mob action, of U.S,
property?

FAA 620 (l). If the country has
failed to Institute the investment
guaranty program for the specific
risks of oxpropriation, in converti-
bility or confiscation, has the A.I.D.
administration within the past year
considersd denying assistance to such
qgovermnient for this reason?

FAA 620 (n). Does recipient country
furmvii goxls to North Viet-Nam or
poumit ships or aircraft under its flag
to carry cargoes to or fram North viet-

Noun?

FAA 620 (g). Is the governmeht of the
reciplent country in default on inter-
est or principal of any A.I.D. loan

to the country? .

FAMA 620 (t)., Has the country severed
diplamatic relations with the United
States? 1If so, have they been resumed
and have ncw bilateral assistance agree-
ments been negotiated and entered into
since such resumption?

FAA 620 (u).

country is in arrears, were such arrear-

ages taken into account by the A.I.D. Ad-

ministrator in determining the current
A.1.D. Operational Year Budget?

What is the payment status
of the country's U.N. abligations? If the

11,

12,

The GO® has taken all
reasonable measures to
protect U.S. property.
On infrequent occasions
when damage has occurred
proper compensation has
been made without delav,

The Philippines has in-
stituted an investment
guaranty program with the
full range of risk cov-
erage,

13, No,

14, No.,

15. There has been no
such severence,

16. Th Y
is not in default with
respect to its dues,
assessments or
th
gheeg.g?ligations to



17,

18.

-71-

FAA 481 .Has the govermment of reci-
plent country failed to take adoquate
stops to prevent narcotics, drugs and
otrer controlled substances (as defined
by the Caeprenonsive Loug Abuse Prevens
ticn aal Centrol st ot 1978) preauced

or provoaeed, inowhole or inmuot, in such
oowity, or troaoported throudgh such
cowd e, tra beving sold Dl legalhy within
the yaor chiction ot suh country to ULS,
Govestee U pacrsoange oo ther oo ints,
or 1o vatering e s unlawlally?

~

FAL S 059 If (u) aulitary base is
locarsd in recipient country, and was
constructed or is being maintained or
ojerate-d with tunds furnished by U.S., and
HY 1LEL personnel carnry out military
Grerations tran such base, has the Pros-
pent Geet puesd that the aovermment of
recipeoent. cowntey has authorized reaular
aces st Ues. correcpond nts te such base?

Military Pxpoendituces

19.

AR 620 (g). What percentage of country
Pudact 1s for military expenditures?  How
nuch of foreian cxchange resources spent on
military ogquiinent?  How much spent for

the purchase of sophisticated weapons sys—
toms? (Uensideration of these points is to
boe cocrdinatod with the Burcau for Program
and Policy Coordination, kegional Coordin-
ators and Military fssistance staff (PPC/RC) .

Conditions ol W Loan

Géneral Sowwless

20,

Fra o 201 (d) Information and conclusion

on reasorableness and legality under

laws of country and the United States)

of lending and relending terms of the loan,

17, No.

18, Yes. (Presidential Determina-
tion Mo, 74-14 dated 1/20/74).

19, Annual defense budgets

average less than 157 of the
national budget, Approximately
one-third of this amount is for
maintenance of peace and order.
Philippine foreign exchange re-
sources used to acjuire military
equipment are negligible. We
know of no diversion of either
development assistance or of

PL 480 sales to military ex-

- penditures, e are not aware of
any diversion of Philippine re-
sources for unnecessary military
expenditures, 4

20.Interest on this loan will he
2 percent during the 10 year
grace period and 3 percent for
the 30 years remaining to ma-
turity. These terms are reason-
able and are not higher than the
applicable legal rate of in-

terest under Philippine law.



21,

22,

24.

25,

26,

FAA s 201 (b) (2); s 201 le)

Information and canclusion on activ-
ity's coonamic and technical soundness,
If low is et made pursuant to a nulti-
latersal pelan, and the amount of loan
excceds 0100,000,has country submitted

to ol ae application for such funds
torpader with assinances to indicate that
tun b owill Lo used onan economically and
todmieally sound mouueer?

Fan s 0l b)) (2). Informaution and can-
cluston en capacity of the country to repay
thee lown, ircluding reasonableness of repay-
el prospects.,

Fasios 201 () (1), Information and conr
clusion an avarlability of financing fram
oth. r troe=world sources, including pri-
sources within the United States.

vate

FAs s ull (a) (L). Prior to signing of loan
will there L2 (@) enginecring, financial,
and other plans necessary to carry out the
assistance axl (b) a reasonably firm esti-
pate of the cost to the United States of
the assistance?

FAAN s bll (a) (2). If further leyislative
action is required within recipient country,
what is basis for reasonable expectation
that such action will be completed in time
to permit orderly accamplishment of purpose
of loan?

FAA 5 611 fe).If loan is for Capital Assist-
ance, and 11l U.S. assistance to project
now creeeds $1omillion, has Mission Director

certificd the country's capability effectively

to maintain and utilize the project?

21.

22,

23,

24,

25.

26.

Fach study financed under this
loan must be justified indi-
vidually, The GOP ha g submitted
such an application to A,I,D,
See Annex C.

The current and expected ratio
between debt repayment and for-

eifn exchange earnings of the
Ph lipgines is expected tn bhe
adequate, There are reasonable

prospects of repayment. See
Project Paper Part I, B.

Financing is not considered to
be available from other sources
rn terms comparable to this
proposed loan,

This feasibility studies loan

does not require such plans to
carry out the assistance, The

number of feasibility studies

undertaken will be limited by

the amount of the loan.

All legislative authorities
exist,

Yes, See Annex D,
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Loan's Relationship to Achievament of Country
and Reaional Goals

27.

28.

29,

30.

3l.

32.

I'AA 5 207; s 113

EXG it to which assistance reflects
Sproprrate «nphasis on; (a) encourag-
ing Jovelomrent of darocratic, econam-
ic, politicat, and social institutions;
(h) self-help in meeting the country's
Coaad ooy (¢) dmproving availability

ol tratnoed manpower in the contry; (d)
pn)umw'+:wuwxltonautthc<xnmhy's
heotth 1ok (w) otler Dnportant areas
of cowne iy, peliticad, and seacial dev-
clojpont, including mndustry s froe labor
wiiing, cocaratives, asd Voluntary Ajgen-=
Cion; trmoportation ad commmication;
plodang end pedlic Lcndnistration; wrban
o Loprent, and nodernization of existing
laws: or () integrabing wonen into the
recipaent cotntry s national coonay.

Fas 209, s project susceptible of
Taoution as part of regilonal project? if
so why 1s project not 30 exccutdd?

FAA 01 (b)) b Information and conclu-
sion an activicy's relationship to, con-
sistency with, other developnent activities,
and its contrilution to realizable long-
rang: chijectivids

FAA 201 (b) (9). Information and conclu-
Sion on whether or not the activity to be
financed will contribute to the achievement
of self-sustaining growth.

FAA 209;

Tnformation and conclusion whether assist-
ance will encourage regional development
prograns.

FAA s 111.Discuss the extent to which the
Toan will strengthen the participation of
urban and rural poor in their country's
development, and will assist in the devel-
opvent of cooperatives which will ecnable

27.

28,

29,

30.

31.

32,

Fach of these factors will be
considered and treated in the

studies financed under this loan.

No.

This project permits the investi-

gation of individual projects
during which these factors are
evaluated,

Individual studies will be
selected on the basis of
whether the area studied will
contribute to self-sustaining
growth,

Studies financed will focus
solely on Philippine problems.

This will be one of the major :
criteria to be evaluated in
the individual studies, -



3.

34,

35.

36.

37.

-10-

and encourage greater nutbers of poor
poople to help thamselves toward a
better life.

FAA s 201 (f).If this is a project loan,
desceribe Tiov such project will promote the
country's economic develomnent taking intc
acoount the country's human and material
LOsSOUress rajuiranents and relationship
Letween ultimate: abjectives of the project
an‘'l overall ceenonde de wvelopment,

33, These factors will be con-
sidered in the individual
studies,

FAA 5 sl (a) o Descrbe extent to which 34, See #27 ahove,
the Taun will contribute to the abjective

of assuring nwsram participation in the

task of cconemic dovelopment on the part

of the pvople ¢t country, through

the ciiouragenent. of dawcratic, private

and lecad eoverentol institutions,

Fea s ool (). Tescribe extent to which 35. See #27 ahove,
Proqram rocGyndves the pacticular needs,

desires, and capacitics of the people of

the vountry; utilizes the country's intel-

lectual resources to encourage institutional

developmant; and supports civice education

and tvaining in skills required for ~ffective

sarticipation ia governmental and pulitical

provesses essential Lo self-government,

PAA 2 L)1), In what ways does the 36. Studies financed under this
acti " Teasonable promise of contri- loan will be selected on the
buting tu -~ development of ecanomic basis of their cortribution

resovrces, or to the increase of productive to development of economic
capac’ ties? resources and the increasing
T of productive capabilities,

37. Studies financed under this

Fan 601 {(a). Information and conclusions loan hich will be conducted
whether Toan will encourage efforts of the RY private firms will contri-
country to: (a) increase the flow of inter- oie Lo the effectiveness of

. , TS agriculture and s it
national trade; (b) foster private initiative ig possible, depgg Sécgﬁ the

and capetition; (c) encourage development ggggrghgf Ehe Btggieﬁ selected,
and usc of coopuratives, crodit unions, and {mpact o: tgzno:her f:::o:: set
savings el loan associations; (d) discourage forth in this section
monopolistic procticos; (©) prove tochng- *

cal etficiency ot industry,



38,

11-

agriculture and conmuerce; and (f)
strengthen free labor unions.,

FAA - ol9, 1 assistmce is for newly
Indops nnhont country, 15 it furmished
through multilateral organizations or
plans to the naxdmum extent appropriate?

Loan's ttfect on s, a.i A L.D. Proyram

39.

40.

41,

42.

201 (b)) (u).

Fhi Information and con=
clusion on porsible eftects of low on
U.6. veenary, with opecial referonce

to arvas of substactial labor smyplus,

atd cteat o whitch ULy, canmaditiog

atid G arce furntshed oo nannar
constnatont with improving the U.s, balance

ot paymenbls pessition,

) .
Lollie

Fan 200 (a), Towal awunt of money under
Toan which 15 going directly to private
cntuaprise, 15 going to intemmediate cre-
dit mstitations or other borrowers for use
by private enterpriae, 1s Leing used to
finane orts rron private sources, or
is otheraise heing used W finaice procure-
meents trom priviate sources.,

FAA 4,01 (b). Intformation and conclusion
ot how the Toan will encourage U.S. private
trade and investnent abroad and how it will
crcourage private U.S, participation in
forciun assistance programs (including use
of privite trade channels and the services
of U.S, private onterprise).

engincering and prcefossional services of
U.S. firms and their affiliates used to
the maximun extent consistent with the
national interest?

8,

39.

40,

41,

42,

The Philippines is not a
newly independent country,

Although firms from Code 941
countries will be eligihle

to compete on this Project,
past experience with feasi-
bility studies in the Philip-
pines indicates that U,S. firms
will bhe the most 1likely con-
tractors,

All feasibility studies financed
under this loan will be conduc-
ted by private firms,

Procurement will he open co
firms in Code 941 countr’es but
it is likely that U.S, firms
and institutions will conduct
the studies.,

See No. 41 ahove,



43.

44.

-12-

FAA 602, Information and conclusion
whether U.S. small business will parti-
cimate wqitably in the furnishing of
gouods and service financed by the loan.

Fay 620 (h) . Will the loan pronote or

asist thy fereign aid projects or acti-
vitivs of the Camunist-Bloe countries?

FaA o 621, 1fF Technical Assistance is
financad by the loan, information and
cenclusion whether such assistance will
be fwrnished to the rallest extent prace
ticable as guads and professional and
cihor corviees tram private enterprise on
a conty ot basis, 1L the facilities of
oltter Baleral Gogencres will be utilized,
Lotormatics and conclusion cn whether
iy are particilis v guitable, are not
coirpo LG e witn prlvate enterprise, and
Coiv dae e avad Lab e without urdue

Tt rfcience with donestie prograis,

Boan's Conptiance with Specific koguiraments

46,

47.

48.

49,

Fan o 110 (a); 208 (¢). In what manner
has or will the ruclpi&nt country provide
assurances that it will provide at least
2690 ot the costs of the proyram, project,
or activity with respect to which the Loan
is tn be made?

ik 5_660. Wi1l arraneements preclude the

use of funds fnr nnlice tvaining or other
lawv enforcement assistance?

FAA  114.W1l1 loan be used to pay for per-
formance of abortions or to motivate or
coerce persons to practice abortions?

Faa 201 (b). Is the country aong the 20
countites in wnich duvelepent. loan funds

43, Small Business Notification

procedures will he utilized.

44, No, The loan agreement will

contain implementation control
prohibiting such use.

45, It 1s expected that services

financed under the loan will be
from private firms and other
non-government sources. U.S,
government sources will be used
only if there is an absence of
qualified private firms. U,S,
government sources will not com-
pete with private sources and
will be used only if they can bhe
made available without undue
interference with domestic pro-
grams,

46.The loan agreement will so

provide and the planned adminis-
trative arrangements will assure
it.

47, Yes,

48. No.

49, Ves,



50.

sl.

52,

53.

54,

55.

56,
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may be wsed to make loans in this fiscal
year?

FAA 201 (d). Is interest rate of loan
at least 2% per annum during grace per-
iod and at least 3% per annum thereafter?

Fan o 201 (f). If this is a project loan,
what provisions have been made for appro-
priate participation by the recipient
country's wrivate enterprise?

FAA 604 (a). Will all cammuxdity pro-
curement financed under the loan be
fran the United States except as other-
wise determined by the President?

Far 604 (). What provision is nade to
prevent financing camodity procurement
in bulk at prices higher than adjusted

.5, murket price?

FAA 604 (d). If the cooperating country

discriminates against U.S. marine insurance
canpanies, will loan agreement recuire that

marine insurance be placed in the United

States on canmodities financed by the loan?

Fan 604 (e} If offshore procuranent of
agricultural commodity or product is to
be financed, is there provision against
such procurament when the donestic price
of such commodity is less than parity?

FAA 604 (f). If loan finances a comnod-
itiy import program, will arrangaments
be made for supplicr certification to
A.I.D. and A.I.D, approval of commodity
as eligiblce and suitable?

50, Yes.

%1, The proceeds of this loan

will not finance any local cur-
rency activity, If Philippine
firms participate in joint ven-
tures with firms from Code 941
countries, the GOP will provide
the local currency payment.

52, Commodity procurement will be
limited to AID Geographic Code
941,

53. N.A.

54, Yes,

56. N.A,



57.

58.

59.

60.

.61,

FAA 608 (a). Information on measures

to be taken to utilize U.S. Govemm.xt\lt

excess personal property in licu of the
Procurcry i of new dtams.

BAA s oll (b): App. s Lul. If loan

finances water or waLer—relaLeQ‘la?% ‘
resowces project or program, 13 gasrc
alxqufit—custcxm¥m§utlon quei 1n§2;
fdfnﬁi[ﬁdvtﬂkblc,.U\JC?OI@M}*leran—
the procedures st forth in the i ﬂ?962?
dur of the President dated May 15,

Fah s 611 (c) .11 contiracts for cogsgruc—
Tion ars to be financed what provision
Qill be made that they be let ona 'comf
petitive basis to maximum extent practic-
abhle?

Fea s ul2 (b)y s b3“-@ll- hescribe steps

ikl to assurce that, to the maxinum exX-=

tent possible, the country is contributing

local currencies to meet the cost _ofnc.:on—
tractual vl other survices, and IgL%lqn

currencies omed by thu Unlﬁed States are
utiliwes! to meet the cost of contractual

and other services.

FRA s 612 (d). Does the Unite@.statcs qwn
excess forelgn currency and, if so, what

arrangcnents have bern made for its release?

57. There will be no excess
property used.

58, To the extent studies are financed
hereunder for water related .
activities, the studies will under-~
take the computation of

benefit/cost and other pertinent
economic analyses,

59 .Vot applicable.

60. The loan will not finance any local

costs, The GOP will provide all
local currency.

61.The U,S., does not own such excess
foreign currency.



62,

63,

64 ,

65 ,

66.

67.

68 .

69
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FAA s 620 (g).What provision is there

g ——C————— . +
against use of subject assistance to

cory-niate owners for expropriated or
nat itantlizad property?

FAA 5 620 (K). It construction of pro-
JucLive ontorprise, will aggregate

value of assistance to be furnished by
the hited States axceed $100 million?

FAA s 636 (1).Will any loan funds be
used to finance purchase, long-term
lease, or exchange of motor vehicle
manufactured outside the United States
or any guaranty of such transaction?

App. s 103. Will any loan funds be
Lswd to pay pensions, etc., for military
persornel? '

Ap. s 105, 1f loan is for capital pro-
juct, 1s there provision for A.I.D.
approval of all contractors and contract

terms?

App. s 107, Will any loan funds be used
to pay UN assessnents?

App. s 108. Compliance with regulations

on employment of U.S. and local personnel.

(A.1.D. Regulation 7).

App. s 110. Will any of loan funds be

62. The loan agreement will limit
the use of loan proceeds to pro-
curement of eligihle services.

63. Not applicable.

64, No,

65, No,

66, Not applicabhle.

67. No.

68. Yes,

69.No,

used to carry out provisions of FAA S s 209

(d)?
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! g oY} i T .

70, App. s 111, Duscribe how the Commitoe 70, This project has been fncluded

onh Appropriations of the Scnate and tn the FY 76 Congressional
jouse have boen or will be notitiad von= Presentation on Table IV
cuoming the activity, program, projuct, page 59. ’

country, or other operation to be f inanced
by the Loan.

71, App. s 501. Will any loan funds be
used for publicity or propaganda pur- 71. Yo,
poses within the United States not
authorized by Congress?

72. e s 901, b; FAA S 640 C.

(a) Canpliance with requirement that at

least 50 per centum of the gross tonhnage 72, The Loan Agreement will contain
of cormulitics (computed separately for a provision requiring compliance
dry bulk carricers, dry cargo liners, and with this requirement,

tankers) financed with funds made avail~
ble undor this loan shall be transported
on privately onied U.S.-f lag cennercial
vensels e avallale at fairc and reason-
Jdrle rates,

(L) will grant bue nade Lo loan recipiont
to pay all or any porticn of such ditfer-
ential as may exist between U.S. and
torcign-flag vessel rates?

(b) No.

73. Suction 30 and 31 of PL 93-189 (FAA of 1973)
Will any part of the loan be used to finance
dircctly or indirectly military or paramil-
itary operations by the U.S. or by foreign
forows in or over Laos, Cambodia, North
Victnam, South Vietnam, or Thailand?

73. No.

74, Section 37 of PL 93-189 (FAA of 1973); 74

No.

App. s.1ll. Will any part of this loan be
used to aid or assist generally or in the
reconstructdon of North Vietnam?



15,

76

7.

78.

79.

80.
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App. S 112. Will any of the funds 75. Yo,
appropriated or local currencies

generated as a result of AID assist-

ance be use for support of police or

prisan construction and administration

in South Vietnam or for support of

police training of South Vietnamese?

App. s 604. Will any of the funds 76, No.
appropriated for this project be used

to furnish petroleum fuels produced in

the continental United States to South-

east Msia for use by non-U.S. nationals?

FAA of 1974 & 901, 1las the country 77. No.
denied its citizens the right or
opportunity to emiprate?

FAA & 115, Will country be furnished, 78. No.
1n same fiscal vear, either security

supporting assistance, Indochina

Postwar Reconstruction, or Middle

Fast peace funds? 1If so, is assis-

tance for population programs,

humanitarian aid through inter-

national organizations, or

regional programs?

FAA § 653(b). 1Is this assistance 79. Yes.

within the country or international
organization allocation for the
fiscal year reported to Congress
(or not more than $1 million over
that figure plus 10%)?

FAA 8 662, Will arrangements 80, Yes.
preclude use of funds for CIA
activities?
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DRAPT
CAPTEAL ASSISTANCE LOAN AUTHOR!IZ ATION

Poovaded Trom Developmment Foan Puand-

Phibppies: Thind Consulting Services Loan

Pursuant to the authority vested in the Assistant Administrator, Bureau for
Asia, Agency for International Development (hereinafter called "A, 1. D.") by
the Foreign Assistance Act ot 1901, as amended, and the Delegations of
Authority issued thereunder, I hereby authorize the establishment of a loan
pursuant to Part I, Chapter 2, Title I, the Development Loan Fund. to the
Government of the Republic of the Philippines (hereinattor called "Borrower"
of not to exceed Two Million Dollars ($2, 000, 000), to assist in financing the
forcign exchange costs of services, equipment, and materials necessary for
the performance of cconomic and technical prefeasibility and feasibility studie:
soctoral studies, market studies and other capital project-related activities
in the Philippines.  This loan is to be subject to the following conditions:

L. Interest Rate and Terms of Repayment

This loan shall be repaid by the Government of the Republic

of the Philippines within forty (40) vears atter the date of the
first disburscenent therecunder, including a grace period of not
to exceed ten (10) years., The interest on the unwrepaid principal
halance of the loan shall be from the date of the first disburse-
ment at the rate of two percent (29) per annum during the grace
period and at the rate of three percent (3%) thereafter,

2 Currcney o Repavment

Provision shall be made for repeyment of the loan and payment
ol irtercst in United States dollars,

3. Other Terms and Conditions

(1) Services and commodities financed under the loan shall
have their source and origin in countries under A1, D,
Geopraphic Code 941 (Selected Free World).

(b)  Unless A L D, shall otherwise agree in writing, prior
to the mitial disbursement of loan funds, Rorrower
will submit to AL D, for its approval, a statement
of the procedures which Borrower will follow in imple-
menting the financing of studies and other - eligible
services to be financed hereundo

PEST AVAILABLE COPY
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(c) At least 507 of the sulprofects to te financed

hereunder will fnelude Pood and Nutrition tvpe activitien
Cection 107 ) the FAA),

(d)  The Yoan gh

a1l he subject to such other termg
and condit{

ons as A, 1,D, may deer advisable,

Date

BEST AVAILABLE COPY.



Annex H

A, Receat Hoonomic Development s

In the past two years there has been a sharp increase in the level
of ceonomic activity on the Philippines.,  The growth in real GNP, which had
been about H-o percent a year for more than a decade, doubled to 10 percent
in 130 and is estimated to be about 7 percent in 1974, The strong recovery in
1973 was led by the international commodity boom and resultant increased export
incomes in the Philippines by a strong recovery n agricultural and industrial
production for the domestic market, and by an expansion in public and private
imvestment,  Underemployment and unemployment remain quite high, however,
and m common with mozt other cowndries, the rate of inflation increased appre-
ciably 1 the past 18 monihs,

The apricultural sector grew by 7 perceat in 1973, Rice production
in crop year 1973-74 increased by 23 percent over the level of the previous year
when flood severcely af fected output. This increase has been mainly due to
favo. ble weather conditions, increased use of fertilizers, more supervised
credit and increased investments in supporting rural services. The Government
has moved ahead with its program of agrarian reform for the nation's one million
rice and corn farm tenants, By mid-1974, 176, 000 land transfer certificates
had been issucd, nuinly to tenants on the larger holdings. The Government now
hopes to issue cerlificates to all tenants on farms above 24 hectares, There
15 a strong prima facic case Lor pressing ahead with the program in the 7-24

hectare farm size range,

BEST AVAILABLE GOPY



The industrial sector yrew by about 12 percent in 1973, Non-
traditiomal industeial exports, which have been increasing since 1970, are
estimated to have doubled in 1973 to about $200 million. Howeve r, industrial
exports have been affected by the recent slowdown in the economic of key
trading partuers, and earnings are expected to level off this year,

The growth in productivn was also assisted by increased public
development outlays in 1973 made possible by a significant improvement in the
financial position of the Government. The ratie of public investment to GNP
1s currently about 3 percent compared with 1.8 porcent in FY '72, The Govern-
ment has tmplemented a series of long needed tax reform and improvements
i tax administration,  As a result, the ratio of National and Local Govermment
tax revenues to GNP has increased from an average of 9 percent in recent years
to an estimated 12, 4 percent in FY '74,

High prices for the Philippines' chief exports, including coconut
products, sugar, copper and wood products, wer. largely responsible for an
Increasc . . merchandise 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 appeared, largely because the growth

in export prices has moderated but import prices have continued to rise rapidly,

BEST AVAILABLE copy
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Because of the very pood debt mangement policies of the Government, the
burden of medium and long-term debt has declined dramatically, The ratio
of debt scrvice payments to export receipts has come do;vn to an estimated
15 percent this year, compared with a high of 27 percent in 1971,
In the Litter part of 1973 inflation emerged as a major problem.

Since mid-1973 consumer prices have been rising at an annual rate of more
than -0 percent. This has been caused by the large increase in liquidity since
the export boom began in 1973, and by a number of cost-push factors, including
the higher rate of world inflation, domestic food shortages and the increased
cost of petrolemn. Monetary and fiscal policies have aimed at absorbing the
excessive liquidity expansion, and in recent months the rate of inflation has
becn moderating.
The Energy Crisis

Imported petroleum provide.s some 97 percent of the Philippines' total
eneryy requirements.  In 1973 the equivalent of 71 million barrels of petroleum
crude and petrvoleum products were imported at a cost of about $230 million
¢.i.£. When the energy crisis developed' iat'e last year, the Government moved
quickly with conscrvation measures to reduce non essential consumption, In
1974 imports of petroleum and products were about 71 million barrels at a cost
of about $780 million ¢. i. F,

The Government has decided to accelerate the development of local energy

sources, especially hydropower and geothermal energy. Supplemented with nuclear
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enerey in the 19805, total demand for enerpy is expected to prow at about
IO percent ayear, and even with more vapid development ot natural power
sources, pelroleum would still account for more than 90 percent of total
eneryy needs by [vdn,
Growth Prospects

The abrupt deterioration in the external terms of trade since the middle
of 1974, and the recession in the economics of key trading partners threatens
some of” the Philippines' recent economjc gains. The labor force continues to
prow at 3 percent a yoear, and although employment has expanded appreciably
in the past 18 months, there is still widespread unemployment and underemploy-
mont,

‘

Priority is being piven to expanding food production for the domestic
market, to expanding axport production and to accelera ting development of
local enerpy resources. In the case of export production, the Government
recognizes that the increased cost of petroleum and other imports cannot be
Financed indefinitely by borvowing abroad. It is aulivelyl encouraging both local
and foreign investlors (o expand the productive capaci ty of export industries and
to undertake major new import-replacing investmaents, The Government s
seehing increased support From the international financial community to help
carry out its development program and to case adjustment to higher petroleum
and other import prices,  Because of the substantial improvement in the external
debt burden and international reserve position in the past 18 months, the Philip-
pines now has the capacity to borrow externally larger amounts of capital in

support of its development preram,



'l

Maintaming o GNP growth rate of about 7 percent o year in real terms
during the next few years will depend heavily on the buoyancy of the domestic
market. The prospects are for continued expansion in agriculture, with a
4-5 percent increase in production in the year ahead, Continued expansion
in public and private investment demand should help sustain industrial oulput
expansion,  Increased investments will be needed in a wide range of consumer
and intermediate goods industrics,

The increased size of the domestic market and growing export demand would
seem to justily a wider range of investments during the latter part of the decade
in large-scale, capital-intensive industrial products, particularly in mineral-based
processing industries where long-term comparative advantage may be strong.

A number of big projects are proposed in mining, wood processing, fertilizer,

steel and shipbuilding, which ave ]ikuly to push up the private investment rate

[rom recent levels of about 16 percent of GNP to perhaps 22 percent by the latter
part of the decade. A sibstantial amount of the funds needed for these projects
would have to come from external sources, Bit since the individual cost of many

of them will exceed $100 million, Consultative Group members can play an important
role in helping the Gnvcrnnnzfnt Lo obtain suitable co-financing arrangements, both
with bilateral partners and with the private sector,

The public infrastructure program that was approved last yair, which called
for outlays of about P12 billion at current prices in FY '74-77, has become out-

dated because of the subsequent rapid inflation and by changes in investment

priorities as a result of the energy crisis. A new program is being finalized,
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with more emphasis on developing nuclear and indigenous power resources
and onirrigation, feeder roads and other projects to support increased food
and export production, Public investiment is likely to increase by about 15
percent a year in real terms so the ratio of public investment to GNP would
rise from the present level of 3 percent to about 4 percent by 1977,

The domestic savings rate should rise from an estimated 19 percent
of GNP at present to perhaps 20,5 percent by 1977, Foreign savings (i.e.,
the current account deficit in the balance of payments) would rise from an
estimated 2.5 percent of GNP this year to about 4 percent in 1977, This
foreign savings pap would decline in the latter part of the decade as the pro-
poad investments in new export and import-replacing capacity begin to brirg
results,

Balince of Payments

Merchandise export receipts are projected to increase by a total of about

30 percent in the next two years., huport payments are piojected to increase

by a total of almost 40 percent in the same period, including a 30 percent

increase in prices, Under these assumptions, thetrade deficit would rise from

an estimated $680 million this year to about $1, 250 million in 1976.

Actual and Projected Merchandise Imports
(€.0.b, million $)

Commodity Group 1973 1974 1975 1976
Total 1, 597 3,200 3,960 4,610
Cereals 112 194 190 150
Other consumer goods 172 275 330 370
Petroleum products 188 724 830 950
Other raw materials and intermediates 634 1,216 1,610 1,930
Capital goods 491 791 1, 000 1,210

Source: 1973; Central Bank of the Philippines; 1974, mission estimate;
1975 and 1976, mission projection.
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Hootual aned Projected Expor Re cipts
(.o b, million $)

ltem
Total

Coconut product s

Sugar product s

Forest products

Mineral product s

Other Ayricultural product s
Manufactured exports
Non-monctary pold

Source: 1973, Central Bank of the Philippines; 1974, mission estimate;

~

1974

|

606
604
330
501
175
231

73

1975 and 1976, mission projection,

Although exports are projecied to grow more

640
990
350
580
210
280

90

400
730
270
350
110

rapidly than imports in real

terms over the next two years, this gain is more than offset by a cumulative

dechine in the external torms of trade of about 2

Thiz would bring the terms of trade back Lo the level th

Q2

wiping oul the pains made in the recent export price boom,

Actual and Projected External Terms of Trade

(1965 = 100)

Indux 1973
Export price index 149.0
Import price index 149, 1

Oil import index 203.0
Non-oil import index 144, 1
Terms of trade - (otal 99.9
- non-oil 103, 4

259, ]
797.8

216.5

98.8
118.2

1975

263.7

303.2
848.7

259.4

87.0
101.7

S percent during 1975 and 1976,

at prevailed in 1972, thus

197

257.1

337.2
874, 2

290, 5

76.2
88.5

Svurce: 1973, Central Bank of the Philippines; 1974

1975 and 1976, mission projection,

, mission estimate;



B, External Poance

If the projections of exports, imports and external terms of trade
were Lo be realizad, the Philippines would require a total foreipn capital inflow
ol about $2, 340 million during 1975 aud 1976 to cover the current account deficit
and medinm and long- Lerm loan repayments,

Dircct investment would provide about $190 million of this. Greater
use of short-term trade finance is expected because of the increased oil import
bill and penerally higher levels of imports, 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 medium and
long - term loans to the private and public sector, including about $280 million
from project loans extended by Consultative Group members. The balance of
the required capital inflow of about $180 million in 1975 and $410 million in 1976
would have to come From other borrowings. The Central Bank could finance the
entire deficit by short and medium-term borrowing while maintaining or even
increasing the level of international reserves, Net reserves, however, would be
nepligible by 1970,

The recent important gains in reducing the external debt burden and
improving the extuernal reserve position should not be lost now by excessive
recourse Lo short and medium=-term borrowing by the banking system.  However,
there is considerable scope for additional medium and long-term loans from donors
to finance capital poods imports which are projected to reach $1, 2 billion in 1976,

In the months ahead, the Government and aid donors alike should explore this

possibility. If these efforts are unsuccessful, the Government would have

to reassess its growth strategy for 1976,



Summary Balunce of Jayrwents

(aillion 3)

Itew 1970 97 1972 1973 197412
Cuirent Account -29 9 -1 +475 ~450
Trade Account (net) =1 -37 ~151 +274 -680

Exporta 1,083 1,149 1,i09 1,871 2,520

Imports 1,690 1,186 1,260 1,597 3,200
Service Account (net) -i4 --88 ~20 -30 =40

Receiprts 258 264 375 582 805

Payments 399 352 402 612 845
Transfers (net) +119 +i.4 4188 +231 +270

Orficial 26 3 36 63 70

Privace 93 103 152 168 200
Cupital Account (net) +181 +124 +174 +210 +355

Direct {nvestment -29 ~4 =22 64 80

Short-term private capical 76 92 56 74 180

Med{um- and long-ternm '

private loans 94 - 34 ~17 -5 -10

Mediun- and long~cerm

public louaws 40 70 157 77 105

Eriors and Omiss for ~147 ~144 -106 +16 +20

Overall Balance of Pavaerncs +5 -1 +79 +701 ~75
Monetary Seccor, Reserves

ete. (nec) -5 e ~79 -701 +75

Central Bank 1iab?licles Sd 4 -64 -86 +443

Central bank assers -150 ~325 -174 -488 ~500

Cominercial bank licbiisvien

(net) I a4 130 =106 +190

SLR's 15 e 16 -~ -

Uue of IMF iuciliclcs T 21 7 -21 -58
Source: Centeoad bank of the 2hilippines.

12 Misston estiwace,
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