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Attached for your review are recommendations for
authorization of a loan to the Government of the Republic of
the Philipines through the National Economic Development Authority
(Borrower) for the National Electrification Administration(Beneficiary)
of not to exceed Twenty Million Dollars ($20,000,000). The proceeds
of this loan will be used (a) to permit the Beneficiary to finance
the foreign exchange costs of certain engineering and other professional
services required to continue development of its institutional and
managerial capabilities and (b) to permit the Beneficiary to rclend the
remaindcr of said proceeds to a number of new Or existing rural c.ectric
cooperatives to finance the foreign exchange costs of certaln goods
and services required by said cooperatives for the development of
their distribution systems.

This loan proposal is scheduled for ccnsideration by the
Development Loan Staff Committee on Monday, December 16, 1974. Also
please note ycur concurrence or objection 1s due by close of business
Thursday, December 19, 1974. If you are a voting member a poll sheet
has been enclosed for your response.
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Office of Development
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Philippines - Rural Electrification III

SUMMARY AND RECOMMENDATIONS

1. Borrower-Beneficiary - the Government of the Republic of the Philippines
(GOP) will be the Borrower. The Bxecuting Agencies will be (a) the National
Electrification Administration (NEA), an autonomous public corporation created
for the purpose of developing and implementing a national plan to bring
electric service to all segments of rural Philippines, and (b) a number of
rural electric cooperatives which will be the ultimate beneficiaries.

2, Loan
a. Amount: Not to exceed $20,000,000.

b. Terms: The Government of the Philippines will rppay the loan within
40 years, including a ten year grace period. Interest will be
27 annually during the grace period and 3% thereafter.

The CGO? will make the loan available to the NEA or the same terms
as A.I.D.'s loan to the GOP but the loan will be denominated in pesos
and the maintenance of value risk will be borne by the GOP.

. NEA wiil relend the proceads of the loan to qualifying rural
electric cooperatives on their standard sub-loan terms:

(1) For distribution cooperatives - 3% interest, 30 year regpayment
including 5 year grace perlod on principal and ianterest.

(2) For self-generating cooperatives — 27 interest 35 years
including 5 year grace period on principal and interest.

(3) Local Zost Financing. The sub-projects financed under this
loan have an estimated local cost equivalent of $16.0 million. All of
the local costs will ve financed by the GOP and the loan will be utilized
for solely foreign exchenge costs of goods and services.

3. Background

Tt ~ ~roposed lozn 15 tne third in a series of A.I.D. loans to the GOP
for reic.ding through NEA to individual electric cooperatives. With the
proposed loan, A.I.D. assistance cto NEA will total $58 million in devzlopment
loan funds and $2.3 million in graant assistance for institutional development.

Assistance to the GOP power sector dates from A.i.D. financing cf a
nationwide power survey in 1965 and in addition to the ]pang igeatified
above also include two pllot electric cooperative projects funded in 1967
(with development loans of $3.4 million), loan financed feasibility studies
>f $650,000, and a $3.2 million FY 73 loan to the National Power Corporation
for backbone transmission facilities on the Southern Luzon.
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A.I.D.'s assistance is being provided in the context of a multilateral
assistance program to the power sector initiated at the consultative group
meeting in Parit¢ in 1971. Under the agreed program IBRD, ADB, and other
bilateral donors have concentrated their lending on the substantial capital
requirements of central station generation and high voltage transmission
requirements to build a nation-wide G and T network. A.I.D. has concentrated
its assistance on distributlion systems within the tural areas and through
the electric cooperative mechanism.

Progress under previous A.I.D. loans has been satisfactory. The two
pilot coop's funded in 1967 are completed and in commerical operatiom.
Funds provided under the initial $20.0 million package (loans 027 and 028)
have been committed against procurement contracts and the coops are in
various stages of constructjon. Funds provided under loan T-034 (June 1974)
are in an advanced state of committment - approximately $8.5 million has been
plated againsc procurement contracts and the balance 1s expected to be fully
committed by February or March of 1975.

As of COctober 31, 1974 the NEA had 27 electric ccoperatives in various
stages of energization and operation. 153,618 homes were served or en
estimated population of 1,034.000. Many of these operating systems arc coop's
resulting from takeover and revitalization of unsatisfactory operatirg private
systems or systems coustructed utilizing excess equipment and incountry
available materials.

4. Project Description: The project consists of the construction of additional
power distribuction facilities within the framework of the GOP program for
netional rural electrificacion., It is anticipated that the ean wvaler: of up
to 12 new coupegetive systems can be developed as a rsesult of this lcaa.
Commodities procured under this loan may also be used to complete or expand
cooperative systems initiated under earlier loans and/or consolidate aand
improve franchnised systems converted to cooperatives under the national wural
clectrification program. This project will be a continuation and expaasion

of the progrum partially financed by loans 492~H-027, 492-H~028 and &£92-T-034.
At the ead of the project ic is anticipated that operating electric
cooperatlive will number approximately 52 , including those financed
wuder carvlicr AID loans and those resulting frow conversion and expansion

oi tormer private franchise systems.

Tne project wiii zlse provide for the utilization of loan procceds for
continuation of U.S. technical assistance to NEA, the individual electric
cooperatives and private Fil:ipino engileers and contractors. Those services -
will be extended through coatinuation of contracts with (a) Stanley Consultants-
providing enginecring sesvices and (b) the National Rural Electric Cooperatives

Associaticn (NRECA) providing assistance in organization znd managemeat of the
individual eleciric cooperatives.



5. Project Justification

a. Goal - The goal of the project is to assist the GOP to further the
welfare of the people in the rural areas of the Philippines by improving
economic and social conditions through the provision of continuous, dependable
and economic electric service on a self supporting basis.

b. Purpose - The purposes of the project are to (1) further the institutional
development of the rural electric sector by developing and strengthening the
capability of (a) NEA, (b) the individual electric cooperative assisted by
the loan, (c) supporting institutional capacity in the private engineering
consulting and contracting firms and (2) agsigt in the ©rganization and i
construction of approximatley 12 new rural electric cooperatives and partially o
assist in the expausion and upgrading of a number of existing rural electric A
cooperatives. i

¢, Place in the GOP Prioriries: The proposed loan will assist the GOP in
the attainment of a number of its development objectives set forth in its
current 4 year plan. Specifically the project will (1) assist the GOP reach
its power sector objectives by extending electric power to a portion of the
70% of the Philippine population now in the rural areas and without electric
service. The extension of such service through electric cooperative supplements
the larger GOP investment targets of developing a nationwide system of central
station generaticn and related high voltage transmission facilities currently
being assisted by various other donors.(2) Assist the GOP in its overall
program objective of promoting development in the rural areas through (%e
promotion of improved agricultural output and small scale commerfcal/industrial
development in the rural areas, thereby supporting both the achievement of
food self-sufficiency for the Philippines and increased income and employment
opportunities for the agricultural and non agricultural segments of the
rural Philippines.

d, Place of A.I.D. Priorities: The project is consistent with A,I.D.'s
congressional mandate to assist the poor majority in the developing countries.
Specifically the project falls within the provisions of Section 103 of the
FAA (Food and Nutivition) which includes rural electrification as an example
of the activities congress intends A.I.D. to finance thereunder.

The project is also consistent with A.I.D. program objectives for the
Philippines set forth in the FY 76 FBS. As set forth in the FBS, AID's program
in the Philippines focuses on two broad sector categories - population and
health; and food, nutrition, and rural development. The rural electrification
program supports long-term development in the rural areas by (a) improving
the standard of living among the rural population (b) supporting the development
and expansion of ccoperatives as a vehicle for development within the rural
areas and (c) by providing direct service to both the farm and small commercial/
industrial activities.

The program it also complementedby related AID priority projects such
as rural roads, small scale pump irrigation, integrated area development programs
and related programs aimed at increased production and improved processing
and marketing of agricultural products.
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707% of

e, Beneficiaries. the Philippine populace is currantly without
reliable and economical power and the rural areas targeted under the GOP's
long-term rural electric program also include 12 of the 15 nmillion persons
in the Philippires falling within the lowest 40% income bracket. While the
proposed program will only extend service to a portion of the rural population
it will further the institutional development at the national and local
government levels necessary for nationwide extension of these services.
The project will specifically provide service co an estimated 12 new
cooperatives with average customer connections of 10,000 per coop, approximately
120,000 customers or 720,000 direct beneficiaries. Since direct beneficiaries
include farms, agro—industries and small-scale industries, indirect nenefits
in the form or improved and morc economic services and increased employment
opportunity will accrue to portions of the rural population not directly served
by the eliectric systems either because they are outside the service area or
because they are below the thr:shold income level for connection to the coop
system.

Much aduitional survey and evaluation work needs to be done to butier
demonstrate the detailed impact of electrifitation on the rural areas secved.
Programs to assist the GOP in this cbjective are continuing and will wve
expanded with the implementation of the proposed Lcan as discussed in the
text of this project paper.

6. Pruject Costs and Financing Arcangements: The $20.0 milli AID loan

1s being made aveidable as line of credit to NEA for the forei.m exchange

costs of nccessary commodities and services to develop the coops. The

wol' will {dnance all of tne local currency requirements. Whi. loatribution

is currently estimated to be $16 miilion equivalent. Commitments and disburse-
5 by year under the loan are estimated as follows $1,000,000

.

nenc

1L/COM CY 75 CY 76 CYy 77
Commicments $15.0 55.0
Disbursemc ats $10.0 $10.0
7. Other tooooes of Financing: Tnis loan is in partial response to the

.S, Government's pledge, first made on the occassion of Coasultative Grour
meeting in Pavis in April, 1971 to participate in a multilateral effort to
ass1s. the COP effort by developing its electric power seccor. The 1IBRD,

ADB aad oitaers donovws are committed to assist with other aspects of the total
power program, (l.e., generation and transmission), and are presently working
with NPC on additional loans to support this sector.

The Export~import Bank has advised A.L.D. that it 1s not interested in financing
this project.

8. Country Team Views: The Country Team views this project as being a key
element of §SAID/Philippines' current program, emphasizing the GOP's effort to
develop the rural/agricultural scctor, and accordingly recommends early
authorization of the proposed loan,

9.Issues: See-Section 5 of the paper.

10. Statutory Criteria: All statutory criteria have been satisfied (See
Annex 12),




11. Recommendations: Authorization of a loan to the Republic of the
Philippines to finance the foreign exchange costs of goods and services
for the project as set forth in the draft loan authorization attached as
Annex 15 is recommended.

CAPITAL ASSISTANCZ COMMITTEE MEMBERS

USAID
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Loan Officer Thomas E. Johnson
Engineer Harrison L. Baker
Program Officer Raymond Cohen
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Loan Officer Laurunce W. Bond
Engineer Ray Stokely
Attorney Stephen R. Tisa
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PART II - The Project

Section 1.A Mun_d

The Philippine Government is in the process of developing a com-
prehensive strategy for rural development which it plans to present
to the Consultative Group at the CG Paris meeting scheduled for
December, 19T4. Over the past two years, the total program for
Philippine rural development has received increasing emphasis and
allocations of government investments as well as contributions from
A,I.D. and other donor agencies.

The A.I.D. assisted national rural electrification program is
an integral component within the Philippine Government's couprehen-
sive strategy for rural developmernt. This is clearly articulated
in the GOP's loan application letter requesting additional A.I.D.
development loan assistance (see Annex 12 ). Other components of
the comprehensive rural development strategy include substantially
increased amounts of funding made available for rural credit, Govern-
ment sponsored integrated production programs such as Masagana 99,
greatly expanded agricultural credit for fertilizer and other input
needs of rice and corn farmers, development of local government
eapabilities in plenning and implementation of infrastructure facil-
ities, a complex of programs in new irrigation facility development
and a key new program oriented towerd small scale industry for which
a $30 million IBRD loan is in ‘the final stages of development. In
many of these activities A.I.D. is playing a leading and catalytic
role. That the comprehensive strategy is wurking is partially demon-
strated by the remarkable recovery from the disastrous floods of 1972
and the record achievement in agricultural production achieved in
1973-Th ana expected in 19T4/1975.

The long-term favorable impact of the rural electrification com-
ponent on the economic, social and political development of the rural
areas will result from (a) improving the standard of electric services
to the rurel population, (b) prcviding a base for follow-on activities
in small scale industry, pump irrigation, etc., and (c) supporting the
development and acceptance of cooperatives as one vehicle for promoting
development in the provincial areas.

The place of the rural electrification program in the Government's
national development effort is enunciated in the current Philippine
Government "Four-Year Development Plan FY 19T4-TT" as follows:

"One of the top priority projects of the government is the total
electrification of the whole country. In the rural areas, the aim is
to provide the power needs essential to increase the productivity in
poth agricuiture and industrial activities. This will be done by
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enhancing the benefits of irrigetion and farm mechanization as well
as by promoting the development of small end medium scale industries
in the rural sector. Obviously, these programmed activities pre-
suppose the availability of economical and continuous electric power
in these areas, Likewise, providing electricity for lighting and
household appliances will also contribute to raising the welfare of
the rural population in terms of conveniences and comfort relative
to social devslopment, particularly to education and health,

"Consequently, with the view that, ultimately, rural development
will be enhanced by the availability of economical and reliable
electric power, the present rural electrification program becomes
basically important to the new agrarian reform program."

The rural development aims of the GOP's Four-Year Development
Plan, therefore, may be seen to closely parallel the intent of the
U.3. Congress as expressed in the Foreign Assistance Act of 1973 and
subsequent appropriations.

The Philippine rural electrification program is distinguished
from rural electrification efforts in a number of LDC's (which essen-
tially sre based on extensions of operating profit motivated public
utilities) in that it is national in scope, is utilizing the cooperative
as the the vehicle for implementation and as in the paralli.l U. S.
experience, relies heavily in the early years on extremely concessional
soft-term lending to establish firmly the cooperatives' financial via-
bility.

Rural electrification has definite social implications as well as
economic which are also important in the Philippine overall develop-
mental strategy. For many decades the Philippines was one of those
areas of the world where the gap between the weelthy few and the mul-
titude of the poor was highly visible. Narrowly held ownership of
land and the facilities of production exacerbated the contrast and
posed threats to stability and progress.

Formation of rural electric cooperatives is one of the steps being
taken by the Philippine government to reduce the socio-economic im-
balance. Part of the successful amelioration come:s from providing
more job opportunities and higher income in the barrios and rural towns.
This hopefully will mitigate the trend of migration to Manila and other
urban centers and could consecguently lessen the impact of the squatter
problem. Of great importance in tke long run is the opportunity through
successful member-owned electric cooperatives for rural people ir low-
income levels to own some portion of the economic structure. Accustomed
to exploitation, thousands of people now-and millions later - are learn-
ing the responsibilities and enjoying the benefits of shared services
through local cooperative ownership and control. By particirating in the
electric cocperative, by learning to speak up at local meetings, by vol-
unteering for committee assignments, by acquiring through their own
initiative plus government assistance a taste of better living,

e e e e




more and more barrio folk will gain same measure of self-coniidence

and experience in practical rather than theoretical democracy. The

effect on the political future may be as significant as the effect |
on the econcmy. -

The NEA had earlier set short term targets of completing at
. least one cooperative backbone system in each of the T2 Philippine
provinces by 1977 end having 100 cooperative systems operational
serving 1,400 municipalities by 1980. More recent projections based
\ . on actual experience to date, indicate that the practical capacity
' of NFA is to complete the backbone cooperative systems for each pro-
vince by 1982. The total estimated funding requirements through 1982 |
for the Phase I program is $237 million equivalent of which $111 million !
represents the foreign exchange requirement. Upon completion of the
Phase I program (funding thru FY 1977, physical completion FY 1982),
USATID believes NEA should be a technically viable and experienced
institution and that the riral electric cooperative movement will have
been sufficiently proven to maintain its own momentum thus warranting
the phase out of the AID technical and financial assistance. However,
concessional lending on terms similar to AID bilateral loans and/or
a large measure of direct government subsidy will continue to be
required if the national goal of total electrification is to be achieved.
UBAID strongly believes this goal is most likely to be achieved if AID
continues to participate in & multilateral program of development of the
power needs in which IBRD, ADB and other donor loans are used for ex-
pansion of power generation and transmission systems and AID continues
through at least FY 1977 to support distribution of power to the rural
areas and farms via locally owned and managed cooperatives. If this
program is effected, it is estimated that loan funding by the IBRD, ADB
and other cources for power generation and transmission will total
slightly over $1 Billion during the Phase I period (1971-197T) when AID
will be direcuving its support for local power distribution via cooper-
atives.

T e

The proposed $20 million loan will leave a $41 million foreign
exchange requirsment at current prices to complete the backbone system
for at least one cooperative in each province to be completed under
Phase I. The Mission has recommended AID financing of this near term
requirement in FY 76 and FY 77. AID/W has taken issue with this
approach and has requested USAID consideration of AID phase out of
‘ assistance following this loan. This will be addressed further in the
" DAP presentation and review. f

‘ ; The foreign exchange requirement to expand Phase I to meet the B
rapidly growing expansion of these backbone systems for nationwide
coverage, the Philippine long-term goal, will require an estimated
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additional $1.6 Billion by 1994. USAID anticipated that beginning
in about 1978 the Philippine government will either be in position
to meet these foreign exchange costs or will turn to the IBRD and
other internatinnal financine for their needs.

Local cost to Pnilippine domestic revenue to complete Phase I
will be a dollar equivalent of $120 million. Additional local
costs to provide nationwide coverage by 1994 will be an estimated
peso equivalent of $1.3 Billion.



I.B, History

AID is assisting with electrification of the Philippines where 70%
of the people, mostly in rural areas, are presently without electric service.
Rural electrification in the Philippines prior to AID participation consisted
primarily of short-line extensions to the country side from a small number
of municipal and privately owned systems operating in the larger towns.

An AID-tinanced ''National Electric Power Tndustry Survey" in 1965
recommended the initiation of a program tc determine if the introduction
of electricity into rural areas of the Philippines was a practicable under-
taking. To develop this program, AID provided funding for a team from the
National Rural Electric Cooperative Association (NRECA) to develop feasibility
studies for two pilot rural electric cooperatives. NRECA was chosen for this
effort because of its extensive background of electric cooperative experience
in the United States.

The NRECA/AID Team surveyed 20 possible sites and finally selected for
the two pilot proiect areas, Victorias-Manapla-Cadiz, In Negrns Occildental
(VRESCO) and Misamis Oriental, on Mindanao Island (MORESCO), for preparation
of full feasibility studies. Upon acceptance of the feasibility studies in
June 1968, the Government oi the Philippines acting through the Electrification
Administration made loans totaling P6.6 million for conscruction of MORESCO and
VRESCO, Two simultaneous AID development loans totaling $3.4 million were pro-
vided to finance the foreign exchange costs of engineering scivices, design
and rconstruction of the two prototype rural electric cooperatives. At the
same time AID »r - vided an additional 3$350,000 in :asibility Study loan funds
for a team of NRECA consultants to generate feasibiiity studies as the basis
for a follow-on national program of rural electrification through cooperatives.

In Fiscal Year 1972, AID authorlzed two loans and a grant to essist the
Philippines program for rural z2lectrification. Loan 492-4-027, dated November
15, 1971, authorized $600,000 to provide consulting engineering services to
assist NEA in develosing its in-nouse capabilities for reviewing the work of
architectural and engineering (A&E) firms, construction work, feasibility
studies and tihe preparation ot procurement bid packages. The services of
the U.S. A&E were also to be made available to the local A&E {irms and to
the cooperatives as required.

Loan 492-H--028, dated *ay 2, 1972, provided 19.4 million dollars in
foreign exchange for ofishore procurement of materials and hardware, for ac-
quisition of excess property and to continue the consulting engineering serv-
ices beyond the two years funded out of Loan 492-H-027.
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PROP Ne, 492-11-220-248, dated April 14, 1972, programmed $2.3
million to continue the institutional development assistance by NRECA
through Fiscal Year 1976. This grant assistance is being provided to
NEA at the natlonal level and to the rural electric cooperatives at the
local level. /

Assistance was also provided to NPC for an island wide planning -
study of Mindanao under Loan 492-H-023 - (Feasibility Studies) to develop
a grid system to provide central station generation and transmission of
power from the low cost hydro electric site at Lake Lanao to urban centers -
and the major electric cooperative sites slated for development on Mindanao.
I'inancing of the G and T program developed by the study has been undertaken
by ADB whichk provided loans of $41 million in 1971, ADB is currently pro-
cessing a follow-on loan for additional generation.

In addition AID Loan 492-H-032 provides financing for an expanded
69 KW transmission network extending through the provinces of Camarines
Sur, Albay and Sorsogon in the Bicol Peninsula - thereby extending power
brought to the area by the IBRD financed 230 KWV lines and providing a
base for initiation of electric distribution projects within the area..
This loan complements both the loans to NEA for distribution coopes and
the current planning effort at area development in the Bicol area financed
under an AID approved grant project in FY 73.

In June 1974 a second major development loan was completed (492-T-034)
adding $18,000,000 to finance additional goods and services following the
same procedures established in the earlier loans.

C. Progress under previous AID Loans

The original rural electrification project funding plan called for
the construction of up to 36 rural electric cooperative systems. AID
allocated a total of $20M in loan funds for goods and service plus 35 pillion
in the form of technical services and excess property. The Philippine
Government pledged the balance of the original $92 million program from
Japanese Reparations, PL 480 generated pesos, and local currency from
national budget revenues,

As of October 1, 1974 $19.4 million of AID loan funds (492-E-028),
FY 72) to be used for commndities was contracted and the remaining $600,000
(492-H-027) has been used to fund the contract with U.S. engineering firm
Stanley Consultants, Inc.

Progress under the second rural electrification loan (492-T-034
FY 74), amounts to a continuation and expansion of activities under previous
loans. As of November 1, 1974 about $8 million of this $18 M loan had been
committed for procurement of conductor and another $600,000 had been ear-
marked to support the continuation of the services of Stanley Consultants for .
another two years. The balance of the funds available under 492-T-034 FY 74 |
will be used to support IFB No. 4 scheduled for issuance by December 15, 1974.
Letters of Credit for the full amount of loan 492-T-034 FY 74 will be issued
before February 1, 1975.
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NFA has made an impressive beginning in its quest for nationwide
electrification. By October 1, 1974, 54 systems had been registered and
loan agreements totaling P721M had been concluded. Over 160,600 co-
operative members are now recelving electric service from 27 coopera-
tives considered to be In an operating status. This is estimated to
provide electric power directly to over one million people. Further
detalls of program accomplishments are set forth in Annex 2.

D. Relationship to Philippine Programs

1. Power Sector Development

Historically the responsibility for supplying =lectric servi:e
in the Philippines has been divided among private, Muncipal and Govern-
ment entities. The National Power Corporation (NPC), a Government cor-
poration, has teen functioning since before World War IT and today has
an extensive generation and transmission system on the islands of Luzon
and Mindanao. It also operates a few small isolated diesel and hydro-
electric systems at several places throughout the islands. NPC sells
power at wholesale to franchise holders and to a few large industrial
loads.

Manila Ulectric Company (MFRALCO) is the wmost significant electric
utility in the Philippines. This privatelv-financed companv operates large
generation and distribution faciiities in the Greater Manila area, and
accounts for ahout two-thirds of the Philippine retail sales. Over 00
small municipal and private franchise holders are op=raving in the Pailip=-
pines, but most cof these are supplying less than 24-hour service. Ilectric
cooperatives, which are just coming into the power scene, make up about 5%
of the electric utility business.

Developnent of the Power Sector prios to 1970 was on a pilecenicai
basis and poorly coordinated. In 1970 and 1971 a consultative iroup headed
by the World »unk reached asreement with the Philippine Government roncern-—
ing power sector cupport., The IBND agreea to fund an orceriy program oif
generation and transmission facilities for NPC in Luzon while the A: .
Davelopment Bank agreed to supnort similar facilities in Mindanao. AID
participated in the plan by allocating funds for the development of e¢lectric
cooperatives which woula distribute power furniched Zrom the NPC grid and
othei generation sources to thie rural consSumers.

.t

Ocher bilaterudl donors are undericslng aa increasing role in power
sector develonment - again ifocusing on the aaijior capitcl requirements for
generation. France recently conciuded a supplier's credit loan at approxi-
mately $20,000,030 to %PC for 5,600 {w generztors Half of these urnits will
support electric coops and the balance wili be available to private utili-~
ties in the secondary cities. A key aspect of the program is the encourag-
ing approach bv NEA, NPC and the private uti'..iies to the undertaking of
Jjoint generating projects. These programs will provide larger and more
economical diesel generation to all parties and they provide the oaly hope



for the provision of economical electrification to the dispersed load
centers throughout the numerous island groups in the Visayas where con=-
struction of backbone grid systems is not currently feasible.

With the advent of Martial Law in September 1972, the Government
elected to shoulder all responsibilities for future large scale generation
and transmission systems including the MERALCO system. Plans are now
underway for NPC to add geothermal power facilities at two locations on
Luzon and to investigate similar possibilities in Leyte and other areas.
Hydro—-electriec facilities are being developed and expanded in Luzon and
Mindanao. NPC is now in the final stages of plans to place orders for a
600 MW nuclear unit which is scheduled for initial operation in 1984,
Several small generating plans of up to 5 MW each will continue to be
added by private operators and by cooperatives until loads are developed
sufficiently to support larger installation.

Future power supply efforts in the Philippines will be directed
toward full utilization of hydro-electric and geothermal sources with
NPC being the implementing agency. NPC is now embarking on an extensive
program to develop all non-petroleum fired generation such as hydro,
geothermal and nuclear, and utilization of domestic coal reserves for
power production.

Wherever possible, NPC will be the primary source of wholesale power
and rural electric cooperative systems will be scheduled for completion
to coincide with the completion of the NPC grid facilities. Use of the
earlier planned 1000-1500 KW diesel generators will be reduced and limited
to very high priority areas isolated from other available sources of power.

The most current estimates for the Philippines Power sector are set
forth in the Nov. 7, 1974 IBRD economic report. These estimates cover
revised GOP investment priorities and financial requirements for the power
sector and reflect a reevaluation by the GOP of its power requirements in
light of recent developments within the world energy picture. Under this
program Lhe capital investments required to follow through on developments,
including hydro, geothermal and nuclear plants, will reach nearly $270 m'1lion
over the 1974-1977 period. This comprises approximately 41% of the govern-
ment's infrastructure program during this period.

The 1974 sixth power loan from the World Bank($61 million) will finance
transmission system expansion and the 100 MW hydro unit at Pantabangan Dam in
Central Luzon.
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parts of che power sector and other priority sector requivements
sensihbly be unaertaken.

initlully on a iow cosc "core' o
returns - is

both the managemenc talens .-d capital resources within the

-q -

The NEA proerram for rural electrification -over this period com=

prise less than _% of the proposed investments in the power sector.
Taken in conjuncrion with existing plant investments in power (which was
heavily focused on and major urban areas) - the electric program will be
less tha 10% of power sector Ynvestment - whereas it is targeted toward
70% of the population.
fication will be required in the future if the rural sector is to catch

up with the rapidly expanding use and requirements for investment in the
urban sector.

Substantially larger investments in rural electri-

As an illustration of these requirements, USAID and the NEA have pro-

jected the demand for capital in the rural electrification program through

1995 ~ the NFA target date for nationwide coverage with electric power.
(Page 10 ).

While it is doubtiul that NFA will be able to sustain such an expanded

program, the tasks at hand are obviously erronous, even on a reduced in-
vestment scale.

that must receive priority attention are as follows:

Some of the key aspects of such an investment program

(1) Development of an expanded-multiluceral support for the rural
electrification phase of the power program if even partial invest-
ment goals are to be reached,

(2) Financial management oi the electric coops and ratce =chedules
for rural systems musc be set with a focus of generaciy. .
amount of internally generaced funds for System expalslon . .ol
capital formation by the coows themselves. If 207 of new capital
requirements couia be generated, internally generated funds could
provide between $10 and $30 million year - progressively between
1980 and 1v95.

<O mum

(3) 2n ongoing evaiuacrion of rural elecerification insritutioralized

within the GOP itself - must be undertaken ro provide COP planrers
with meaningiul data on actual social and economice

Lenelits achieved
so that ailocation of scarce capital betweer voral erectyical, ocher

can

(4) Ceosraphical aisparsion »f dind.vidual operaiing coons - based
system wirh the highest economic
esuencial o provide a basis for tie developaent of

rural

dreas necewsary Lo support the program, To the extent that these
functicns are unauely shifced back to
program will incrcasingly fall short of potential accomp

Lue central government, thea
iishments.
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(5) The current reliance of the external manufacture and financing

of commodity requirements (currently 55% of program requirements)

must be reduced as rapidly as possible. Increased in country
manufacture reduces foreign exchange drain, spreads the available
external capital, and most importantly provides a substantial market
for incountry manufacture with a large employment potential throughout
the country. This concern also extends to the imported incountry
trade offs for manufacture and supply of consumer and industrial

goods that will develop as a result of increased power availability
throughout the country.
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D.2. Project Beneficlaries - Income and imployment; Relationship to
Agriculture and Small Industry Programs

The goal of thils project, in supporting the COP national rural
electrification program, is to further the welfare of the people in the
rural arecas and to increase income and employment opportunities in the
rural arecas hy making electric power avaeilable at reasonsble rates for
both household amenities and incresased production.

Tmrplicit in this goal statement is the fact that the beneficiaries
of the project will fall into two distinet but not necessarily mutually
exclusive categories (1) those directly benefiting from the project by
means of direct access to the electric service introduced into the project
area and (2) the indirect beneficiaries who will over the longer run
participate in the increased income and employment opportunities that will
be created in the rural area. It is anticipated that the indirect
beneficiaries will include a portion of the lower income population who
may not yet be able to affcrd electric service or who do not receive direct
service because they reside outside the immediate scrvice area of the
electric coop.

Since the inception of the rural electrification program in the
Philippines, the govermment nas made it gbund8ntly clear that they were
not prepared to support rural electrification 1if the benefits were cssentially
improved services to the connected customers, The overriding objectlve is
the utilization of electric power to promote productive enterprise:s; «ith
the attendent creation of increased income and employment.

a. Bettino

The Pnilippine econcmy, as other LDC's, has been characterized

as a "dual" economy with a rapidly growing modern sector concentreted
besically in the greater Manile area and to a lesser extent in secondary
urtan areas such as Cebu. With the exception of extractive incustries and
certein agriculiural activitigs gueh as sugar, growth within the econony
has centered i these areas. avestrents in electric powsr to date have
neaV¢lJ concentreted on servica to these areas and the majority of the <07

the ?hillnpine popuwlation served has been within these wreos. The
reqa“nlnb 705 wno are the lorng-ter: curget beneficiarien of rwral
electrific-~lon reside in the rural arewc and srell municipalities,

Tt 1s withir tihece areas tnay the voverty problew within the
Philippines is the grestest. 12 o ghe 15 rillion #ilipinos .ho [all within
the lower 407 income bracket residc in the rural area. “he geographical
distributiczn ci' this population is set out in the tablc n page 12a

extracted from the IBZAD economic report and vased cn the 1971 houszhold
statistics. A location map of the individual regions is also included on

page 12b.
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Regional Population Distribution, Family Income
and Distribution of the Bottom 40 Percent in 1971

1971 Distribution of Bottom 40%
Population Family Income (Pesos) of Families
Region (mid-year) No. of
People
(million) % Mean Median C/B (X)(Millions) 2 D/A (1)
A B C D

Philippines - Total 37.92 100.0 3736 2454  65.7 15.17 100.0  40.0

~

Northern Luzon 3.39 B.9 2890 1741 60.2 1.87 12,4  55.2
Ilocos 1.87 4.9 3299 1813  55.0 0.98 6.5 52.4
Cagayan Valley 1.52 4.0 2390 1652  69.1 0.89 5.9 ~38.6

Central Luzon 6.68 17.6 4895 3556 72.7 1.61 10.6  24.1
City of Manila 1.40 3.7 7785 5202 66.8 0.10 C.6 7.1
Central Luzon 5.28 13.9 4127 3116 75.6 1.51 106.0 28.6

Southern Luzon 10.16 26.8 3868 2034 68.1 3.81 25.00 37.5
Southern ’J'agalo;:—-/--él 7.12 18.8 4332 2960 68.3 2,25 14.7 31.6
Bicol 3.04 8.0 2784 1874 67.3 1.56 10.3 51.3

Visayas 9.38 24,8 251§ 1930  68.5 4.68 36.¢< 49.9
Western Visayas 3.86 10,2 3206 2332 72.7  1.50 9.5  38.¢
Eastern Visavas 5.52 14.6 2548 1651 64.8 3.18 21.0 57.6

Mindanao ' 8.31 21.9 3382 2411 71.3  3.20 21,1 38,5
NE Mindanao 3.14 8.3 3062 2186 71.4 1.36 9.0 43.3
SW Mindanao 5.17 13.6 35577 2549 71.3 1.84 12,1 35.6

Source: (a} Population - by interpoiating 1970 Census data.

(b) Mifavres, Tito A. and I. C. Belarwino, ''Some Notes on the Scuices
of Iucome Disparities aprong Philippines Families," Journal of
Philippine Statistics, Vol., 24, No. 4, 4th quarter 1973, P xv-xxii.
(c) Distribution of bottom 40 percent of families based on mission
calculations using the 1977 household income-expenditure
survey data.

/a  Includes part of the Greater Manila Area.
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Creating non-agricultural employment opportunities in the rural
areas 1is therefore g key objective of the Philippine government. Rurel
electrification is g key ingredient in the cop brogram to create the
supporting infrastructure to sustain such a program. It is insufficient
of and by itself, but other supporting programs to facilitate the pro-
ductive use of the bovwer are under development.

As & footnote to the employment aspect, the rural clectric program
will create & number of direct employment opportunities within the COOpE
themselves end in the expansion of the activities of the construction
industry necessary for expansion of the systews. In addition increased
employment opportunities will be created by developing markets for
electrical goods and other materials necessary for the construction
Phase and Ly creating markets for increased consumer and industrial goods
resulting from the expanded access to electric service,

¢. Income and Agriculture

The sotential impact on increasea income from rural electrification
projects is more far reaching than its direct impact on employment.
While creating new non-fearm employment will help the income distribution
problem, rural electrification 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 employment generation - it does provide the main opportunity for
increasing rural incomes. This is illustrated by the fact that wliile
agriculture will absorb directly only 25% of the new labor force, it con-
stituted in 1970 549 of the labor force and the major portion of the
population in the lower income brackets.

kural electrification will directly support the agricultural sector
in two respects (1) facilitating introduction of new small scale electric
pumping projects and (2) supporting agro industrial development such as
rice milling, drying and storage, food preservation and processing,
poultry breeding, ete.

NFA has actively pursued punp irrigation projects in conjwiction
with the National Irrigation Association (NIA), the Development Academy
of the Philippines (DAP, and the Provincial Development Assistance Program
(PDAE). The resulting p . BISA Phase I program currently has
broposed preojects under development in 11 provinces, e.g. Ilocos Norte,!
Capiz, Pampanga, Abra, lanao del Sur, Isabela, Ia Inion, "amarinee sur,
Tloilo and Taguna. 1In toto these projects will cover 22797 hectares and
serve 14,856 farm families. Phase IT will cover 12,900 hectares end
serve 6,450 farm families. Expansion potential is substantial as
indicated in the IBRD Ag Sector survey of 1972 with 385,000 hectares of
Dpotential pump irrigation nationwide, The two largest blocks of which
fall in the lowest income areas of the Eastern Visages and Southern and
Western Mindanao (approximately 150,000 ha).

Self-sufficiency of rice is estimated to require 300,000 ha of
newly irrigated land between 1975 and 1980,

BISA - Barrio irrigation Service Association
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Pump irrigation also provides substantial benefits to the
electric coop since this constitutes a large load block and one that
can be served during off-peak periods, thereby improving the coops'
load factor and thereby generating incremental income without equivalent
incremental ceapital investment.

An expanded pilot pump irrigation effort is under review for AID
financing in Lanao del Sur for possible FY 76 financing.

d. Small Scale Industry Program

In order to achieve the income redistribution to aid employmernt
generation within the rural areas as set forth in GOP plans, it will be
necessary for the GOP to marshall an expanded program of assistance to
promote regional dispersal of industry and support to small scale
industries. As noted above electric power is a key ingredient in the
basic infrastvructure required to support such a program,

USAID and a variety of other donors has been working with the GOP
on this problem and the December Th consultative group will review 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.

As noted in this report there are 332,000 workers in industrial
establishments w.th 20 or more workers. 156,000 of these workers are
employed in the pgreater Manila area and another 100,000 in other parvs of
Luzon. Only 76,000 zre located in the Visayes and Mindanao.

Significently nearly one million workers or 71, of the manufucturing
labor force is engaged in establishments of under 5 persons. Statisties
on this group are not totally reliable, but the IBRL estimates that there
is reasonsble regional distribution of the small industry groupinz.

These Tactors cleurly indicate the substantial potential for
employment genevation througii promotion of small scale industries in
general and the aesireabllity of geographical dispersion of larger
establishments which will creste opportunities for small ccale maaufacture
geared to subcontracting and service of the larger industries.

Lagad on the work now comvleted on this program;, the IBED is now
finalizing a /30 million loan to the GOP to wmromote regional dispersion

and suppore to small scale industries. One component of this loan is g
$2.5 million sub-ailocation of funds to support expansion of the co-
operative handicraft and cottage industries program developed by HEA under
its power use program. e current status of this program ic more fully
discussed in Section 2F » I3RD support of this program within two years
of its initiation is a real eredit to NEA's efforts to date.
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A second major aspect of the IBRD/GOP effort is a regional
development program based on small industry promotion in the Northern
Mindenao arz=a. This program will focus on the provinces of Bukidnon,
lanao del Sur and Misamis Oriental. NEA has operating coop in Misamis
Oriental and Laneo del Sur and scheduled coops in the other two
provinces to be financed under AID loans. The population of this area is
2.0 millicn or 57 of the Philippine population. 100,000 people live in
the urban center of Cagayan de Oro and Iliga. The majority of the
balance live in rurel areas where electric service, 1f it 1s provided,
will need to be supplied by electric coops. The program is under tne
direction of the Board of Investments and will focus on agro-baserd and labor
intensive small industries. Thus NEA's early coop efforts are already
complementing the GOP's overall effort to disperse the benefits of its
economic development program.

Based on results in the Northern Mindaneo area - the GOP wiil -
extend the program to other selected ereas.

Summaxry

The major thrust of the rural electrificatlon program in the eyes
of the COP conbinues to be that of a necessary component of a long
overdue program to create increased employment opportunities in the
heretofore neglected rural areas of the Philippines. The GOP recognizes
both the role that availability of electric power can play in promoting
improved agricultural yield through irrigation, related expansion of
agro-industrial development and most importantly in the crecatica of
non-agricultural job opportunities aecessary for apsorption of the
excess lobor force that will Te generated in the rural areas in the
near future. The program will, we hope, help emeleoriate rural urban
migration with its enormous problems.

In this context, and in consideration of the promising progress
in launching related programs in small scale industries, the Project
Committee believes tne program is on track and wiil over the long run
assist in improving the well-being of the poor wajority of the
population consistent with AID's congressional mandate.
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E. Philippine Fconomic Performance and Debt, Service Capacity

With a mejor economic stabilization program inifialcd in Februury
1970, which included devaluation of the peso, the 30p positicn improved
censiderably and a small surplus was realized in 1970 and 1971. ‘ihe
capital account, however, continued to be under pressure due 'o heavy
repayment of short and medium-term debt, Performance in 1972, while not
all favorable, resulted in an overall BOP surplus of $94 million.
Developments auring 1973 were unprecedented. GNP growth is officially
estimared at 10 percent, compared to 4.1 percent in 1972.  The B0O? sukplus
amounted to 3671 million due mainly to large trade surplus which in turn
was a result primarily of unprecedentedly high export prices. Merchandise
exports are 70 percent higher than in 1972. Investment growth accelerated
in 1973 reflceting increased business confidence and the salutary effects
of investment incentives, Investment growth was also Tacilitated by
greatly improved domestic savings efforts. In 1973, however, the economy
had to cope with a major inflation which worsened during the second half
of the year and reached an annual rate of Lo%. This was caused by excess
liquidity, domestic food shortages and imported inflation.

Srovih prospects in 197k and beyond ezre cabstantially lece optimistic
in view ¢ the abrupt reversal of the terms of trade by mid-1974. 1t is

estimated that the ternms of trade will decline about 237 in 1973 und 1974
to a level thut prevailed in 2.

-]
\O

Growth nrospects for the Pnilippine econony are corresponcingly
diminished ana estimated Gyp growth for 197k is 79.

e GOP has taken edvantage of the recens export boom to improve
its externcl webt structure. External debt service to €Xpory receipts has
been reduced to 157 in 1974, This improvement is a welcome change from
the 27% ratic in 1971.

However the reversal of the term of trade are estimated to result
in & trade deficit of 600 million in 1975, Given this detericration in
the external sector, the GOP will require capital inflows of 7,2k illion
in 1975 and 1976 i7 the government's growth targets arve not - be recuaced,
Direct irvestients, trade finance ard medium and long-term loans will
account or much of this requirement - Hovever, a resource gap of 1180
million is zs3timated ia 1974 gnd ~L1o rillion in 1975. Ta the event

this gap is not filled by external wmzdium anc lormg-cerm credit socurces

the COP will either have to resort to shors-tern torrovwing or reduce
growth targets, Tesort to short-ternm oorrowing would reduce net

reserves to negligible levels by 1976,

Annex 9 provides a more detailed econcmic summary.



SECTION 2- Project Analysis

A. Borrower and Implementing Agencies

1. Borrower

The Borrower for the proposed loan will be the Government of the
Philippines through the National Economic and Development authority. In
applying for the loan, the following assurances have been given:

a. The GOP will provide local currency and other resources as may
be required to enable the National Electrification Administration to implement

the electrification program on a timely basis.

b. Th- GOP will absorb any "maiatenance of foreign exchange value"
risks in behalf of NEA and the rural eleciric cooperatives.

The GOP plans to provide the loan proceeds to NEA on the same terms
as the AID loan.

2. National Ejectrification Administratdon

The implemeanting agency for the overall project will be the National
Electrification Auministratioi. (NEA, wnich was established in 1969 under the
provisions of R.A. 6038 and reurgunized and expanded December 1, 1973 in
accordance with Presidential Decree No. 269 dated August 6, 1973.

Tne powers of NEA arve vested in a Board of Acministrators headed by
Mr. Ramon Ravanzo who 1s also General Manager c. che National Power Corporation.
Ocher members of the Board are General Ceferino Carreon, who heads several
agencies related te che communiication industry, Jaime Laya, Deputy Director
of the National Lcenomie and Development Authority, and Dean Alfredo Juinio,
Administrator of the National Irrigation Administration.

Tne Administrator oi NEA, Col., Pedro G. Dumol has .wa.lzd the agency
since July 1970, +The Administrator is assisted by three Deputies who ia
turn .upervise seven direcrerates cover:tay all NEA functions. See NEa's current
orgaulzation charc page _ 18a . As of November 1974 NEA had 400 employees.
As NEA's progrem uas progressed, Agency competeunce has developed most rapidly
in functional arcas wnere program demands have becn the greateat. Competence
in the areas of training, cooperacive formation, and feasibility studies
developed early. Luginearing computence borh within NEA and within the related
local consulting firms has also now wdvanced to a aigh level oI competence
along with related experience in materials procurement.

Material handling and warchousing are now a prime area of focus and
recent progress has been excellent with the assistance of outside comnsultants.

Contracting, construction management, finance and evaluation are -still
areas of deficiency and consulting assistance will focus increasingly on
these areas as the program progresses and as these functional specialties
become program coastraints. To address these areas of concern, AID has
provided, or is programming, specific technical assistance ove: and above
the ongoing assistance being provided by the long term consultants - Stanly

and NRECA,
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Two months of consulting assistance was provided by an AID consultant
who undertook (in conjunction with NEA, USAID, the individual coops,
consultants and private engineering firms) a detailed field inspection of
major construction work accomplished to date. This review covered in some
cases a pole by pole review of work completed to date and resulted in an
detailed program for improvement of construction and construction supervision
of coops.

The same consultant assisted the updated existing and potential contracting
capabilities in the private sector. This was both to provide a supporting
analysis of contracting capability to undertake this loan and to assist
NEA expand participation of the private sector.

A financial analysist form the NESA Bureau is now on TDY in Manila
to undertake a comprehensive review with NEA of revisions of the financial
reporting and management of NEA's portfolio. In conjunction with this
exercise a review of the performance of NEA's feasibility study section
will be undertaken in insure that actual operating results from existing
coops are systematically fed back into the feasibility studies; thereby allowing
periodic revision and updating at feasibility studies based on actual field
experience.

Discussions with NEA since the last loan approval in June of this year
has also concentrated on development of a nucleus within NEA for continuirg
evaluation of the impact of the electric cooperatives in the rural areas.

A new evaluation unit is being formed within the Department of Finance and
Franchises to work on this proplem. The head of this unit was brought to

the U.S. this fall as a participant and spent two weeks with key officilals

at the World Bank who have been undertaking a two year evaluation of rural
electrification projects in preparation of a major IBRD entry into this field
as an active d..or. The World Bank has offered to cooperate with NEA in the
evaluation of their program and the development of a permanent in-house NEA
capacity to continue this function.

In the overall, the project committee believes NEA': institutional
progress since the first AID loan has been remarkable. Deficiencias still
exist but will be haudled through the continued provision of consulting
assistance during the project implementation.

The annual balance sheet for NEA and explanatory information dated
June 30, 1974 and attached hereto as Annex 4 shows total assets of $296 nillion
have been paid in the form of capital stock and capital surplus. Subscribed
but uppaid capital stock as of June 30, 1974 is $860 million of which $48&2
million represents peso proceeds appropriated from general revenue or otherwise
providec for and to be paid in against stock subscriptions over the next three
years. This is sufficient to mpet the requirements of the on-going projects,
the activities to be covered by the proposed loan and subsequent activities.
These subscriptions will be paid to NEA as project implementation proceeds.

It should be noted that a detailed internal financial review of NEA's
operations at the present time is essentially meaningless given the large
capital lending requirements of NEA's program, the deferred earning potential
from individual coop loans, and the small base of existing coops. NEA is now
and will continue to be for the next ten years essentially a conduit for
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transfer of central government funds to the new systems.
In the second decade of NEA's existence, cppital returns from coop
loans and internal cash generation by the coops will become an increasingly

important financial aspect of the program.

3. Rural Electric Cooperatives

The sub-borrowers of NEA and individual implementing agencies will be
the rural electric cooperatives themselves. Each of these cooperatives are
non-stock, non-profit membership cooperatives organized for the sole and
specific purpose of supplying electric service on an area coverage basis.
Most of the electric coops are registered under the provisions of Chapter II
of P.D. 269, although somne cqops~are conversions of systems established under
earlier acts.

Each coop has full corparate powers required to operate as an electric
utility and may generate, transmit and distribute electric power to its
members (and non-members up to ten percent of the number of its membership).
These coops, on the average, serve a population area of 100,000 people and
an initial load of 7-7,500 customers (4 years).

The electric coops also have the authority to assist and promote power
usc through relending of NEA peso proceeds. Uses tu date have been concen-
trated on house wiring loans for low-income families and line extensions and
related costs for electric pump 1rrigation projects.

The rural electric coops are required to pay standard wholesale rates
tor power acquired from the NPC grid system. However, the coops have exemption
from taxes, duties, and fees levied by the GOP or its instrumentalities,
including income rax, franchise taxes, import duties, etc.

The develcpment of the cooperatives' management capabildties is szill
in ar early stage. NFA orovides ongoing training seminars in - .rious ifields
of system operations to strengthen cooperative management. NRECA advisors
assist the cooperatives with their operating problems and provide ;ood liaison
between the cooperatives and NEA in Manila during these early stages of
project development.

While NEA accounting records are satisfactory, the electric cooperatives
(other thah MORESCU, VRESCO and the take-over coops) -- are in the initial stages
of setting up bookkeeping procedures and accounting systems. NEA auditing
acts as a check on how the cooperatives handle their budgeting and finances.

This procedure is adequate as a transitional practice. However, utilization
of independent CPA firms is an essential requirement for the expanded coop
system. Numerous small CPA firms exist in the Philippines and with limited
training in electric coop practices, can assume this responsibility. A
program to address this problem is being developed by NEA.

In response to NEA guidelines, boards of directors of the cooperatives
submit cop.es of minutes of meetings and of policies and procedures adcpted
directly to NEA. Of the 50 cooperatives with general managers (incliuding
MORESCO and VRESCO), 23 have permanent appointments, 13 have general managers
in probationary status and the final 14 have NEA staff members on temporary
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assignment. These latter acting general managers are in recognition

of » need to strengthen the cooperative management while, at the same time,
giving NEA headquarters people direct exposure to the problems of cooperative
management. This assignment of NEA staff to varlous cooperatives on a
temporary basils also prepares them to assume the role now handled for NEA

by the NRECA cooperative advisors.
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B. Project }inancial fLspects

1. Project Capital Costs

Feasibility studies for NEA's expanded coop program have now
been completed for over TO individual systems. Design standards for
these systems are well established and based on modification of U.S.

RFA standards. The basic system approach is centered on construction

of a "core" distribution system as the first stage effort; with
expansion to outlying area as a second stage undertaking. A des
of NFA's staged approach is set forth in Annex 8 .

As NFA has gained experience in coop design - standardiz

cription

ed

material teke-offs and cost estimates have been developed and computer-

ized. The cost estimates for this loan are basedl on the estimat
typical distribution coop, e.g.:

Costs of Typical Electric Cooperative
based on recent FX procurement costs
and local contract costs - 9/1/7h

Material of type being procured

UNAEr U.Se TOAN « = o o o o o o o o o o s o o o o« o« $ 1, 250,000%
Poles and CTOSSEYTNS +» o o s o o o o s o s o o o o s o o o 151,000
Consrruction labor 15¢,000
“eadquaiters facilities (no power plant) 3€'7,000
Pngineer Services +,000
Substation 180, 0007
Coop overhead during construction 27,000
Contingencies 2C0, 000

ed or

$ 2, 400,000

*Virtually 1007 foreign exchange. All other costs
are local cur.ency. .

“he proposed development loan of $20 million, less some addivicnal

funding of U.S. comsultants, would permit construction of the equivalent
of about 12 additional electric cooperatives. It is estimated that the
GOP, through NRA, must provide gbout $14 million in direct project costs
plus another 32 million for agency costs, all in local currencics. The

agency costs include supporting funds for the two U.5. technical
assistance groups, Stanley Consultants, Inc. (engineering ) and the
National Rural Electric Cocperative Association (management).
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thus favorable and the proposed investments in these systems appears to
be justified in the context of overall GOP investment priorities and
when compared with alternative investment opportunities.

Selection criteria and supporting feasibility studies will here-
after require calculation at both discounted financial and economic
returns as a condition of qualification for AID finencing. This will be
in addition to the existing practice of calculating 10 year pro forma
financial statement. Amnex 5 provides a detailed description and
calculations on the Ilocos Norte Coop. '

D. Impact on U.S. Balance of Payments

The impact of this loan on the U.S. balence of payments should Le
favorable. Goods and services financed by the loan will be obtained from
AID Geographic Code 941 (U.S. and lower income countries). About ninety
percent of previous loan fund expenditures were for procurement from U.S.
firms with the balance supplied from Taiwan and India. It is expected
that essentially the same situation will prevail under the proposed loen.

Technical standards developed under earlier loans have been based
cssentially on U.S. design and equipment standards. The proposed Hrogram
should therefore provide a good basis for future U.S. exports to ta2
Philippines to support the substantial program expansion in rural
electrification currently contemplated by the COP. For 1977 through 1994
rural electrification investmeut requirements are estimated at $1.6 billion.
Given the current 55% import percentage, commodity export potentia’ to
the Philippines would account for $880 million over this period. Iiven
assuning a shift to greater incountry manufacture, the potential murket
for U.S. exports is great.

. Project Technical Analysis

The individual subprojects financed under this loan are relatively
wancomvlicated rural electric distribution systems., Correspondaingly there
are no complex techmical aspects of design or construction that warrant
particuler attention from an engineering design viewpoint. As noteq,
designs standards for rural electric systems have been established under
earlicr loans with the assistance of U.S. consulting engineers. These
standards are based on those developed by the U.S. Rural Electrification
Administration over the last 30 to Lo years and have been modified, when
requirad, to meet local conditions.

Computerization of material costs and quantities has been completed
so individual subproject requirements can readily be developed when basic
system design has been completed.

The major technical aspects of the program that require close review
is essentially an institutional development problem related to continued
upegrading of the technical capebilities for design, construction supervision
and construction within NEA. The four local engineering firms, local
contractors and the coops themselves a key aspect of this problem hae veen
the major focus since the first loan on developing the cepabilities of
four local ASE firms (Trens Asia, EDCOP, DECD, and Adrian Wilson) two of
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supervision. As owner of the system, the local coop does have a key role
in review and acceptance of all design and construction completed., In
this aspect they are also assisted by the NRECA advisor assigned to the coop.

The coop is responsible for 1line extensions beyond the core
system esnd for constructing line drops. This work is done by force account
for the most part. Recent field reviews of this aspect has indicated
some problems with this aspect of the program. To remedy thls problem A%l
responsibilities will ne extended to clearly cover assistance to the coops
for construction beyond the core system, Corrective meas’.ces are therefore
underway end ao major problems are anticipated in project implementation.
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F. iroject Beneficiaries

As discussed in Section I. D. the rurel electrification program
will bencfit both those segments of the population directly connected to
the coops and indirectly those benefiting from agro-industry, irrigation and
small scale industries. With completion of the 12 additional coops pro-
grammed under this third loan, a total of .52 electric coops will be
completed at least through the "core" system stege. Estimates on service
through the initial 36 coops financed under previous ATD loans, Japanese
reparations and  through teke-over systens indicates customer

connections as follows:

Date House Connectiong Population Served
Dec. 1974 180,600 1.08 million
June 1975 291,900 1.75 million
June 1976 ‘ Lok, 500 2,64 million
Potential 978,000 5.78 million

Gecoraphical dispersion of the house connection as of October

— T s ——
T

1, 1974 is as follows:
: Towns : House Conncciions
Coopierative iCovered : Lnen Jized Last Report »This Repert ylotal 3 date

1. MOLRESCO 100 10 ¢ 6,618 . €0 : 6,678
2, VRESCO i 5 5 : 11,630 55 : 11,685
3. Ilocos Norte ¢ 10 ] ¢ 2,319 : 2,319
4. Loyte i 15 13 : 9,286 787 ; 10,073
5. Surigac Sur : 5 : i : 648 202 : 851,
6. La Union 3 5 5 1,308 153 : 1,461
7. Capiz : 10 5 2,261 93 : 2,359
8. Abry Y S T 1,355 . 65 : 1,420
9. Lanao Sur Lo 17 : Ih : 1,778 : 203 : 1,961
10. Alkay 120 6 ¢ 3,894 ;152 : 4,046
11. Catunauancs : 5 : 3 : 1,744 : - : 1,744
12. Marinduque N 1 619 : Gl9
13, Canvrines Sur ¢ 11 : 1 : 355 : : 355
14, Paniaga S 1l 18,210 . 170 : 1€, 380
15. Bulecan : 5 : O P 14,047 : o 3 14,047
16. Laguna 11 11 11,508 : 11,508
17. Bataan i 6 5 i 5,734 55 : 5,789
18. Cavite : 5 5 v 17,332 : : 17,332
19, Barguct : 8 4 12,458 : : 12,455
20, o, Nucva Ecija 8 H ¢ 12,162 : 12,162
21, Iloeos Sur 23 6 3,755 : 115 : 3,870
22, Zanhowga City 1 1 : 8,147 . : 8,147
23 W. Sanar 4 1 ; 945 15 : 960
24. Occ. Mindoro 4 1 : 938 : : 938
25. 2Klan 10 1 H 1,659 : : 1,659
26. Sorsajon 13 1 : 596 : 596
27. Mirdoi¢ Oy, : 8 : 1 : 388 : 388
28. Sapang Lulay : : ¢ 1,887 ¢ TIL,887
29. Porac : 1 : 1 : .1,630 3 : 1,630
- 30. San Jose City 1 1T 2,164 : 2,164
31. Lubang 1 i 560 ; : 560
32. 6 Maxican Bos, : : : 755 : 755
Total 240 119 ‘158,687 1,927 160.¢14
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The additional 12 coops finenced under this loan are not yet
finslly selected. Ilowever, on the average these systems will serve '/,000
to 7,500 customers per system by the third year. Approximately 90,000
customers or 540,000 people. The average population within each franchlse
area is 100,000 or 1.2 million people in the 12 coop areas.

The two key factors affecting the actual percentage of scrvice
connections in thke franchise area at (a) timing and extent of extension
of service beyond the core system and (b) with service available, the
individual's dicision to connect into the system - essentially dependent
on family income characteristics.,

As indicated in the projections for the initial 36 cooperatives
shown above - June 1976 connection will constitute 2.6k million out of
5.78 million comnections or slightly under L46%. We do not xncw how many
of the unconnected customers await service access and how nary will fail
to connect due to low income status. Moreover percentage connection by
1976 will vary amongst the individual coops. NEA ectimates that In the
large conv.rsion coops on Luzon, connections will reach 85 to 907 within
the next few years. 3But these systems are o.dc: and the income levels
in the arcas high by rurel Philippine standards.

A key indicator as yelt unknown in the Pailippines is the ectual
"threshold'" level of connection, ¢.z. the income level at which people
elect to cormect if service is aveilabla ™ ggtinmutes the tnreshold
household income at approximately$350.* IBRD tudies in Latin America
indicate the level around $500. These figures combined with I.2A's
estimate of up to 90% potential connection in coop areas would confirm the
indication that the "core" system approach of necessity first serves the
more denscly populated areas where average Ilncome is higher. Over the
long run - increased costs of extending systems izzo the less dencely
populated srca may be as mucia of a constraint to direct szarvice a: income
status. Fowever both Factors go hand in hand and there is no féc.ible
way of starting on the low end of the spectrum,

As discussed in the section on evaluatica, this aspect warrants
and will receive particuwlar attention as the new systems come into

operation oan a commercial scale.

Residential Consumers

The pattern of household consumption in rural homes anpears similar
in the 7hilippines to patterns that have evolved in Ilatin America. IDRL
analysis in L.A. slows housercla consumption of power as a percentagc of
income and by use of povwer as rollows,

* Based on survey data of three MORESCO municipalities.

Municipalities ) Low _Income High Income
Alubijid Pesos 209 Pesos 1,5@¢ per month
El Salvador Pesos 2¢¢@ Pesos 1,2¢¢ per month

Languindingan Pesos 14@ Pesos 1,0@¥ per month
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Relation between Househbld Income and Expenditure on Electricity

. Per Annual
COSTS : US$ Family ocapita  cost <
Comec- Appli- Elec- Annual income family family
Applisnce tion 2/ ances  tricity Total 3/ (mean) _ income __ income
Lights (1) - 13 2 6 9 h30 172 2
L+ Iren (I) 18 15 § 15 550 90 24
L+I+Refrig. (R) 18 270 22 8. 850 0 10% L/
L+I+TV 18 2o 10 62 1,000 205 6%
L+I+R+TV 18 600 4o 160 2,300 320 7% LW/

1/ Sources El Salvador Studys

2/ Inciudes housswiring.

3/ Using 20% swwily on connections and appliances.

L/ Rafrigeratol sales often used to augment family iﬁcome by unaqcertainable

amountas; family inccas is probably undercstimated.

Statistics on correlavion between family income and cost of power
utilized have not heen generated by NtA. Tndication of utilization in the
home nowever are similar as indicated by statistics irom the MORESCO coop
as of 12/7::

Tt Number ¢ of Counections
Connections 5,895 100
Tights 5,895 100
mlectric irons L3 12,517
Phonograyis 413 7%
kefrigerator/freezer 583 9.9%

The pattern of consumption therefore appears gimilar. Lighting is the Tirst
and most extensive home use, electric ircns are the next priority use, then
Tnod preservation and finally home entertainment.
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Agriculture Agro Industry, and Small Scale Industry

While small farmer will also be residential consumer of the
coops, the main productive use of electricity currently programmed
for Parmer benefit 1s small electric pump jirrigation. The following
teble indicates programs currently in the development phase by NEA:

JUNEBISEEENE . e e,

Status ol BISA Prwyram (Phasc 1)

No. ull Farwers Area Covered Fistual
Coop Covered in Has. Area .Served

1. Ilocos Norte 1,281 1,102 50
2. la Union 1,353 2,490 440
3, Capiz 3,070 5,380 115

4, Abra 1,096 1,835
5, Lanaoc Sur : . - 690 1,032 112

6., Iloilo. : 1,316 1,729

7. Cam. Sur/Albay 1,300 - 2,680
8. Isabela : : 1,770 : 2,988 100
9, Pampanga 2,276 2,502 176

10, Laguna ‘ 634 725

11, Cavite 100 270
Total 14,856 _f22,793 993

2
,.;.'.______—-—'———'———-" N
Phase 1I

1. Antique 1,000 2,000

2. Cagayan : 1,000 2,000

3. Davao Norte 50 1,500

4, leyte ' 950 1,900

5. Mindoro Occ. 500 1,000

6. Pangasinan <. 1,250 . 2,500

7. Cuezon 500 1,000

8. Sorscgon 500 1,000

Total 6,450 12 900
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As the above teble indicates the proposed brogrem under development
will bring irrigation to 21,306 farm families or a farm population of

approximately at 127,836.
so the program is still in its early stages.
program in the Lanao del Sur area is under consideration for AID

financing in FY 76 if funds are avallable.

Small Industry

Only 993 were served as of October 1, 197k
An expanded pilot

The small industry program promoted by NEA's power use division.
12 projects are under develomment or operating as follows:

Location
1. Albay
2. Pampanga
3. ILa Union
L., Bulacan
5. Capiz
6. Aklen
7. Laguna
8. ueva Ecija
9. Albay
10, Lanau Del Sur
1. Albay
12, Tlocos Sur

Products

Fibercraft
Bamboo craft
Woodcraft "
Embroidiery o
Garments "
Fibercraft "
Fmbroidery garments under development
Bamboocraft

Rataan Craft

Woodenn furniture

Metal craft

Metal craft

Tobacco curing

Partiel operation
"

Potential

Employment

300
212
219
179
300

The proposed IBRD $30 million loan for dispersion of industry and
small scale industry development will provide $2.5 million to the GOP for
support and expansion of this program.

The above programs are those directly initiated by NEA's pover
use division. Numerous other applications are expected to develop
spontaneously or with the assistance of the COP's new thrust at snell
scale industry and agro-industry program.

Data is not currently available on these applications.
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Project Environmental Aspects

The project, as a rurel electrification project limited to the
construction of electrical distribution networks and house connections,
with no large power plante has limited potentlal for significant adverse
cnvironmental effects, The few excess alescl generators to be installed
with AID assistance are not sufficient to materially affect the environment.
The potential for these effects is addressed below.

Short-term effects are essentially those effects imposed on the
environment during the construction stages of the project. Since 2onstruc-
tion activities will be limited to the installation of poles ard wire in
rural areas, no significant adverse impact is anticipated other than removal
of trees on the 15-20 foot distribution line easements. Ixisting physical
land characteristics and foliage will be little disturbed and there will be
little chance of affecting native ecological systems.

To the rural homeowners, the project will bring electric powzr for
better lighting and for permitting use of appliances, such as refrigerators,
irons, washing machines, etec., all of which will contribute %o a bHetter
quality of life for the rural people. Refrigerators, in particular, pro-
viding cold storage to prevent spoilage of Tood as well ac providing £ly-
free storage of food, will assist greatly in protecting tac ncalth of rural
peoples.

Part of the economic justification of the project is the pet atial
for stimulation of industries and for pumped irrigatiocan.

The industry to be generated is expect:d to be cottage-type individu-
ally small in size and relatively widely dispersed with little putential for
adverse pollution of air, land or weter. The largmer energy conswaing and
polluting tyne of industries have located and will continue to locate in
areas where there is a large source of cheap hydro-power. Riectris rates
in the rural clectrification zones under this loan will not be atsractive
to the larger power-consuming industries.

the pumped-irrigation projects that might come Zoto Delng ws oo resadt
of this rural electrification do have environmental implications vhat should
be addrecsed. However, since the envirommental impact from thes. future
irrigation projects is so site-specific, each such project siouid e
investigated for cavironmental impact at thet poirt in fature tis: when the
individual project is planned.

sational regourczs irreversibly committed auring the inplemezntation of
the project are iimited to lands in rural areas thab will serve ac a rirht-
of-way of' uistribution lines. The land arca thus committed will concist
of long, narrow strips of land that could be actually exploited for agricul-
tural purposes between poles.

"~ Annex 11 includes the full environmental discussion.
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H. Role of Women

The Philippines is one of the developing countries where women are
already actively involved both in the political process and the country's
development efforts. Women are highly educated and play a key role in the
professional community of both the public and private sector.

In the case of the Rural Electrification program women have assumed
an active role in both NEA and the Coops. At NEA's level women hold key
positions such as head of public relations, head of the construction division,
Chief Office of the Corporation Auditor and a number of more junior professional
positions.

At the Coop level women play an active role as members of the Board of
Directors of many coops, ane one acting Coop General Manager is a womaa.
Again, women also hold a number of key positions at the junior professional
level within the Coops.

Based on USAID review of the policies and practices of NEA and the
Coops, it is apparent that women are provided access to professioneal
employment at all levels of the Rural Electrification program based on nerit
and their professional qualification.

The project Coumittee does not believe any particular coaditions need be
applied to this loan to enhance the role of women in the program.
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Section 3 - Project Implementation

A, Luplementation Plan

1. Sumary

As in the case of the earlier Rural Electrification Loans primary
responsibility for implementation of this loan will rest with NEA, drawing
upon the technicel assiatance of NRECA and Stanley Consultants. Procure-
ment of commoditles will be initlated in advence of the completion of final
system design. Procurement will be against a standard bill of materials.
Commodities received will either be warehoused in the Manila area or at -
coop site warehouses as appropriate. NEA is rapidly gaining experience in
the administration of & large and detailed procurement program under the
able guidance of a materials/warehouse specialist from Stanley Corsultants.
The availability of large quantities of material and equipment required
to construct the systems of the electric cooperatives now permits rapid
completion of systems once a construction contract is signed.

2. Procurement

Cormodities to be procured under this loan are essentially the
same as procured under previcus loans. Stanc. rd IFE

The standardization of designs for cooperative owned systems at the 13.2

and 69 KV levels has permitted NHA cowplete flexibility in adjusting quantity
orders to rit the nceds of the system once it is designed.

Warehouse and storege facilities wi Sangley 2oint near Manile which
have been in use since 1971 have been augmented by three warchouses in the
Port Area in Manila., Pursuvant to sgreement with National Power Cort.oration,
the property owners, NEA assisted by Stanley, now operates these Monila
warehouse units az a receiving and trans-shioneat point. Commodities
arriving from overscas are checked, coded anc wssignea their next destina-
tion, Most of the incoming stock goes directly to storase fecilities which
have been constructed at the cooperative headquarters sites. Wher:z the
incoming items are not yet required atb the coastraction site, they are
consigned to the Sangley holding area until required on the oroject.

3. Selcction of cooperative sivec

At the present tims over 75 site: aave been selected and 51
cooperatives are organized waich iz more than enough to absorb the material
and equipment to be procured with the proceeds of previous loans as well as
the proposed loan., Tne actuval cooperatives o be constructed will be
selected from the list of ccuperatives in the Electrification group marked,
"(- Eligible for ATD loan 492-T-03% and FY 1975 proposed loan" shown in
Annex 2, As indicated in the amnex, feasibiiity studies and cesign work
for this group has been undertaken by the Philippine A% firms.

AID review and approval of coop selection essentially will Tollow
the procedures adopted for loan 492-7-03Lk, Certification by WPA and
Stanley Consultants will continue to be required before any .. funded
material and equipment is delivered to a cooperative for 1ts systen,

L. Planning procedures for cooperative implenentation




Previcusly, NEA, assisted by Stanley and NRECA,. had performed all
planning functions for the rurael electrification program. The timing for
A&E services, procurement, construction and acministrative staffing wes
carried on by NEA on behalf of the cooperatives. With continued develop-
ment occurrin: at the cooperative level, NEA has determined that the
cooperatives are now in a position to prepare their own work plans which
will govern their future development.

The work plen scheme was introduced on Awust 19, 1974 when the
first group of seven cooperatives met at NEA headquarters aad were
instructed by NEA and the consultants on how the work plens were to be-r
prepared, This was continued during the next five days, with the remaining
13 cooperatives in the northern part of the Philippines perticipating. A
similar program was held on September 2-3 in Cebu where 16 cooperatives
from the Visayas and Mindenso were in attendance. A total of 36 coopera-
tives participated in these sessions, including all those that are in
operation or are about to embark on their first construction phase. Select
members of the NEA's staff, representing the A&E Division, Construction and
Accounting, worked with the cooperatives as they prepared the first drafts
of their plans.

The sessions were enthusiastically recelved and produced some
excellent cooperative-prepared plans for system development und steaff
expansion. The prepared plans have been reviewed by Nud, comnents on
stafi{ing proposals have been completed, and material und egrlwment re-
quired to meet the system coustruction objectives of these p.uns kas been
allocated.

Other coomeratives, ia addition to the 36 cooperatives 1n these
first plenning sessions, will be incluced to future planning sessilong.

This oxercise renresents a major shift in emphasiz at NEA. The
initial group of cooperatives is now considered sufficient’;r mature to
begin to exercise good judgment and A is Tostoring viie ciooage. LA will

contirue to monitor 21l activities including the engineering, comstruction,
fincacicl s porconnel managesent aceivitics of the ccoveratives, but wili
become more of & reviewer than a dozr in achtual cooperative irplerentation

as tire goes on. The only area whiclk VEA will be more or less totally
involred for a longer period of vime will be i procurement, excert for

poles and crossarms, which the cooperacives have already usdertaken.

5. :pnstruction

constructicn i1s movins Qorvvard at an aceeptable pace vuf will
bear ~loce scruting to assure compliance with RTA establikhed Ctanderdie.
The loan will permit the eguivalent of up to 12 cooperatives to be
constructed waich ia itself should be no particuler burden for the
constructicn capability of the Thilippines. What rust be watched care-
fully is the country's abiility to supply coastruction and Aul fleld ex-
pertise to carry om construction work on 21 systems at any oane time as
indicated in Aanex 6. NEA, assisted by Stanlcy. 1s stepplng up its
training of A&E field persomnel in order tc meet this nve challenge.
Construction cf backbone facilities will be by competicive award to
local contractors. In some isolated locations constructicii may be done
by force account or the Philippines Army Engineers, 1f contractors are
not available. Construction of facilities for thiis phase is relatively
unsophisticated and availability of contractors is not considered to be
& problen,
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Philippine wood poles are being used exclusively for the needs of
all the cooperatives. NBMA has acted to counteract inflating prices for
local timber with the assistance of the cooperatives themselves. Contracts
have been made with smell logging concerns, in addition to larger suppliers.
for pole supply end, in some instances, cooperatives have obtained timbering
licenses for selective cutting for:pole procurement only. In these cases
the cooperatives arrange for heuling to and from treatment plants. Poles
are now being processed at the rate of about 3,000 per month,

The construction will normally consist of a step-down substation
(69KV-13.2/7.6), three-phase lines, and e limited amount of single-phase
lines., The construction contractor will be required to build substations,
set the poles, string line and set transformers; line drops and house
wiring will be handled by the coops. The proposed schedule calls for a
minimm of 12 months for completion of & system Being constructed by
contract.

The NEA has prequalified a total of 1 firms for construction of
electrical distribution lines and power plants and 31 for headquarter
facilities. Consultant Farl Clark interviewed 17 representative firms in
Manila qualified to do line construction and 16 of them exprassed their
intention to submit bids on NEA projects. Ammex ¢ includes a "List
of Contractors” showing the contractors Prequalified by NFA as well s
contractors considered qualified and/or active in the electrification pro-
gram by the four A4 firms in the rural electrification program. ‘he
list also identifies those firms interviewed by Mr, Clark. Mr. F.C.
Gonzalez, V.P. of Romago Electric Co. and & member of the Philippine
Contractors Association stated that since other work available to contractors
in the Philippines is slowing down, he expects large contractors who have
shown no previous interest in rural electrification will also begin to
bid. NEA plans to interview several firms on the "List of Contractors"
with the view of increasing the number of prequalified bidders.

In view of the above information it appears that there is an
adequate number of interested contractors to permit implementation of -
the major portion of the backbone rural electrification projects by contract
rather than by force account.

Tables showing the current status of all rural electrification
construction projects are contained in pages 3 and 4 of this Annex 6 .

Construction of secondary end service lines will be accomnlished
by force account by cooperative personnel. This procudure was followed on
one of the AID-financed pilot projects and resulted in satisfactory con-
struction. Theamount of work involved can be performed by the cooperatives
regular staff and completed in a timely menner to permit orderly energizing
of the systems, -
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6. Pipeline Analysis and Implementation Schedules,

implementation Procedures for NEA and AID actions leading-up to dis-
bursement of fundsg are now well developed, a substantial lead time was
required to reach this Stage - particularly ag it related to implementation
of AID's first Loan - 028. & nipeline analysis of the three loans would
therefore show low disbursements at this time., This aspect of the project
was carefully reviewed during project Preparation and the pProject committee
has concluded that all three loang will complete disbursement within three
years of completion of conditions precedent. Thus the Projects will conform
to the limits Currently set forth in Pp 57.

Particular notation is made of the high rate of shipment of commodities
under Loan 028 1in recent months. For example October deliveries of

loan in cYy 77.

Annex 10 provide a more detailed schedule of fund disbursements and
commodity shipment schedules,
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B. Implementation Schedule

1. Loan Authorization _ December 31, 1974
2. Loan agreement negotiated and signed January 15, 1974
"3. Conditions precedent to opening first
Letter of Commitment met March 15, 1975
4. Evaluation Plan due AID/W ' Aprii 15, 1975
5. approval first bid package March 1975
6. First procurement award August 1975
7. First delivery of materials March 1976
8. Begin construction utilizing Rural .
Electrification III commoditieg June 1976
9. Completion utilization R.E. III“éommodities
for core system construction. June 1978.
C. Evaluation

1. Technical

_As discussed earlier in the text, an evaluation of coop conetruction
was completed in September and October by an AID consultant, Earl Clark.
This review covered actual field visits to coop construction completed
to date and the performance related thereto by NEA, the local coop, the
Philippine A&E's and local contractors. A substantial number of deficiencies
were noted during this inspection and corrective measures are being
instituted to insure improved construction and supervision thereof.

No major design deficiencies have been noted to date. Design
aspects are monitored on a continuing basis by Stanley Consultants who
reviews all technical work by the local A&E firms on behalf of NEA and
also directly assists NEA in its engineering.

A follow-on evaluation - again by Mr, Clark is tentatively
scheduled for spring 1974. Periodic reviews thereafter will be undertaken
as required. Mr. Clark is a recently retired AID engineer, who was project
engineer on the prior AID loans. He therefore is well acquainted with the
Philippines and the on-going program. In the past Mr, Clark worked for
REA, and also was managing partner in this own design firm - specializing in
design of rural electric systems and construction supervision,

2. Tinancial

Operating financial data from individual coops 1s just now
being developed as takeover and new coops are beginning to serve a sub-
stantial population load. USAID has therefore decided it is timely to
undertake a comprehensive review of NEA financial reporting and monitoring
procedures. Mike Speers, a senior financial analyst from the NESA Bureau
is now in Manila to begin a joint review of the financial aspects of both
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operations and those of the individual coops. This review is partially
discussed in Section B2  of the paper. Mr. Speers is accompanied by
the project loan officer, Mr. Bond, who will participate in the review.

The on-going review will focus on coop financial reporting systems,
audit capability, utilization of financial reports in upgrading feasibility
preparation and coop financial projections, and rate policy as it relates
both to coop performance and generation of capital for financing system
expansion and/or to supplement NEA capital availabilities,

Attention will be given to computer applications for financial
management of both NEA as a development bank, feasibility study work and
preparation of annual and long-term projections for the individual coops.

Based on the above review, a follnw-on program will be recommended
for further review and/or implementation of the recommendations. '

3. NEA Evaluation Unit

NEA has now established a new evaluation unit within 1its
organization. Chief of this unit will be N. Bulatau, who's background is
economics and finance. Bulatau has completed an orientation program in
Washington-with the IBRD public utilities personnel who undertook IBRD's
evaluation of rural electrification experiences in Ecuador and who
developed the IBRD's initial policy paper on Rural Electrification
(See IBRD ~ Issues in Rural Electrification - July 1974)., Mr. Bulatau
also reviewed with the Bank currently unpublished studies on the economic
and social iwmpact of rural electrification projects,

The objective of Mr. Bulatau's orientatton and the creation of the
new evaluation unit, is to develop for NEA Board consideration and approval
the scope and objectives of NEA's evaluation policy so that evaluation can
be institutionalized with NEA itself, Such a plan is required as a covenant
under Lean 034,

We d> not yet know the full evaluation scope proposed by NEA
but expect a draft plan by January 1975. For the most part we expect that
professional inputs into evaluation can be obtained within the Philippines
from private firms and academic sources as necessary to supplement NEA
staff,

NEA has also extended an invitation to IBRD staff to visit
the Philippines, review the program and assist in the evaluation phase.
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4. USAID EVALUATION

In order to bring AID's evaluation of this loan and prior AID loans
into a more comprehensive focus, USAID will prepare an updated evaluation
plan for these loans. The updated evaluation plan will include the
technical and financial reviews discussed above, NEA's own evaluation
efforts discussed in para 3 above and efforts of NRECA, Stanley Consultants,
Local A&E's etc. The consolidated evaluation plan will te keyed to a revised
and updated REog Frame which will cover all three loans approved to date.

A draft Log Frame for the Rural Electrification III loan is shown
on the following pages. Revision and expansion of the log frame, particularly
as it relates to objectively verifiable indicators, will need to be based
on completion of NEA's own evaluation plan. The target date for USAID
submission of the evaluation plan is April 1, 1975 and instruction to USAID
on the preparation of this plan will require that it be developed in the context
of AIDIO CIRC A-603 - Improved Program Design and Evaluation.



PHILIPPINES RURAL ELECTRIFICATION ITI

PROJECT
LOGICAL

DES LGN

SUMMARY
FRAMEWORK

NARRATIVFE. SIMMARY

OBJECTIVELY VERIFIABLE INDICATCRS

MEANS OF VERIFICATION

Program or Sector Goal: The Broader
Objective to Which This Project Con-
tributes:

The goal of the project is to further

the velfare of the people in the rural
areas and to increase income and employ—
ment opportunities particularly among the
lower 502 income group in the rural areas.
This goal 18 among the highest priorities
of the Government of the Philippines and
USAID.

Measures of Goal Achilevement:

(1) Increase in number of rural house-
holds electrified by 1980.

(2) Increase in employment in rural
areas by 1980.

(3) Increase in per capita purchasing
power in real terms for lower 50X income
group of rural areas by 1980.

41 (b,

LIFE OF PROJECT FROM CY75 THROUCH CYBO
TOTAL U. 5. FUNDING $20,000,000 (CY75-CY?8)
DATE PREPARED 12/7/74

IMPOFTANT ASSUMPTICNS

(1) Coop and other utility records
(2) Census and employment statistics

(3) Census and economic data

Project Purpose:

To make electric power available in selected
rural areas at reasonable rates for both
household amenities and increased production.

Conditfons That Will Indicate Project
Has Been Achieved:

End of Project Status.

(1) Approximately 12 new rural electric
coops operating satiafactorily by 1978.

(2) These coops to have an average of
7,000 - 7,500 customers each by 1980.

(3) Use of some of project inputs for
assistance to existing coops by 1978.

(1) NEA records and field observation
(2) New coop records

(3) NEA records

Outputs:

(1) Further institutional development of NEA
coops local A & E firms and construction con-
tractors.

(2) Constructed core distribution systems
connected to a, relisble source of power.

Magnitude of Outputs

(1) NEA viably handling expanded program
(1975-80).

(2) Approzimately 12 new rural electric
coops organized and core distribution
systems constructed by 1978.

(3) Additional local A & E firms pro-
viding acceptable consulting services
to coops and/or four present firms
providing better staking and inspection
services by 1975. )

(4) Construction cortracts being let to
competent firms as required. (20 Active
contracts for total program by end 1975).

(1) USAID evaluation of NEA

(2) Progress reports and field inspections
hy NRECA, Stanley and USAID

(3) Field inspections by NEA, NRECA, Local
Coops, Stanley and USALD.

(4) NEA records, Local A & E and coop super-
vision of contractors.

Inputs: Qua >4
2oputs Implementation Target {Type & ntity) AID Records
AID

$20,000,000 DL

cop

$16,000,000 Equiv. Loan to NEA

Disbursed $10m CY76, $10m CY?77, ¢ ..
for necessary imported materials

1 Overall u.s. engineering coneulting
firm to NEA on the Job full time.*

1 Overall U.S. institutional advisor to
NEA and the individual coops on the job
full time.*

Required number of local A & E firms on
Job when needed to design and supervige
construction for Individual coopa.

Required number of local contractors on

Job when needed to build individual ¢

systems. 0P

Necessary local materials as needed.

*Financed under prior grant and Prior loan.

NEA/consultant progress reports and field
observation.

Assumptions About linkage Betwean Pro-

Ject Purpose and Program-Sector Goal

{1) the people want electricity and
supplying of electricity at reasonable
cost does improve the gquality of life.

(2) making low-cost reliable electricity
available will cause a growth in agri-
cultural, commercisl and industrial
preduction and consequently job avail-
ability. Implicit is an asaumed response
by the possessors cf capital and en-
trepreneurial ability.

(3) Tncrecase in job availabilities will
result in more people in the lower 502
income group earning more in real terws.

Assumptions About Linkage Between Outputs
And Project Purpose

(1) That institutionally organizing coops
and physically conatructing core distri-
bution systems will result in viable
operating coops (with outside mansgerial
assistance) capable of connecting up in-
tended numbers of custowers and economi~
cally serving their power needs

(2) That NPC will supply powsr require-
ments as demand grows

Assumptions About Linkage Betweeo Inputs
And Outputs

(1) Time lag between contract avards and
delivery of imported equipment to Phil-
ippines will not stretch out much mors
than present.

(2) Local materials and services will
continue to be available as required

(3) U. S. consulting services will
contimue to be avallable as required

(4) NPC will provide power supply
connections when needed.
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Section 4. Conditions and Covenants

Since this 1s the third loan to NEA, conditions precedent, covenants
and a standard three-party loan agreement between AID, the GUF and NEA
have alrecady been developed. No major modification to this format Lo
contemplated,

In addition to the AID loan agreement, a stancard NiA subloan
ogreement was developed under Ioan 028 and updated under Loan O34, This
loan agreement has been approved by AID and carries the specific terms and
conditions of A.I.D.'s loan that pertain to performance by the coops them-
selves,

As in Loans 028 and 034, a detailed Implementation Review and
Approval Procedure checklist has been developed and includes all the
specific conditions that must be met for an individual coop before AID
financed commodities are made available to the coop. This checklist
includes key items such as review and certification of the feasibility
studies by the consultants, review and certification of preliminary design,
execution of the standard subloan agreement, approved rate policy, rights
of way, requisite financing, ete,.

Consultants for the project are, as noted, on site.

There are a number of additional items currently under discussion
with NEA relating to implementation of Ioans 028, O34 and the proposed
loan. If not resolved, they may be included as CP's or covenants.

(a)‘ Follow-on field inspection of construction activity by March 1,
1975 to ascertain improvements in construction deficiencies
noted during the Sept., Oct. 1974 field review by Earl Clark,

(b) Action by NEA, including, Board policy statement if required,
to insure line construction beyond the core system is under
direct responsibility of the A&E firm,

(¢) Completion of the plan to initiate a training program for
C.P.A, firms and initiate a policy determination toc use these
firms for coop annual audits.

(d) Initiate an improvement program, if required, to correct
deficiencies and institute recommendations resulting from the
current financial management review,

(e) Expand feasibility studies to include calculation of financial
and economic internal rates of return in addition to standard
proforma financial statements.

Other terms and conditions of the prior loans will be incorporated
into the agreement as appropriate.
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Sectlon 5 -~ Issues

During the PRP review three main issues were raised in conjunction
with the proposed loen.

1.

Absorptive Capacity

Is the absorptive'capacity of NEA and particularly the local
contracting community adequate to uti'ize the additional
loan at this time?

Part of the scope of Earl Clark's TDY was to assist UCAID
evaluate the above aspects. As discussed in the text Mr.
Clerk concluded that sufficient contractors were available

to implement the program on schedule, NEA commitment of funds
against supply contracts should be completed on Loan O34 by
reb. 1, 1975. $8 million in orders have already been placed.
Absorptive capacity is considered to be adequate to implement
the proposed loan.,

Project Beneficiaries

A request was made at the PRP review to address more fully the
intended beneficiaries under this loan. This aspect is dis-
cussed in Sections I.D2 and _ op of the paper. The
discussion in the CAP covers, to the extent known at this time,
the direct and indirect beneficiaries of the loan and comple-
mentary programs by the GOP to insure employment generation
and improvement of incomes in the rural areas.

This aspect of the program will require o more detailerl ongoing
evaluation prticularly to pinpoint such items as (a) threshold
income level of connections and percent of the population who
will uwltimately be served and (b) actual creation of employment
opportunities in agro industry, agriculture and small commercial
and industrial projects in the coop areas.

Scope and Tenure of ATD Assistance

While not directly related to the decision to finance Rural
Electrification III, there was raised and, is still unresolved,
a major programming issue as to whether AID should follow on
with additionel financing for Rural Electrification projects in
the Philippines. This issue was raised also in the FBS review
(FY 76) and USAID/Manila will be addressing this issue in the
DAP due in AID/W in December.

In summary, USAID has proposed follow-on loans of 120 million
each in FY 76 and FY 7. AID/W has proposed no loan in TY 76
with either termination of AID assistance and phase-in of other
donor participation by 1977 or possibly one follow-on loan in
FY 77 if a review at that time and, funding availabilities and
other investment options so indicate,
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LOCATION AND AREA
SERVICED BY ELECTRIC
COOPERATIVES
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12.
13.
14,
15.
16.
12.
18.
19.
2C.
21.
22,
23.
24,
25.
26,
27.
28.
29.
30.
31.
32.
33.
34,
35.
36.
37.

Cooperative

MORESCO
VRESCO

"TIlocos Nerte

Leyte

surigao Sur

La Union

Capiz

Abra

Bohol

Lanao Sur

Davao Norte
Catanduanes
Talim, Rizal
Leyte Sur
Iloilo

Lanao Norte
Albay

Batangas

Quezon

Aklan

Cebu

Zamboanga Sur
Misamis Occidental
Zamboanga Norte
~ambales
Pangasinan
Negros Oriental
Antique

Cagayan

Isabela

Nueva Vizcaya
Cotabato
Cotabato Sur
Bukidnon
Marinduque
Mindoro Oriental
Canurines Sur

LEGEND

38.
39.
40,
41,
42,
43,
44,
45.
46,
47.
48,
49,
50.
S1.
52.
53.
54,
55.
56,
57.
58.
59.
60,
61,
62,
63.
64,
65,
66.
67.
68.
69,
70.
71.
72,
73.
74,
75.
76.
77.
78.
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- Cooperative

Sursogon

Sulu

Pampanga
Bulacan

Laguna

Cavicte

Lfugao

Quirino
Kalinga-Apayao
Mindoro Occidental
Benguet

Bataan

Basilan ‘
Negiros Uccidental
Nueva beija
Hashuate

Sigul jor
Suripdo Norte
Romblon
Camiguin
Palawan

Davao Oricatal
Biliran

Agusan Sur
Northern samar
Westera Samar
Lastern Samar
Tarlac

Central Pangasinan
Ilocos Sur
Misamis Uriental
So. Nueva Ecija
C...arines Norte
Zuamboanga City
Sultan Kudarat
Miguindanao
Duvao Sur
Agusan Norte
Mt. Province
Seuth Tarlac
Tawi Tawi
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f 5
Fund- | Feasi- | Co-op | arount At | Under §  Connec- |
Cooperative i;g bility Regis-~ of Lean Firm YConstruc-! “tions E;::vz:ople
o Stud tered M : 1 tion

29. Cagavan B C ’z Sk ’—2“76;4' 1 Aé{A on 1 - _— 10/1/74
30. Isabels C x 3/72 26,5 AlTA i

31. Nueva Vizcaya C X 9/72 11.9 AWIA

32, Cotabato C X 5772 20.0 AWTA
- 33. Cotabato Sur C X 5/71 21.9 AWIA
" 34. Bukidnon C X 5/72 18.4 AWIA

35. rMarinduque B % 3/73 20.4 ~ DCep 619 4,300
36, Mindoro Oriental C X 2/73 22.0 § TDCCD 388 2 200
37. Camarines Sur B x 11772 12.9 DCCD X 355 2.400
38. Sorsogon C X 1/73 14.4 DCCD 596

39. sulu C x ILER BRAS 4.100
40. Pampanga c x 12/72 7.C TAP 18,380

41. Bulacan c X 3/72 4.0 DCCD 14,047 ;Zj’—g%
42. Laguna g x 4,73 4.0 11,508 80 000
[43. cavite [ x 6/73 9.4 EDCOP N 17,332 $_121:°00
44. Ifugpao C X AWIA

45, Quirino C X

46. Kalirnca-Apavyao D X DCCD .
47. Mindoro Occidental C X 3/74 3.0 TAP x 938 . | 6,500
48. Benguet C x 10/73 2.0 TAP X 12,455

49, Bataan C x 8/73 5.5 - 5,789 ““ﬂl‘ggg__‘
50. Basilan D x

51. Negros Occidental D X

52, ‘mieva Ecija D X EDCOP

53. Masbate D X

54, Siquiior D X

55, Surigao del Norte D X

56. Romblon D X

57. Camiguin D X

58. Palawan C X _1/7e 1.0 LCCD %

59, Davao Criental D X

60. Biliran D X 7/73

61. Agusan Sur D X L

62. Northern 3amar D X

. —— . ——



and FY 1975
« Future - 20

2/ Architectural and Engineerin Firmsg

Propoged Loan - 32

=

AWIA - Adrjan Wilson Int'l,
EDCOP - Engr. Dev. co. of the Philippines
DCCD = Design, Construction, Coordination
TAP - Trang Asia of the Philippines
AFP - Armed Forces of the Philippines

(R.E. II)

and Development

- YT
Fund-~ , Feosi- Co-op Amonntg 0 e ? _ Connec~ Est. People
Corzerative ing bility Regls= joi Loan | wipg Lonscruc-y tions Served
L Estudy d overed Ly L_;’__Q N A R -4 10/1/74
63. Western Samar ] c X 2/74 L__‘"*________ F» .{QQ__mq=’ 6,500
64. Eastern Samar D X | N
65. _Tarlac C X ] ____:‘_‘*
66, Central Pangasinan C X
67. TIlocos Sur C X 1/74 2.1 TAP 3,870 27,000
68. Misamis Oriental D X .
69. So. Nueva Eci ja c X 11/73 3.0 EDCOpP 12,162 85,000
70. _Camarines Norte C X 8/74 14.2 DCCD
/1. Zamboanga City ¢ X 2/74 3.5 AWIA X 8,147 57,000
72, Sultan Kudarat D X 1 AWIA
73. Maguindanao D X AWIA
74. Davac Sur D X
75. Agusan Norte D X
J6. Mt. Province D ’ X 5/74 3.9 AWTA
77. So. Tarlac C X
78. Tawi Tawi C X
TOTAL ! 78 56 721 54 29 153,618 1,034,000
17 Funding
A. Previous AID Loans - 2 (pilot projects)
B. AID Loan 492-H-028 - py 72 (R.E, I) - 24
C. Eligible for AID Loan 492-T-034 - py 74







SCHEDULE OF OONSTRUCTION

ANNEX 2

(Kns, of Lines) 5 of-5
» {oul throu
COOUERATIVE FY 75 FY 76 | FY 77 FY 78 | FY 79 FY 80

L. MORISQO 165 30
| 2. _VRESCO 249

3, _Ilwos Norte 130 76 66 82 45 48
T___Lgm 82 84 60 59 57 57
__5. 5w igao Sur 19 10 25 42 6l 54
_ 6.__la Lnion 41 11 13 13 13 13
7. _Capiz 9l 80 37 48 _ 40 35
8, Aluo o 123 80 31 35 42 44
|9, _Lolol 102 50 22 22 36 57
10, o Sur 162 106 13 13 18 16
1. . Luvao Norte 150 100 42 26 28 24
112, _Calidanes 80 15 10 37 47 18
im.,.,.;glnm Rizal 79 3 3 3 3 3
140 _Leyle Sur 15 106 10 26 10 49
15, _Iloilo 159 100 3 72 97 76
' 16..._lanao Norte 158 121 100 56 18 17
A7 _Mbay 106 90 g4 109 82 79
A8. _Batingas 58 110 82 91 88 97
{19, . Qucson 50 - 74 90 88 116 97
[-_29- _Aklan 50 100 69 26 26 3)
L_Zl- Ccbu 50 90 23 67 52 54
| 22, _zantoanga Sur 100 59 29 29
_23.__Misimis Oce. 50 83 16 20 20
2l. _“Zambounga Norte 79 19 94 99 36
25, Zambales 113 10 11 1 23 19
26. DPargasinan 100 87 28 18 15 &
| 27, _Neqros Or. 100 106 51 22 o
| 28, _Antique 50 123 79 24 26
129, _Cagay.an 89 11 58 46 §9
30.. _l1sabela 62 37 74 65 30
P31, Nueva Vizcaya 60 14 19 24 106
32, _ Cotalato 100 100 11 3]
| 33. _Cotchato Sur 100 100 86 45
134 __Bukidnon 86 133 101 141 23
| 25, _Marinduue 52 55 54 22 24 48
; 6. Mirdora Or 50 (Y] 108 161 106
|37, __Canarines Sur 102 91 68 62 117 60
| 38, Sorsogon 50 62 82 93 -3l
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NATIONAL ELECTRIFICATION ADMINISTRATION
Statement of Income & Expenses
For Fiscal Year Ending June 30, 1974
INCOME
Uperating Income -
[nterest Income - Loans, Cooperatives P 236,360.97
Interest Income - Loans, Private Franchises 1,881,571.48
Interest Income - Loans, Municipal Systems 3,056,787.80 ¥5,174,720.25
Other Income -
Interest Income - DBP Sivings 1,095,515,02
lnterest Income ~ DBP Iund Trustee 1,694,625,31
Miscellaneous Non-Operating Income 3,162.81 2,795,303, 14
TOTAL INCOME - #7,968,023.39
EXPENSES
Operating ixpenses -
Amortizstion of Develosment Cost ¥ 120,883.83
salaries, Wages & Per Diems 2,201,169.84
‘ransportation & Travel ‘ 553,212.27
Convention, Seminar & Training Expenses 235,657.50
gent, Power & Water 481,963.89
Telepaone, Telegram & Postage 44,752,24
Depreciation Expense 27,916.13
Materials & Office Supplies Used . 189,280.47
Enployece Benefits 708,052,36
Repairs & Haintenance 61,836.81
Special Services 118,581.98
Education Grants 37,450,37
Gasoline _ 33,503.32
Miscellaneous Operating Expenses 330,528.34 P 5,144,789.35

Other kxpenses -

Amortization of Government Project Cost

14,977.05

- TOTAL EXPENSES -« 5,159,766,40

2,808,256.99

EXCESS OF INCOME OVER EXPENSES --
CERTIFIED CORRECT:
DING M, VERMUDO

Chief, Corporate Accounting
Division
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NATIONAL ELECTRIFICATION ADMINISTRATION
BALANCE SHEET
June 30, 1974
ASSEIS
Current Assets -
Cash on Hend
Carh in pank ’ 9,679.81
Cosh in Bank - UBP ¥ 57,972,264.89 28,601,482.00
Cash Ln Benk - PNO "495,363.85
Cash in Bank - Foreign 135,833,26
Cash in Treasury
DBP Pund Trustee Accounts 220:133433
NEA Trust Pund 33'332'330'72
Loans Recetvabl : e
. [} _ 8,923,702,95
Loans Receivable - Couperative | 4 423,578.61
loans Receivable - Private Franchises 3,344,575.18
Loans Recelvable - Municipal System 5,155,549,16
. Accounts Receivable - Housewiring 126
Accounts Kecelvable - Construction Clearing 4,502 6!:55.71
Due from Officers and btmployees .769147 e
Due from Government Agencies 71'25;':6
Accrued Interest Recelvable - DBP Savings 371'06 '67
Borrowers Form Inverntory 10’28;' 5
Materials and Office Supplies Inventory 29'551.30
Equipment and Materials Inventory 18 463'72 "8
Prepald Expenses ’ 8‘6 2'20
Deposit on Letters of Credit BL7'1;9'6?
. h , .
Short Term Louns Receivabdle 877,252,517
Total -
otal Curreat Assets ?152,332,331,45
Long Term Loans Recelvable ] c
Investment in Subsidiaries B 020
Property Plant and Equipmenct: 193,270.20
Land )3 25,000.00
Office FPurniture and Lquipment P 635,728.84
Less: Accwmulated Deprecistion . 119,115.18 516,613.66
Transportation Equipment ¥ 59,130.00
Leas: Accum:lated bepreciation b6 ,347.50 14,782.50
Electric Plant and Equipment ¥ 53,625.,00 :
Less: Accumulated Depreciation __6,435.00 47,190.00
Othar Property Plant & Equipment P 23,347.26
Less: Accumulated Depreciation 7,791.50 R 15,555.56

Total Property Plant and kEquipment --

Unamortized Development Cost $3,626,516,97
Less: Accumulated Amortization 120,883.83
Government Project Cost ¥ 449,311,60
Less: Accumulated Amortization 14,977.05

TOTAL ASSETS --
LIABILITIES & CAPITAL

Current Llabilities -

Accounts Payable - General ¥y 321,693.17

Retentions | uyable 1,113,882.50
Withholding Tax Payable 44,351,53
Due to Government Agencies 4,668,770
Due to Offfcers and Employees 30,845,364
Other Accrued Expenses 90,273,36
Current Liabilitjes -~ Darter System 1,009,546.50
Current Liabiifties - DBP Fund Trustee Account 29,149,556.,86
Current Liabilities - Others ’ 4,822.85

Total Current Liabllities ='

Long Term Debt
Unearned Revenue
Capital Stock

Paid In Capitsl
Retained Earnings
Donated Cupital

TOTAL LIABILITIES AND CAPITAL --

4 €19,141.72

3,505,631.14

434,336.59

¥ 293,743,459.38
- e

§ 31,769,040.00

7,305,773.40
. 122.73

140,505,911 1,04
2,808,25%6.4Y

__113,354,35 43

4 295,743,454.3)
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The Ilocos lNorte Rural Electric Cooperative

The Tlocos Norte Rural Electric Cooperative is a partially energized
and operating cooperative. Its core distribution systemis approximately
fifty percent complete. By updating costs for developing the system at
today's prices, it is representative as a hypothetical cooperative to
illustrate the financlal and economic parameters of a core distribution system,

Ilocos Norte was the first cooperative for which a detailed feasibility
study was done using the core distribution system concept and is one of the
first being developed under that concept. The cooperative also purchases
its power from the Luzon Grid of the National Power Corporation. It is thus,
in many ways, useful as an illustration for cooperatives being developed in
Luzon. At the same time, Ilocos Norte Province is on.of the slowest growing
provinces in the Philippines with the inference being that a successful coop
in TIlocos Norte 1s indicative of the viability of the program.

Ilocos Norte Province is located in the northwest tip of Luzon Island and
covers an area of 3,400 square kilometers (1,312 square miles). It has an
estimated 1974 population of 380,000 with 75 percent of the population living
in the rural areas. Cultivated land totals 54,100 hectares of which 60 per-
cent is planted to palay--rice, Other important crops are garlic, tcbacco
(the province is one of the major producers of Virginia tobacco for the
Philippine cigarette industry), sugarcane and corn.

Principal cottage industries are cloth weaving, mat weaving, pottery,
sait-making, native wine making, bamboo craft, cigar making, shellcraft,
plastic and cloth bag making, and silk culture and weaving, Potential in-
dastries on the small scale are ceramics craft, frult and vegetable proces-
sing and carpet weaving.

The terrain of Ilocos Norte is generally rugged. There are limited
areas of flat land along the coast and broken terrain inland., Settlements
are relatively small, averaging 13,000 people, and scattered. Before the
advent of rural elcctrification only 5 of 19 municipalities could say they
had electric service and only 16 percent of the population. The Ilocos Norte
Electric Cooperative will bring, within ten years, service to at least ten
municipalities and 75 percent of the population within its service area,

C. The Pilot Projects

In comparison with the MORESCO and VRESCO pilot projects, the Ilocos
Norte Rural Electric Cooperative is technically most similar to MORESCO.
Both are distribution cooperatives purchasing bulk power from an NPC grid.
However, MORESCO receives its power from the low-cost Agus River hydro-
generation as opposed to the higher cost thermal-generated power purchased
by Ilocos Norte from the Luzon Grid. VRESCO, on the other hand, is’ self-genc-
rating cooperative with much higher power costs than either MORESCO or
Ilocos Norte.

The provinces which include the service areas of all three cooperatives
are predominantly agricultural., Misamis Oriental, which includes the MORESCO
service area, however, has the greatest potential for industrial and economic
development because of its lower cost power potential,. Negros Occidental,
which includes the VRESCO service area, is planted primarily to sugar canc
and the largest part of the rural population consists of sugar cane worker:.
These workers are at the low end of the economic spectrum and the provincial
population-is economically similar to that of Ilocos Norte.
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D. Cupital Requirements for Ilocos Norte

Bagsed upon the feasibllity study using the core system concept, the
system ol the Tlocos Norte Rural Electric Cooperative wlll consist oft the
ollowing lines and equipment when the facilitles financed by the initial
loan are in service:

Three phase 7.6/13.2 %XV line 96 km,
"Vv" phase .20
Single phase ' 59
Secondary 35
Secondary underbuild 81
Services 140
Total lines 431 km,
No. of Consumers (kth year of operation) 7400

To arrive at an estimate for the cost of the Ilocos Norte system, several
assumptions (Lased on historical fact) were made to rcflect the infletionary
impact since completion in February, 1974 of the system feasibility .tudy.
The feasibility study shows foreign exchange requircments tobaling §7373,0600,
excluding meters and sutstations, and local currency requircments of
PQ,QB0,000. It is estimated that to build the system at tuday'c prices it
would require $2,100,000 for foreign exchange commodities (including meters
and substations) and P4,500,000 in local currency costs.

E. Financial Analysis

l. Terms of Debt

Tlocous Norte illustrative debt structure is shown in the financial
annexes in accord with the official NEA relending terms for NPC supplied
cooperatives., These involve capitalization of interest during the first five
years followed by repayment over 25 years. The relending interest rate is
3%. Maintenance of value on fareign exchange loans from foreign donors is
.the responsibility of the GOP and is not passed on to the individual coops.

The relending rate is & concessionary rate for the Philippines.,
It is recognized, however, that these relending rates are not the same
as are the rates of the AID loan to the GOP, It is anticipated that
the stricter terms for the cooperatives will allow NEA, in years tc
come, build up a reserve for further lending for cooperative develop-
ment before having to turn over all receipts to pay its governmental
obligations.

2. Terms for the Pilot Projects

The two pilot projects discussed in Section C above have had their
relending terms modified in this paper for purposes of comparison. These
terms were brought into line with NEA's current relending terms for all
cooperatives.



ANNEX 4
Page 3 of5

3. Table 1 below sets for th a comparison of the ertimated debt

coverage of the Jlocos Norte coop as well as those of the two pilot pro-
Jects, T

As used below, debt ccverage is cthe total ‘cash tunds avallaple Tor debt
service (both principal and interest) divided by the principal and interest
due that year. For example a Ccoverage of 2.0 times indicates that the
project is expected to generate 200% of the funds needed to meet debt
service in that year. The table indicates that the debt coverage for Ilocos
Norte is slim but adequate in the early years and becomes very satisfactory
in the eighth year and beyond as the growth in operating revenues (and

thus the rate of growth of the system) reaches its peak. The debt coverage
for the VRESCO project is not as adequate and is forecasted to become less
than adequate in the eighth year. This signals the need to re-exeming the
present rate structure for this project in light of the project's debt
burden.

TABLE 1

Comparison of Debt Coverage*

YEAR Ilocos Norte MORESCO VRESCO
1 —— 0.39 1.07
2 ——- 0.56 1.29
3 .- 1.13 2,58
L 1.31 . 1,96 3.46
5 1,04 2,22 2.00
6 1,07 1.76 1.3k
7 1.33 1.95 1.1k
8 1.86 . 2,29 1.00
9 2.72 2.78 0.86

10 3.64 3.k2 0.4s

* Assuming that MORESCO and VRESCO loans are restructured to rerlect
similar terms as for Ilocos Norte.
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4. Tables 4, 5 and 6 summarize financial internal rate of return results

for the Ilocos Norte case and that of the two pilot projects. These calculations
were performed assuming a 30 year operating life for all three projects, a two
year construction period and assumed a residual salvage value equivalent to
20% of the gross investment made during the life of the project. (Similar
calculatione were performed on the basis of a 10% salvage value. The effect
of such a reduction was marginal and such lower salvage value estimate is not
considered to be realistic give the type of project involved and the fact

that incremental investments continue relatively far into the life of the
project. The conclusion is that the higher salvage value estimate is “o be
preferred).

The significant differences in the rates of return for these three pro-
jects is attributable to the differences in the rate structures and the
differences between loan terms discussed abcve. The Ilocos Norte illustrative
case shows a financial return of 9.5% which 1s considered very favorable.

This project pays no taxes and is not intended to be a profit making institution.
Its proposed rate structure is designed to provide for servicing debt and

to generate sufficient additional funds for future capital investments. The
fact that this return is slightly below the cost of commerical money in the
Philippines is attributable to the low rate of interest on debt from NEA-and,

as mentioned above, that no provision for profit is necessary in this type

of project. 1

5. Sensitivity Analysis-Ilocos Norte. Table 1 (Statement of Source and
Application of Funds) sets out the basic sources of revenies and the principal
items of cost over a ten year period for this illustrative project. Additional
cost and operating data is provided by Table 2. The principal external variable
cost item is the cost of power purchased from the national grid. Other internal
variable cost items are O&M and general and administrative expenses. Together
these variable costs account for 63% of total costs including debt service

in the seventh year to be met from operating revenue. These variable costs

are 57% of total revenues and the cost of purchased power is 39% of total
revenues. If purchased power costs were increased by 10%, such an increase
could be absorbed by the project without requiring and increase in rates to

the consumer. An increase of 30% on the other hand would most likely require
some increase in rates. While it is difficult to judge future energy costs

for the country it is our assumption that they will not increase by as much

as 30% within the next seven years. The rates assumptions discussed in
paragtaph C above reflect the latest estimates of energy costs in the country.
Increases in either of the two intermal variable cost categories are more
directly within the control of the project. As these costs taken together
amount to less than 0% of the costs of purchased power it is deemed unlikely

These return calculations include interest in the net cash flow, thus'
if interest were higher, rates and revenues would have to be expanded to
cover this margin. In a financial sense the retugns of all three projects
are considered satisfactory as all exceed the cost of money borrowed from
NEA. : ' :
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that increases in these costs would occur in the magnitude sufficient to
require =n increase in rates. (Using the same type of analysis employed
for the cost of power, OkM and general and administrative costs would
have to increase by some 60% to force an upward revision in rates).

6. Conclusion, Based on the above analysis it is concluded that the
illustrative case built on the Ilocos Norte project reflects a satisfactory
and viable financial prospect for the project and allows for sufficient
margin to absorb reasonable cost ircreases in the future while at the same
time providing sufficient funds to support ongoing investment in the
expansion of the system,



Year

Sources:

Loan Funds
Gross Revenues
Membership Fees

TOTAL

Applications:

Cost of Power

o&M

Interest

Principal Payments
Gen'l, & Admin.
Capital Expenditures

TOTAL

Beg. Cash

+ Sources-Appl,

= Ending Cash

Funds Avail. for D.S,
TOTAL D,S.

Debt Coverage

* -Net revenues after operating expenses plus beginning cash

(1)

1,860
5Lko
15

2,415

241
66

131
1,860

2,298

ILOCOS NORTE

Pesos (000)

Statement of Sources and Application of Funds

(@)

2,868
1,102
13

3,983

483
82

210
2,868

3,673
102

291
399

(3)

1,702
1,5LL
7

3,253

660
113

306
1,702
2,781

399
465
an

(&)

1,105
1,999
5

3,109

835
119
6L
54l
348
1,105

3,598
86L
(Lok)
370
1,561
1,191

1.31

(5)

1,981
2,495
5

4,481

1,00k
153
689
561
Lo3
1,981

4,791
370
(315)
55
1,305
1,250

1.0k

(6)

2,201
3,351
9

5,561

1,320
167
739

602
Lg2
2,201
5,509
55

L1
96
1,437
1,341

1,07

(7)

2,542
4,301
10

€,853

1,665
212
796
666
279

2,5khk2
6,460

96
383

479

1,941
1,462

1.33
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(8)

2,209
5,375
7

7,591

2,050
229
843
735

)
2,209
6,708

479

876
1,355
2,933
1,578

1.86

balance before deducting principal und interest payable.

(9)

3,961
7,070
13

11,0LL

(10)

5,LL6
8,L73
13

13,932

3,100
339
1,073
889
€97
5,446

11,750

3,013
22163
5,1
7,156
1,968
3.64





















. Annex 5
ECONOMIC ANALYSIS - Ilocos Norte ) Pege 1 of 73
!

1. Introduction and Summary

This section evaluates the economic feasibility of the Ilocos
Norte sub-project and employs for this purpose the quantitative tools
of cost hencfit and internal rate of return analysis. A secon-
dary purpose of the analysis is to provide some indication of the
econouic feasibility of the other sub-projects. The results of this
economic anelysis may be assumed to indicate the lower range of the
B/C ratios and IRR's of other sub-projects since the Ilocos Norte sub-
project is located within a region less favorably endowed than others
in terms of natural resource availability. Growth of the Ilocos
regional economy over the last decade has lagged behind that of other
regions and in 1971, average annual family income in Ilocos (3,302)
was 5% lower than the national average of 3,465. It is unlikely that
this historical regional growth pattern will be reversed over the
next 10 years. Thus, the economic feasibility of a rural electri-
fication projcct in the Ilocos region may be somewhat weaker than
prcjects located in other regions.

This section also discusses some important aspects of the
Ilocos Norte sub-project which are not reflected in the B/C ratio or
the IRE, but have a bearing on its economic and social desirability.

The analysis concludes thal the Ilocos Norte project is
economically feasible. The B/C ratio is greater than one (1.29) and
the IRR of 20.32% is comparable to, if not greater than, the IRR's
of other infrastructure projects of the GOP.

2. Methodologx

For the purpose of the B/C and IRR calculations in this paper,
the benefits from the project have been defined as the projected sales
revenues and the incremental cost savings offered by central station
electricity over alternative but less efficient sources of energy
e.g. keroscnde or small diesel generators. Sales revenues measure
direct project benefits since they reflect the monetary valuation
placed on the electric service by consumers. Cost reductions from
using central stetion electricity imply an increase in net income or
profitability Tor household and business consumers.

Cost reductions from using central station electricity for
three classes of rural consumers are summarized in the following table:
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TABLE

Cost Savings from Central Station Electricity 1/

Consumer Class Present Consumption Cost Savings ( /yr)
1l. Comestic or Household 197/yr. for kerosene 142 /Household
lightening :
2. Large Commercials 2/ Minimum-sized diesel .38/KWH

motor generator sets
of 25 XW. .61/KWH

3. Pump Irrigation Diesel 10 HP and 20 HP .30/KWH
pumps .66/KWH equiv.

An average rural household spends about 12/mo. (172/yr) on
kerosene to provide lighting equivalent +to that of a 10-watt electric
bulb. In addition, other costs (primarily wick and lamp costs) are
incurred. Total annual costs of kerosene lighting amount to about 197
as against 55 for an equivalent amount of electric lighting. Annual
" household cost savings from using electricity are therefore equivalent
to 142 mulivpiied by the annual projections of household connections.

The projected commercial, industrial, and farm users of
electricity to be provided by the coop presently depend on energy
from auto-generated eleztricity or diesel and gasoline engines. By
availing pf coop-provided electricity, these users can save from .30-
.38/KWH. Total annual savings of these users are equal to their
respective annual KWH consumption multinlied by their respective
annual XWH consumption multiplied by their respective cost savings.

Demand projections for the Ilocos Norte system are shown in
Table 9. These projections are based on studies of an NRECA con-
sultant, and on previous pilot rural electrification experiences. The
projections for small commercials (which include rice mills) may be
somewhet conservative. The projections assume that of the existing:

1/ Cost reductions for other rural consumers, mainly small commercial
and industrial users (loads of less than 25 KW) and public buildings,
were not quaatified for lack of adequate data.

2/ Commercial and jindustrial users with loads equal to or greater than
25 KW. '
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460 rice mills in Ilocos Norte, only 10 would be served in the

first year, rising to 75 during the 10th Year. The existing mills

are povered by small gasoline or diesel engines, and could reelize
substantial economies by shifting to central electricity if available.

Costs are defined as the sum of: (1) initial plant invest-
ment; (2) annual capitel investment from tne lst year to 15th year
réflecting gradual plant build-up and increased system coverage; and
(3) annual power, operating and maintenarce, and general and admin-
istrative costs. The foreign exchange component accounts for approx-
imately T0% of the total investment cost. Shadow pricing of this
component was not considered necessary since under the current float-—
ing rate regime, the foreign exchange rate approximates the true
scarcity value of foreign exchange. BShadow pricing the unskilled
component of labor costs was not considered necessary because it is
a relatively small amount.

For purposes of the B/C and IRR calculations, the project
life was assumed to be 33 years. The opportunity cost of capital
used to discount the benefit and cost streams to the present was 15%.
This is the rate generally used by the IBRD and the ADB in their
project feasibility studies.

3. Results of P/Q and IRR Calculations

The B/C and IRK calculations for Ilocos Norte are shown in
Tables 6 and 7. The calculations show that the benefit cost ratio
is greater than one (1.29) and the IRR of 20%. The B/C ratio and
the IRR demoustrate that the investment in the distribution system
for Ilocos Norte appears economically feasible,

The B/C ratio and the IRR for Ilocos Norte are conservative
estimates since as noted earlier, the cost savings of small commercial
and industrial users and public buildings are not quantified, and the
demand projections for small commercial and industrial users are on
the low side.



TABLE 1

Comparative Cost Analysis of Xerosene vs., Electric Lighting;/

Kerosene Lignting Costs ( /yr )

Kero _?ne—/ 172
WICk y 8
Capital Costs 7
Total Costs/yr. - , 197
Electri¢ Lighting Costs ( /yr.)
Electrlcntyh/ 6
Incandescenb»?ylb—/ 4
Capital Costs 45
Total Costs/yr. 55
Cost Reduction/House (Z/yr.) o 1k2

Calculations assume that illumination provided by a standard
kerosene lemp (Aladdin type) is equivalent to that of a 10-watt
electric incandescent bulb. '

&

138 liters/yr. at 1.25/liter (pre-tax)

1 wick/mo. at  0.70/wick

AL

A kerosere lamp costs 35.00 and lasts for 3 years. Interest
rate asstmed at 15%.

18 KWH at  0.31/XwH

rosts 2.00 and lests for 200 days assuming 5 hours daily use.

Q

Annual depreciation of house wiring ( 250/house) equivalent to
3%. Intcrest rate assumed at 15%.

<



TABLE 2

Comparative Cost Analysis of Self-Generated Electricity
vg. Coop-Provided Electricity (Large Commercials)Ll/

Self-Generated Electricity ( /yr.)

Energy Co&tsa/ 33,780
Maintenarce A 1,125
Capital Costsd/ 9,375
Total Costs/yr. 44,280
Cost/KWH 0.61

Coop-Provided Electricity (P/yr.)

Cost/KWH 0.23

Cost Reduction ~ 629

Iarge commercials include industries with a minimum load of
25 KW.

&

g/ Operating full load for 8 hrs./day. Assumes .712 liters/KWH
and 0.65/liter (pre-tax).

A 25 XW Aiesel generator costs 37,500, Assumed depreciation
and interest rates are 10% and 15%., respectively.

&



TABLE 3
Comparative Cost Analysis of Diesel vs. Electric Pump Irrigetion

Diesel Pump Irrigation:

(a) 10 u» ( /fyr.)
Energy Costsl/ D
Capital Costsg/ 2,500
'Total Costs/yr. 7,960
Cost/KWH 0.66

(b) 20 HP ( /fyr.)
: Energy Costsi/ 10,920
Capital Costsg/ _5,000
Total Costs/yr. 15,920
Cost/KWH 0.66

Electric Pump Irrigation:

(a) 10 HP ( /yr.)
Energy CostsE/
Capital Costs/ 1,576
Total Costs/yr. 3,616
Cost/KWH 0.30

(v) 20 HP (' /yr.)
Energy Costs®/ 4,080
Capital Costsz/ 2,800
Total Costs/yr. 6?885
Cost/KWH 0.29

Cost Reduction =~ 5h%

1/ 12,000 KWH/yr. at .7 liters/KWH and  0.65/liter (pre-tax),

2/ A 10 HP and 20 HP diesel pump costs 10,000 ana 20,000, reciictively,
Appreciation and interest rates are cssumed at 10% and 15%, respectively

3/ 2L ,000 KWi/yr. at .7 liters/KWH and  0.65/liter (pre-tax),

4/ 12,000 KWH/yr. at  0.17/KWH.

5/ A 10 HP and 20 HP electric pump costs 5,250 and 9,450, respactively,

Assumed depreciation rates for the electric motor and pump are. 204 and
10%, respectively. The interest rate is assumed at 15%.

2k ,000 KWH/yr. at  0.17 KWH.

Q



"TABLE &4

ILOCOS NORTE
Pesos (000)

Cost Savings from Rurel Egectrificatioﬁ

Large . Total Cost
Year Domesticl/ Commercialsﬁ/ Irrigationi/ Savings
(0] - . - -
1 Loo Ol 73 567
2 739 233 147 1,119
3 921 356 220 1,497
b 1,049 523 294 1,866
5 1,190 667 367 2,024
6 1,434 871 L1 2,746
7 1,682 1,040 - 514 3,23€
8 1,870 1,264 588 3,70%
9 2,361 1,470 661 L,hoge
10 2,571 1,724 734 5,029
11 2,691 1,941 79 5,428
12 2,812 2,202 857 5,871
13 2,933 2,bhe1 918 6,272
14 3,053 2,681 979 6,713
15 3,17k 2,869 1,0h1 7,084
16-30 , 3,174 2,869 1,041 7,084
1/ 142 (cost savings/house) x No. of houges
2/ 0.38 (cost savings/KWH) x Total KWH/yr.
3/ ' 0.36 (cost savings/KWH) x Total KWH/yr.

PV of Cost Savings (15%) : 20,824



Total Renefite
Sales revenue
Cost savings

Domestic
Large Commercials
Irrigation

Jotal Costs

Capital costs
Current costs
Power costs
Operating and
Maintenance
General and
Administrative

Net Benefits

0 1

2

Table 5

———

PROJECTED BENEFITS AND COSTS, ILOCOS NORTE SUB~-PROJECT
(in thousand pesos)

3 4 5 6 7 8 9 10 11 12 13 14 15 16-30

- 1,107 2,221 3,041 3,865 4,719 6,097 7,537 9.097 11,562 13,502 14,812 16,237 17,741 19,267 20,836 20,836

- 540 1,102 1,544 1,999 2,495 3,351 4,301 5,375 7,070 8,473 9 384 10,366 11,469 12,554 13,752 13,752

- 567 1,119 1,497 1,866 2,224 2,746 3,236 3,722 4,492 5,029 5,428 5.871 6,272 6,713 7.084 7,084

- 400 739 921 1,049 1,190 1,434 1,682 1,870 2,361 2,571 2,691 2,812 2,933 3,053 3,174 3,17

- 94 233 356 523 667 871 1,040 1,264 1,470 1,724 1,941 2,202 2,421 2,681 2,869 2,869

- 73 147 220 294 367 441 514 588 661 734 796 857 918 979 1,041 1,041
12,109 2,298 3,673 2. 781 2.407 3,561 4,170 4,998 5.130 7,612 9,782 5,731 6,144 6,629 7,080 .7,559 6 451

12,109 1,860 2,868 1,702 1,105 1,981 2,201 2,542 2,209 3,961 5,440 1,106 1,108 1,106 1,108 1,108 -

- 438 805 1,079 1,302 1,560 1,969 2,456 2,921 3,651 4,336 4,625 5,036 2,523 5,972 6,451 6,451

- 241 483 660 835 1,004 1,320 1,665 2,050 2,537 3,100 3,276 3,635 4,006 4,393 4,799 4,799

- 66 82 113 119 153 167 212 229 293 31 390 400 454 465 477 477

- 131 240 306 348 403 482 579 642 821 897 359 1,001 1,065 1,108 1,175 1,175
=12,109 -1,191 -1,452 260 1,458 1,178 1,927 2,539 3,967 3,950 3,720 9,081 1C,093 11,112 12,187 13,277 14,385




Table 6

COMPUTATICN OF BENEFIT COST RATIC, ILOCOS NORTE SUB-PROJECT

Year Benefits

0 -

1 1,107

2 2,221

3 3,041

4 3,865

S 4,719

6 6,097

7 - 7,537

8 9,097

9 » 11,562

10 13,502

11 14,812

12 16,237
13 17,741

14 19,267

15 20,836
16-30 20,836 1/
30 10,788 2/

.1/ Assumed at same level

2/ Salvage value at 30th

Discount Factor

Costs (15%) Discounted Benefits Discounte: Costs
12,109 1.060
2,298 .870
3,673 .756
2,781 .658
2,407 .572
3,541 .497
4,170 432
4,998 .376
4,998 .326
7,612 .284
9,782 .247
5,731 .215
6,144 .187
6,629 .162
7,080 .141
7,559 .123
6,451 1/ .719
.015 :
53,770 41,804

from 16th-30th year,

year.

Benefit - Cost Ratio (15% Discount Rate) = 1.29



Table 7

COMPUTATION OF INTERNAL RATE CF RETURN, ILOCOS NORTE SUB-PROJECT

DiSjgunt Tactor Discount Factor
Year Net Benefits ’y 207, Present Valua 217% Present Value
0 -12,109 1.000 1.000
1 -1,191 .833 .826
2 =1,452 .694 .683
3 260 .579 .564
4 1,458 .482 .466
5 1,178 402 .386
6 1,927 .335 .319
7 2,539 .279 .263
8 3,967 .232 .218
9 3,950 .194 .180
10 3,720 .162 . 149
11 9,081 134 .123
12 10,093 .112 .102
13 11,112 .093 .084
14 12,187 .078 .069
15 13,277 .065 .057
16-30 14,385 l/ 304 .257
30 10,788 gj : .004 .003
+472 -984
( 472 )
IRR - .2+ .01 ( 472498%4) « 20.32%

1/ Assumed at sawe level from 16th-30th year.

2/ Salvagé value at 30th year,
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CURRENT CONSTRUCTION ACTIVITIES AND LIST OF PREQUALIFIED FIRMS

Attached is a chart of the current and planned line conetruction activiiies
of the rural electrification projects. The activities take account of the
availability of material supplies as well as wholesale power sources. An
analysis of these data shows that the maximum number of line construction
contractors active at any one time is 21. An accompanying graph shows the
number of line construction contracts expected ta be in force at any one time.

The NEA has prequalified a total of 14 firms for construction of
electrical distribution lines and power plants and 31 for headquarter
facilities. Consultant Earl Clark interviewed 18 representative firms in
Manila qualified to do line construction and 16 of them expressed their
intention to submit pids on NEA prujects. The aivached "List of Cocrtractors"
shows the contractors prequalified by NEA as well as contractors considered
qualified and/or active in the electrification program by the four A&E firms
in the rural electrification program. The list also identifies those firms
interviewed by Mr. Clark., Mr. F. C. Gonzalez, V.P. of Romago Electric Co.
and a member nf the Philippine Contractors Association stated that since
other work available to contractors in the Philippines is slowing down, he
expects large contractors who have shown no previous interest in rural
electrification will also begin to bid. ﬁEA plans to interview several
firms on the "List of Contractors'" with the view of increasing the number
of prequalified bidders.,

In view of the above information it appears that there is &én adequate
number of interested contractors to permit implementation of the major
portion of the hackbone rural electrification projects by contract rather

than by force account.

Tables showing the current status of all rural electrification construc-

tion projects are contained in pages 3 and 4 of this annex.
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Distribution Line Construction
Prequalifiéd Interviewed
py NEA by Clark
E.J. Nell x
ITT Philippines x x
Erectors, Inc. x
Power Consultants x
Romago Electric x x
Electro-Mechanical Enterprises X x
E. E. Black, Ltd. x x
Paces Corp. x x
Audion Electric Co., Inc. x x
V. M. Garcia Construction x X
M. C. Engineering, Inc,. x x
J.R.L. Construction x x
Trigon Engineering Corp. x x
Citation Engineering & Marketing Co., Inc. x x
Phesco, Inc. x x
T & D Engineering & Marketing Corp. x x
J. V. Angeles Construction x
Ultralite Electrical Co., Inc. x
Salinas Electrical Construction x
Zambusman (Zamboanga) x

Job
Capacity

2

29
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Status of Construction Work - Headquarters Facilities

Start of
Preiect Contractor Constructicn
Capiz JV Angeles May 7, 1973
Leyte United Const, June 1, 1973
Tiocos Norte JPD Const. June 15, 1973
Surigao Sur EC Estrella Aug. I, 1973
La Unicn SD Flores Sept 10, 1973
ILanao Sur Edmar Const., Sept 15, 1973
Abra SD Flores sept. 1, 1973
Lanao Norte EC Estrella Jan. 16, 1974
Davac Norte GM Tiongco Nov. 2, 1973
Tloilo VM Garcia Feb. 1, 1974
Pangasinan Force Account Mar., 16, 1974
Zambales Force Account Mar. 18, 1974
So. Leyte Force Account Apr. 1, 1974
Zamboanya Sur  Force Account Apr. 8, 1974
Bohol Force Account Apr. 1, 1974
Albay Force Account Apr. 1, 1974
Aklan Force Account Mar., 18, 1974
Quezon Force Account Mar. 20, 1974
Antique Force Account Dec. 1, 1973
Cebhu Force Account Apr. 26, 1974
Camarines Sur Force Account Apr, 1, 1974
Catanduanes JRL Const, July 15, 1974
%L tangas Batangas Constr. Oct. 1, 1974

7% Completion

to date

100
100
100
72
100
95
160
54
02
98
67
65
33
64
48
38
68
16
100
75

26

Account covers Site Development and Multi-Purpose Building.

Capiz

Leyte
Ilocos Norte
Surigac Sur
La Uajon
Lanao Sur
Albay

Abra
Benguet®*
Bohol
Iloilo
Batangas

atus of Construction Work - Trans/Dist/Substation

Start of

Contractor Construction
Audion Electric Oct., 1, 1974
Citation Eng'g June 16, 1973
Citation Eng'g July 9, 1973
Audion Electric Aug, 1, 1973
tlectromechanical Oct. 1, 1973
51st E Bde. July 1973
Force Account Nov. 1973
Force Account Mar. 1973
Citation Eng'g Feb., 18, 1973
Trigon Eng'g
VM Garcia Sept. 10, 1974

Audion Electric

*Improvement ci System

7 Ccmpletion

te date

G
1G0
1C0

&L
$5
90
35
18
33

40
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¢, Status of Construction Work - Power Plant
Start of Construction
Prgject Contractor Counstruction to date
1. Cepiz Audion Electric May 98
2. Leyte Trigon Eng'g May 28, 1973 92
3. Bohol Trigon Eng'g Nov. 5, 1973 64
4, *Zamboanga City Trans-Orient Engr: ' Mar 11, 1974 90
5. *Catanduanes Audion Electric Aug. 1974 20
6. *Camarines Sur Trans-Orient June 1974 100
7. *Palawan Trans-Orient June 1974 100

*Rehabilitation Generator Units.
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LIST OF QUALIFIED CONTRACTORS FOR ELECTRICAL DISTRIBUTION
LINES AND SUBSTATION

Paces Corporation
Sarmiento Building
678 Ayalc Avenue, Makati, Rizal

V.M. Garcia Construction
1424 Quezon Boulevard Extension
Quezon City

M. C., Engineering, Inc.
121 J. Ruiz Street, San Juan
Rizal

Audion Electric Co., Inc.
85 Don Alejandro Roces Avenue
Quezon City

I¥T Philippines, Inc.

2nd Floor, Marsman Building
Buendia Avenue & Washington St.
Makati, Rizal

E. E. Black, Ltd.

10th Floor, Insular Life Bldg.
Ayala Avenue Cor. Paseo de Roxas
Makati, Rizal

Romago Electric Company, Inc.
208 Pilar, Mandeiuyong
Rizal

8.

10.

11.

12,

13.

14.

J. R, L, Construction
Virac, Catanduanes

Trigon Engineering Corporation
399 (. radilla Street
Cebu City

Citation Engineering & Marketing Co., Imc.

368-C Ben-Lor Building
Quezon Boulevard Extension
Quezcn City

Phesco, Incorporated
73 Quezon Boulevard Extension
Quezon City

Electro-Mechanical Enterpriseés
8861-C Sampaloc Street

San Antonio Village

Makati, Rizal

T & D Engineering & Marketing Corp.

Bascara Building
Quezon City

Salinas Electrical Comstruction
Bacoor, Cavite



14,
15.
16.
17.

18.

19.

. . 6_‘ B
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List of Pre-Qualified Contracturs
Bor HQ Facilities Construction

J.P.D. Construction (HQ only)
2171 Florida St., Pandacan, Manila

J.V. Angeles Construction Corp. (HQ only)
58 Pasig Boulevard, Pasig, Rizal

J.D. Matias Construction (HQ only)
3576 Mag. Villamor, Bacood, Sta. Mesa, Manila

United Construction Co., Inc. (HQ only)
13 M. Hemady Street, Quezon City

Eduardo Estrella (HQ only)
449 Malvar Street, Davao City

E.E. Black, Ltd.
10th Floor, Insular Life, FGU Bldg.
Ayala Avenue, Makati, Rizal

Eligio de Guzman & Co., Inc. (HQ only)
530 Libertud Ext., Pasay City

Salazar Construction (KW only)
350 Cebu Roac Expressway

Master Builders (HQ only)
4645 Yalenzuela St., Sta. Mesa, Manila

J.M. Hernandez & Sons, Inc. (HQ only)
547 Magtipid St,, Bacood, Sta. Mesa, Manila

Edmar General Construction Services, Inc. (HQ only)
Feliciano Bldg., Roxas Ave., Iligan City

Atlantic Gulf & Pacific Co. of the Phil. (Power Plart)
Oledan Bldg., 131-133 Ayala Ave.,, Makati, Rizal

Roblete Engineering (P.P. only)
Suite 208 B.F. Goodrich Bldg,, Legaspi St., Cebu City

PHESCO, Inc. (P.P. only)
73 Quezon Blvd. Ext., Quezon City

V.M. Garcia Construction (HQ only)
Q.C.D.B. Building, 1424 Q. Blvd.Ext., Q.C.

C.M. Pancho Construction (HQ only)
443 A, Bonifacio Street, Quezon City

Carlos S. David (HQ only)
Rm 304 Laperal Building, Rizal Ave., Manila

S.D. Flores Construction Co., Inc.{HQ only)
29 Sorsogon Street, West Avenue Section
Quezon City

G.M. Tiongco Construction (HQ only)
"-uang, Davao City



20,

21,

22,

23.

24,

25,

26.

28.

29.

30.

31,

ANNEX 6
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M. A. Santander Construction, iInc. (HQ & Power Plant)
711 Aurora Boulevard, Quezon City

J.R.L. Construction (HW & Power Plant)
Virac, Catanduanes

F.V. Carandang Construction, Inc. (HQ only)
Rm 310 Cattleya Bldg., Salcedo St,, Legaspi Village
Makati, Rizal

Trigon Engineering Corporation (PP only)
399 C. Padilla Street, Cebu City

Batangas Construction & Supply (HQ only)
D. Silang Street, Batangas City

R.J. Jaymalin Construction (HQ only)
Banner Street, Pagig, Rizal

Engr. William L. Chan (W0 only)
71 Justice Romualdez Street, Tacloban City

V. C. Ponce Company, Inc. (HQ only)
Suite 606 Bank of P.I, Bldg., Plaza Cervantes
Manila

Briones Construction (HQ only)
635 Kalantiao Street, Kaiibo, Aklan

Erectors Company (HQ only)
Calumpang Road, Cainta, Rizal

Nicolas Sebastian Construction (HQ only)
Rm 304 Lyra Bldg., 361 Quezon Blvd, Extension
Quezon City

Guinto-Dimson Construction Co., Inc. (HQ only)

No. 3 Poinsettia street, Quezon City






vity

.
$

onstructios: Contracior Act

Eing <

£

ANNEX 6
Attachment 2

i 1 v
; i
EE b |
n_ | I~
r;\lnll..l..l»ll.f..f-! A ﬁ.l T T m.l./
_ “ ~
S S i - |
| 0]
| | | e
Y P A m “ ; !
| L -
S ' Tt T VU 1 , — ; e — I,.al. —
! (@Y
_— e [ R DN — ~
D
j
D
;
LN a'a}
1
e
S
! —
i
i
i ~r
{
|
Uen | N
! N
_ o
vy ™
4

1975

197 4

25
20

|

10 f——1—-
5
0

$JJ84JUOT) UOWDMIISUOT) IALDY JO Jaqun
O O V JO 1equinN

QUARTER

YEAR



ANNERX 7
Page 1 of 12

Joint Technical Evaluation and Inspection

Four inspection and training trips were made during which projects
engineered by each of the four Philippine engineering firms working on the
rural electrification program were rapresented. Engineers from the four
firms, TAP oid EDCOP, DCCD and AWIA were present for each of the inspections.
Representaction of National Electrification Admini&trafion (NEA), Stanley
Consultants, Iac, (SCI), USALD and Consuitant Earl Clark also participated.
Constructica by coatractor and by force account were represented in the several
projects vistited.

Examples of good engineering planning end implementation were identified
and discussed such as long span river crossing at Solsona, Ilocos Norte.
Fxamples of poor system design work and poor ficld engineering were ncted
such as the improper location of substations, the installation of needless
structures, the improper application of standard pole top assemblies and the
installation of storm guying, all of which increased the cost of the project
messurably and needlessly. Acceptable alternate types of construction were
suggested.

ixamples of construction which endangered the general public or individuals
such as ingsufficient clearance of power lines over highways or telephone lines
or of secondarigs too close to buildings were also noted. A number of
consumars meters were not grounded. Consumer services were taken off from
transformer poles in such manner as to leave no clear climbing space where
the cooperative linemen could work in safety. In a discussion of the above
type of items it became apparent that the A&E contracts with the cooperatives
did not require them to be responsible for consumer service facilities and
they accordingly did not follow up on several problem areéa which were

beyond their scope of work.
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‘insafe construction practices being followed by the contractor on the La
Union preects were observad and discussed. The contractor hod neglected
to ground all conductors on the section of line on which s crews were
working and his men were not cenly working without heis safeiy belts but
also exposed themselves to great danger by standing on top of crossarms.
tn additios, the cooperative haa opened the switches feeding the line the
contracior was working on buc neglected to tag the circuit to prevent someone
from accicentaily encrgiziag the line.

The KEA safety program was discussed. The need to have the partiucipa-
tion of the Asi's in this prograin and to bring the safety training down to
the individual employces who need ic¢ the most was recommended,

The obouve observations raflect the shortcomings of the Auwn's of which
there are wany, However, the attitude of the representutives dttending the
inspections was very good and they have learned a great deal about what is
expected of them in implementing the projects. One firm, EDCOP, whose work
nad peen widely recognized as substandard Lecently made a major reorgaiization
of the firm and present indications are that it intends to greatly improve
the scrvices which it venders,

The atrvached reports prepared by Consultant Earl F. Clark, contain
additional wotailed information that is representative o the findings during

the four .uspection trips as well as recormendations for corrective acrion.


http:parti,:.pa

TO

T FROM

. MUBJECT!

OFTIONAL vOAM N0 11
At ) EOITION
LhA GAN. RLU. NO. 57

-~ . e ) ANNEX 7
UNITED STATES GOVERNMENT Page 3of 12
Memoranduin

Mr. . L. Bakexr, CD DATE: October 11, 1974
Zarl F, Clark, AID/W é CP\L }' %/L/L
Inspection Trip to Ilocos Norte, Abra and La Union cooperatives

Luring che period from September 30 to Uctober 2, 1974 inclusive, an
lanspection of the electrical systems of the above~named cooperatives
was made by che following persons:

V. De Vera NoA

5. Alatica NEA

Louis Sansing NRECA

Haryy Baker USAID

Earl Clark AID/W

John Leavirct Stanley Consultants
Gordon Koy u "

Consulting Firms

L. Gutierrez AWIA
L. Trinidad EDCOP
B. Las:ct LDbCor
R. K. Camba DLCCD
R. Del Rosario DCCD
A, Rayala TAP

B. Chee TAP

Inspection of Ilocos Norte System

General
The system consists of approximately 80 km of newly constructed 7-6/13.2 Rv
liucs served by two 5 mva 69/13.2 kv substations, one at Tangaoan and the
othir near Maccos, Natiouul Power Corporation is serving both substationg
over u simgle wood pole type transmission line which is presently operauiing
ac 13.Z kv, NPC will razisc the transmission voltayge to 0Y kv as suoan asg
cartdli parts are received from Japan to repair the transforuer at tie
Marcos substacion., The project engineer is Trans Asia and the construction
coutractor is Citationm,
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Adequate climbing space for linemen as required by the Safety Code has

not been provided in many instances. This is particularly true at
distribution transformer locations where many services are taken off.

the 1nstullation of ground wires on the 90° points rather than 45° points
huao aggravated the problum., With few exceptions, these installations will
wave to be modified,.

The installation of single shot cutouts is almost without exception
defective. since metal wishbone crossarm braces were all that wvas
available, tl.e contractos was not able to get adequate separation between
the phase wire and the cutout by hanging it in a coaventional manner.
This can be corrected by moving the cutout closer to the pole.

There arc numerous instances of impaired clearance ot service wives aver
telephone lincs. Sowe of these telephone lines may be abandoned bul a
check must be made of each case to avoid the possibility of impressing a
high voltege on these ilines, Sowme of these clearances can be corrcctoed
by attvaching che service higher oun the house. Others will require the
installation of a lift pole. The consulting engineers did not scuin to
have any intercst in the system lying cutside of their formally de..cribed
scope of work; consuwier services is one such item, Although the sysoom
inspect on was wade at selected arcas only, there were instances noticed
where Lae consumer's meter was not grounded. These are A type basc
meters and ar2 not designed for easy grounding. It was agreed that thiy
deficiency woula be corrected by running a reound wire up the side of Lic
building and attaching it to the service neutral.

Alunminum pround wire on the pole was carried down into the earth anc
attached to the driven ground rod, The aluminum will cerrode quickly
undergroune opoeniag the system ground and causing a dangerous situustion.
Thic censtruction deficiency is very serious and should be rectified
promptly.

Trans former grounding loops are not properly installed.

There arc numerous instances in which the overhead guy is not bonded. to

the pole ground; in other cases tae overuead puy is not boaded to tie

down guy. Anchor bondingwedges have veen omitted in wost cases bechuse

they werce unanvailable., These bonds should be installed as soon as possible,

The Tangaoan svbstation is a Japanese design obtained from reparation Luads.
It was obvious that the substation was nov well located. It was newceusary
to build a double circuit feeder from tiiis point to the location where

the substation should huve been built. aAs the load grows this wiil
introduce adaed system losses and low voltage. The design of the sub-
station did not provide the clearances from ground that the U.S. or
Philippine Safety Code requires. This could only be rectified by


http:Tangao.an
http:bonded.to
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The constructica of the headquarters building and warechouse 1y good and
the yard is properly fenced. However, there is a stream (intermittent
flowing) tnat has eroded up to the boundary fence and taken out two of
the coucrete posts, Immediate remedial measures must be taken as the
headquasters vuilding itseif stands only a few feet away from this fence.

Yue substation fs a Japanese design obtained from war repardations. It
hos many ol the shortcomiapgs of the substations zt liccos horle. In
asdition the metering equipment and alarm system have not been installnd,
Spare parts including fuses are not available. We noticed in the ware-
licdse at Tlocos tovie that there was a large supply of spare parts.
dence, the itrouble is 5 maldistribution of the spare parts that came
with the overall subsravion shipment. Therc was mno instruction marual
available for tuls very complicated substation.

The superintendent did not have a copy of the NEA standard specificacion
dook. The ouly availabie copy belonged vo the manager who made no use

of it.

General Hemarlks

1. KEA is preparing a supply of grounding clusters made of odds aad
eands of wmuterial available at Sungley for the cooperatives to use
until @ supply can be obtained from the U.S.

2, The sccpe of the NEA contract with the A&E firms should be broadencd
to make lhie A&E responsible for all staking up to the consumer's
neter,

3. NEA cuould review rhe inventory of sp.re parts that came with the
Japanese subscations and make an equitable distribution of them.

4, NEA should make a decermined effort to see that each cooperative
and contractor working on cooperative jobs has an adequate supply
of the standard specificatioas books and insist that all construction
be in strice conformance with them,

Attached to riws cenort is a copy oi the report prepared by Mr. Gordon S.
Roy of Staalay Consuleants, Inc. covering the inspection trip to the
northeru Lu.on cooperatives.,

Attachment: Copy of report prepared
.by Gordon Kkoy, Stan ley Consultants, Inc.

ErClark/bma
10/11/74 cc: AD/CD
- CaR
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R. L. Maker, CD Octeber 16, 1974

Reri 7. Clark %0*97/

imapection Trip to leyte Cooperative

During the perind October 8«9, 1974, an inspection of the slectrical system
of the above~aamed coopsrative was msde by the following people:

V. Da Vara XA

8. Alatica MNEA

Ray Shoff NRECA

Harry Baker DSAID

Rarl Clark AID/N ,

Jokn Leavitt Stanley Comsultants

Dava Mets " "
Sonsuliing Yimag

L. Gutierres AWTA

L. Trinidad EDCOP

B. Laszac EDCOP

L. Menturing DCeD

E. Abril Dceh

4, Rayala TAP

Cepaxsi

Tha electric aystem comsists of approximacely 80 km. of newly comstruce
ted distritutioc lime, 8 10 unit 4.4 M namepiute rating diesel Jenerutiag
plant using surplus equipment from Okinowa ead = 5 MVA 4.16/13.2 KV step=-up
sub-siation lovsted at San Roque. In additior the cooperative took over e
4 ¥ wameplate diesel planc and the electriz distribution system in Taclobaz.

}kwdgmzfg@ g and Harghougs

The huadquarters building and warehouse are located at Ban Roqus
@djacant to the power plant on &n sdoquately sizec und drained site. The
quality of comstruction Ls satisfactory. The warehouse is equipped with
suiticient bins and has enough floor space to properiy stors the required
loventory of hardware and equipment.
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Sspexating Plont At $an RPoqua

The plant vas constructed by Trigom Kngineering Cerporstisa of Cebu.
The cooperative was to supply the gsnerating equipment that it got from
Okinawa and chy comtractur was to supply the reaining ssterial and
equipmust. He was also expected to repair the diesels and BWReratcrs as
secsssary. Unfortumatauly, the comtractor’s bid for this work was too
low and the specifications were tco vagys rvesulting in attampls by “ha
coatractor o sconomize &id otharvise rucoup nis losses. i3 attmaited
to fabricate an overhead bridgw crsme which wuis not acceptsbis v vLha
enginesr. Tha creue has now besa deleted from his contract. The
Cocparative plams to bulid & portabla ¢rane to service the eangines.
There 1s o shortuge of parts to repair the diesels, the eveporstive
coolers and the switchboanis. 7The vater well at the plaat Lss not beun
accapted. The contractor is veputsd to be one of the wost knowledgeablo
in the Philippines on diesecl plants amd yet he has bid the Job 8o low that he
cannot do a good job.,

3ag Roque Subptagjon

The 5 WA 4.16/13.2 Xv stapup suostation is buflt on an amply utsed
plot édisceatr to the plant. It was obtainsd from Japan and doss not
pruvida the claarances above grcund that are considered nocussary by U.8.
standands. Tha contractor constructod the substation withou: a specifie
conirace and installed coupletsly caly that portion necessar, to feed onc
cutgoing cireult, Thevw aras extra fuses, switches, lighting arresters,
stc, in tha werehouse and storags yard which should be i{nstsalied at ocace
daforae they bocoms lost, brokew or diverted to soae other lecaticam.

Bufficient vpace 18 pruvided f{n the subscation yard for the progosed
69 Ev szepup eubsiation which will gerve tizv Jouthern Leyte Cooperative.

The distribticn system waa inspected at gelected locatioas and neny
deficleneius were noted. The distribution iize psrallels a telephone
line for suveral kilometere so closely that thoy are in structurxal eonflict.
This should bes eliminated by zoing to joinc uce of tha pole .28 or by
woving tho twlsphons across ths higiwsy. Othes deficiencies noted ware as
followa1

1. Down guy and sachor mot fmstalled to hold overhesd stub pole.
2. Transformer grounding loops not properly installed.
3. 8ection of line {nstalled without axmor rods.
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4. Meay slectrical connsctions msde by spliciag instesd of with
proper connectore. '

5. Inadaquate clnstance of havrdware from ground vire.

6. Uue of coconut tree for service support pole.

7. Inadequate clearince of lines over highway,

8. Uss oz wrong pole top «ssembly and guying for line amgle.
9. Poles out of alignment.

Iakggver Jysten - Yacloban Geneysting Plant

This diesel generating plant was recently tsken over by tha cooparative.
The property had beem under-msintained by the previcua owner to the point
that it {5 alacet inoperable. Ingines that run cam barely resch half of
nemsplats rating. The plant cannot carry the peuk load resulting in wlacke
outs downtown during the evening. Om tha svening of Octobar 8, 1974, dowm-
towa wae blacked out from 7:00-8:00 end fiom 9:00-10:00 p.m. With proper
repair parts now on order and & major overliul of the cooling towers, the
plant will gain 2000 KN in capebility. This will bc eaough o carry che
currant paak but will not permit the additici of much now load thet will
oataérislive when & relisble powsr source exiuits. At preseat the entire
plant is endangeved bocause of @ grest deal of waste oil which te lylag
avound closs to tha plant, cooling towers, &tc. ‘The cooperative is doing
its bast to “ang on" until waintenance cam ba undertakesn.

The euglos jackets ore cooled by well xatsr without tzestmsen:., The
iison covari che jacket salls and aggravatea the eagiuc ovarheating problam.

Tha cooperative recently took over this >u.scxiy and so has not had a
casnce o luprovs ic. However, tha system i¢ .o dafactive that ressdial
actiou wust uct be deluysd, Distributivn idncs run over signbe:zde so low
thét snyone touculng than could aasily got eizctrocuted. Claarsnece between
electric énd tolophond linos ic inedequats ia countlass instaccas. The
cleargaces Srow roofs and rosideace windous are grossly inadequate. Trass
have 3rown into ths lines everywhera.

i L d G Mg

1. The ASE's astressed the need for the cooperative managers o meke
evexy sf{ort to get more geuerous ciearing and trimming rights
80 that adequice clearance between trees and conductors can be
obtained.
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2. As a result of the problems which arise vith takeover propsities,
large (ricustrial and commereial loads, voltage prebless, system
planning, etc. there e a meed for s retainer type AAE coatrect
calling for “pay as the tasks sre parformed™ so that the roquired
tachnical expertise will be availsble to the cooperative om a
continuing basis.

3. A oumber of cooperatives have constructed lines, generatiug
plancs, headquarters fecilities, etc. but the Jobs have not boen
closod out. It is Decussary that the engineer and the coatrsctor
wska every effort to get an xzreed upon sat of fimal documsnts
and ccoplets the work in a aatiafactory wanner as soom as powsible
8o thet tha jobs cam ba closed out and the property properly set
up oa the cooparative’s books. In the case of closing out contrscts
for buildiags, subsiations, eic. the NEA Bulletin Mo. 16 applisg
#ad thare is mo sroblea if thg procedurc; contained therein ure
followaed. In the csse of liva conetruction, the list peragragh
of Bulletin Mo. 16 could be applied bue it {u not being uscd.

It would certainly ba advantageous to close out isrgs projecto
ia sactions. It is @iso couceiveble thaut vhen it bacowes dusir-
able to increase the scope of an cxistiig contract, the original
porcion should be closed cut. This wiii “cep the "work in
Progress™ sccount down to an acceptablc amount.

4. MNEBA siould {ssue ¢ bpellatiy coveriuy foria account corstruction,
1t should require thut che design lwve cuz approval of the ALE,
thit tua work ba giakad by Competert lecaniclsns, thac preper
Elusiul o8 wwed, that the MEA spaci*’catious e followed, that
the woulkk be done i sccordence with sioper safaly arocadurus,
dnd that wdequate recorde be kept co chat the proper entries caa
bs mace i ths ccoparative plant cocounts.

The new wansyer, Col. Flores, seems to have a good grasp of the problems
that this cocperative faces and has already begun to take steps to remedy
some cf the more serious difficulties.
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Philippine Model for the Development of Rural Electric Cooperalives
Col, Pedro . Cumol

General

i. An electric coopcrative ic zbove all a business entity. While it is
true that a cooperative is established to provide service for its members,
a cooperative can only provide such service that it can afford. It can-
not continue providing service for its members if it is continually

losing money in its operations.,

2. DBefore any electric cocperative is formed, studies must be conducted
to determine 1ts feasibility. The cooperative must be able to collecet
surficient revenue not only to cover its operating and administrative
expenses; buf it must have some margin to pay back its loan and tc
finance minor cxpansions of its system, . The cooperative must of course
provide adequate, reliable and low cost electricity on an "area coverage
concept,”

3. In the determination of the service area of a cooperative, the primary
consideration is "size". The electric industry is highly sensitive to the
economies of scale (the bigger the electric system the more efficiensv is
its overations). The area to be services must be big ernough that the
revenuc Justifies the hiring of qualified managers and the setting up of

a maintenance unit to insure reliable power,

4. The cooperative 1c also a social teing. To succeed it needs the
cooperation and assistance of its members. The members must believe that
the cooperative belongs to them. In this aspect the distance of the
cooperative headquarters from its members is an important consideration.
The cooperative, therefore, must not be too large so that the headquarters
1s not too remcve from its farthest members.

"

Concept

The "Ar=a Coverage

5. The "urea coverage" concept in rurcl electrification simply staned
means that the clectric cooperative is bound %o provide service to any
berson requesting connection within its service area. It must oe erpha-
sized, however, that while it is one oF the primary goals of electric
cooperatives to provide electric service o all the people living in its
service area, the ccoperative must construct lines to remote the sparsely
populated areas at such a pace that the feasibility of the total system
is not jeopardized. Lines to remote areas are generzlly uneczonomical.,
The revenues from such lines are not sufficient to cover the cost of
power, the administrative cost of reading the meters and collecting the
bilis, the maintenance cost and Tinally the amortization and interest on
the lines themselves., These uneconomical lines will be built only when
the "losses" from these lines can be offsetby the profitable lines,
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€. It may be argued that if these uneconomical lines are not built, the
cooperative can reduce itc rates; that the people in the poblac1ones and
the more denscly Dopulatcd arcas are being made to subsidize the barrios.
The arguncnt can be refuted easily by the sociologist but there is an
economiv rationale for "urea coverage"., The economy of the urban centers
is depe.dent upon the economy of th:z rural areas. If rural electrification
will enpunce the economic aeVLlopment of' tae barrios, then the income of
the parrio people will increase and there will be an improvemert in the
economic activities in the poblaciones.

7. In the seme manner it mey be argued that the Dostal system 1o illo-
gical in that it charges the same postage irrespective of the des:ination
within the country, It costs the same t5 mail a letter from Quezon City
teo Mardila as it does from Quezon City to a barric in Cotabato. Certainly,
the costs to the postal system of delivering these two letters are dif-
iverent and yet the postal system charges the same postage., The ration-
ale is that commurication is conuidered vital to our economic and social
weli-telng and it will redound to the benefis of all if communication is
encouraged anmorg our people.

8. The itz to the barrios which now are uneconomical will, in a [{ew
years, b:come cconomical as the area develops. When this kappen tnese
Lines will heip subsidize the construction of other lines until flnally
we have attained total electrification.

The Size ol an Flectric Cooperative Area

9. In Geacral, a cooperative area should cover fron 5-10 municipalities
populated by mme 100,000 - 200,000 pecvole. The area must be contigucus &and
the dialect spoken 51mllar. Furthermore, the farthese customer of the
cooperative must not be more than 0 kms from the center of load of the
system.

10. The criteria of 5-10 municipalities with a total population of from
100,000 - 200,000 people is primarily economic. Our initial feasibility
studies indicated that this is =i ideal size for the Philippines. On the
other hand, the presence of industrial, ccmiercial and agro-industrial
loads in an arvea will permit she reauLb’o¢ of the required winimum size
correspondingzly.

11. That the arca Is contiguous and tnat the people there speax =« commer.
dialect 1s primarily a social consideration. People can be expectzd no
cooperate better if they are near one another and if they speak the same
language, '

12. That the firthest customer will not be more than -0 kms [rom Lne lood
center is both an economic and social considerabion. The distribution ve |-
tage ror the cooperatives has been standardized at 13,800 volte nnd ) kme
1s considered the maximum length for such distribution lines on thatanin of
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economics. Also, berause of the condition of the roads and the trans-
portation systewus, 30 Kkms is considered the farthese distance a member
should be from the cooperative headquarters,

reasinility of a Cooperative

<3, An cleetric cooperative is expected to lose money in the initiul
years of its operations. In general, however, its revenue after or: (1)
year ¢ operaticn is sufficient to cover the cost of adminictration ana
overation. A cooperative to be "feasible", however, must generate

eLOLsh revenue in its 7th Year to cover not only the cost of operation
and aamlnistration but also the amortization on toth capital and interest
ot its loan.

14, The zcven (7) year constraint is in consonance with R,A, No., 6038
which limitc the grace period for nayment of loans of cooperaitives to
seven (7) yeurs. It is believed that by the 7th Year the cooperative
should have developed its "power use" programs sc that the "non-lighting"
load is substantial enough to make the system feasible,

The Phasing of vevelopment of Cooperatives Within a Province, a Region
or an Island

15. The over~-all objective of the country in the attainment oi’ tovul
clectrification, This implies that service will be provided to aull persons
desiring such scrvice,

16.  The following actors are mandatory in the attainment of total
electrification:

a&. Bstabiishment of island grids and the integration of power
generaticn.

b. The cunsoridation of electric distribution franchise areas.

¢. The adoption of the aren coverage corncept.

17. The cost of power in general, represents from Lo-507 of the electric
bill o a customer. The cost or power is hiighly sensitive to the economies
or sgcale.  The Ligger the plant, the lower is the cort of senerating cne (1)
kiiowatt-hour of electricity. The integration of power generation also
reduces to a minimum the total spare capacity required in the system,

13, The distribution of electricity it alsoc sensitive to the ecocnomics

or scale. The construction and maintenance of lines can be better planned
and programmed when the service area is large and not constraincd by noli-
tical boundaries, Like power generation, big distribution systowms carn
afford more capable management that can program expansion arnd maintenanc:.
requirement. Hence we¢ can e xpect large systems to provide adequate,
reliable and low cost power.,
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19. Unless the area Coverege concept is alopted, total electrification
will take a loryr, lorg time to attain if it can be attained at all, If
lines to srarsely populated areas will be constructed only when such lines
are by tacmselves econonically feasible, the distribution franchise
operators must wait until the area is developed before they will exterd
zervies to the area, The distribution franchise overators, however, should
tulia thewe lines as soon as the losses from them can be reasonably absorbed
vy vhe profitable lines,

20, With the avove concepts in mind, the following are the accepted poli-
cles in the phasing of canstruction of cocperatives within a DProvincc, a
region or an island,

a. Tue initial cooperatives to be formed will be developed in cuch
& manner that it will fit into the over-all plan [or the elec-
trification of the province, region or island,

b. The couoperative area as much as possible will represent the area
to be serviced by a load center cf the grid, This implies tvhat
plans should now be brepared for such island grids and the luca-
tion of their load centers idantiried,

C. for cooperatives that will initially generate their own power,
the ccoweratives relatively close to one another should try to
sharc a power plant as much at possible. For example, the power
p.axt for Capiz should serve not only Capiz but alsc Aklan. The
power plant for Tloilo should, in addition, serve Antique, This
alsc implies that the transmission lines from Capiz to Aklan.and
from Iloilo to Antique muct be so designed as to ultimately form
part of the Panay Island Grid.

d. The NFC has adcpted a policy or providing service onitys at (Y kv or
higher. This policy greatly enhences the ctonsolidaticr ¢ small
franchise systems that can be served by a load center.

The Phasing of Censtruction of Lines Within a Cooperative Area

2l. While the feasivlity study and the Arcnietectural and Engineering plans
of the electric system of & cooperative include lines thru the notlaciones
and 2Ll che varrios, these lines will not ve constructed at the same time,
The lines will be constructed by phases,

The Tirst pnase shall be the construction of the lines Withir th
c

£a
actenes and the main lines (trunk lines) connecting the pol acicneg

the sower plant or substation. Phase one (1) must be zc implemented
at ovace sections of the line are completed, they may be energized im-
mediately, Construction, therefore, should start from the power plant/sub-
station leading out,
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23. In general, pbhase one of the project will be constructed by conlract,
The NEA/cooperative will furnish the materials including the poles, The
contractor shall construct the distribution lines (both primary and sc-
condary) while the cooperative shall install the service drop and the
housewiring by rforced account.

Zh, To insure the early utilization of compieted distribution lines, the
cooperatives must synchronize their construction with that of the ~on-
tractor. The cooperatives must form service~drop/housewiring teams.

2%. The ertension of lines to densely populated barrios should be done
after phace one (1) has been completed or even just berore phase one is
completed, This will be undertaken by force account, The cooperative
must form distribution lirne teams. It would be desirable it the linemen
trainea by KAA/NPC/NMYC be initially employed by the contractcr of phase
ore (1) and as chase one (1) means completion, these linement will Le
able to form the Couperative Distribution Teams.

26. The criteria for the priority orf construction is discussed in aciuil
cnopage ©. Az soon as the construction ol phase one (1) is started, the
ccoperative will initiate tle establishment oi a priority for the ccnstruc-
tion or the subscquent lines, From this priority list NEA will approve

the iines to e included in phase two {2). A: soon as phase two (2) is

started, the cooperative shall submit their priority for phase thrze (3), ete.
To insure an orderly implemcnvation of the aifferent phases of construction,

materialis, lubor, equipment and funds must be evaitable to the cooperative
at the rignt time and in the rignt quantity. NE& and the ccoperative must
alree on the priority list carly enough to provide sufficient tine for
planning, ordering or materials and equipment, funding and finally or-
ganizing for construction.

Priority of Lines ior Phase Two (2) and the Subs: Juent Phases

27. As soon as phase cne (1) has been started, the ccoperative should
start on the preparation of & priority list ®r the construction of lines
for inclusion in phase twe (2),

.:58. Fach Lline later &l\ cxtension tc a barrio cr group of barrios must be
/ S
a.na.lyzed in terms of the following:

a. rignt of way
E.. ecornonic and social factors including;

) number of houses that will actually be serve]
) the electric motor loads such as irrigation pumpz
) the length of the line in ks,

(1
(2
(3



29. No line will be approved for construction during phase two (2)
unless its right of way (ROW) has been cleared, The people who will

be supplicd by a line shall have the primary responsibility for securing
the ROW. [urthermore, of the lines considered for construction in phase
two (2), vriority will be given to lines that will supply more houses
and/or housc equivalent per km of line.

2J. The numoer of houses to be served pertains only to those houses that
are wired or will be wired before the service drops are installed. The
number o1 housec equivalent refers to existing motor leoads or motor lozds
that will be installed before the service lines are constructed. 1In

this connrection, a 1 Hp motor is equivalent to 5 houses.

31. Each line, therefore, will be rated in terms of houses per km and

the lines with the higher index will have higher priority in coustrvction,
The determination of the index number (N) may be expressed in the following
formula: .

H+H_
N = *"J
L

where, H is the number of houses
HEis the number of house equivalent
of the motor load and
L is the length of the line in kms.
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High prices for the Philippines' chief exports, including coconut
products, sugar, coppoer and wood products, were largely responsible
for an increasce in merchandise receipts of almost 70 percent in 1973.
Internaticnal reserves rose by about $600 million during the year and
stood at $870 million, equivalent to about five months of imports, at
the ond of the year., However, since mid-1974, a large trade deficit
has appeared, largcly because the growth in export prices has moderated
but import prices have continued to rise rapidly. Because of the very
rapid growth »n export incarc in the past two years, and centinucd
good dont management policies of the Government, the burden of mediun
and long-term debt has declined dramatically. The ratio of debt service
puyments to oxport receipts has come dowm to an estimated 15 percent
this yecar, compared with e high of 27 percent in 1971,

In the latter part of 1973 inflation emerged as a major prablem.
Since mid-1973 conswrer prices have been rising at an annual rate of
more than 40 percent. This has been caused by the large increase in
liguidity since the export boom began in 1973, and by a nuvber of cost~
push factors, including the higher rate of world inflation, domestic
food shortages and the mncreased cost of petroleum. Monetary and
fiscal policics have aimed at absorbing the excessive liguidity
expansion, and in recent months the rate of inflation has been moderating.

The Encrgy Crisis

Inported petroleum provides same 97 percent of the Philippines'
total energy requirements, In 1973 the equivalent of 71 million
barrels of petroleum crude and petroleum products wore imported at a
cost of about $230 million c.i.f., When the enercy crisis developed
late last year, the Governnent moved quickly with conservation measures
to reduce ron-ossencial consumption. In 1974 imperts of petroleum and
products are likely to be about 71 million barrels at a cost of about
$780 million c.i.f.

The Govermmient has decided to accelerate the develomnent of local
anergy sources, especially hydropower and geothermal energy. Supple-—
manted with nuclear energy in the 1980's, total cevand for energy is
cxpectod to grow at about 10 percent a year, and even with more rapid
developmoent of natural power sources, petroleum would still account
for more than 90 percent of tctal energy needs by 1980.

Growth Prospects

The abrupt deterioration in the exteimal terms of trade since the
middle of 1974, and the recession in tne cconomics of key trading
partners threatens some of the Philippine' recent economic gains. ‘The
labor force continues to grow at 3 percent a year, and although employ-
ment has expanded appreciably in the past 18 months, there is still
widespread unemplovment and underemployment.
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Priority is being given to expanding food production for the
danestic market, to expanding export production and to accelerating
development: of local thergy resources,  In the casc of export
production, the Government recognizes that the increascd cost of
petroleun and othier inports cannot be financed indefinitely by
borrowing abrcad. It is actively encouraging both local and foreign
investors to expand the productive capacity of export industries and
Lo undertake major new import-replacing investments. The Government
is sceking increascd support fram the international financial
cormunity to help carry out its develomment progran and to case ad-
Justwent to higher etroleum and other import prices. Because of the
swbstantial improvesent in the external debt burden and international
reserve position in the past 1§ months, the Philippines now has the
capacity to borrow eXternally larger amounts of capital in support of
its development program,

Maintaining a GNP growth rate of about 7 percent a year in real
terms during the next few years will depend heavily on the buoyvancy of
the domestic narket. The prospects arc: for contired exXpansion in
agriculturc, with a 4-5 percent increasc in oroduction in the vear
chead.  Continued expansion in public and private investment ccmard
should help sustuain industrial Output cxpansion. Increasced investments
will ko nceded in a wide rangc of censumer and intermodiate goods
industries.

The increased size of the damestic marxet and growing exvort demand
weuld sean to justify a wider range of Imvestments during the latler
part of ithe decade in large-scale, capital-intensive industrial projects,
particularly in meneral-bascd processing industries where long-term
camparative advantage may be strong. A number of hig projects are
Proposed in mining, wood processing, fertilizer, steal and shipbuilding,
which arc likely to push up the private investment rate from recont
levels of about 16 percent of GNP to perhaps 22 veveant by the latter
part of thc decade. A substantial amount of the funds needed for these
projecis would have +o come from extornal soxrces. But sineo tlo
individu :

<L cost of rany of them will .exceed $102 miliien, Consultative
Group members can plav an important role in nelping the Government to
obtain suitable co-financirg arrangements, both witi bilateral part-
ners and with the private sector.

The public infrastructure program that was arnroved last vear,
which called foroutlays of about P12 billicn at current prices in
FY '74-77, has become outdated because of the sussoquent rarid inflation
and by changes in investment priorities as arresult of the eneray
crisis. A neow program is being finalized, with roro arphasis on .
developing nuclear and indigenous power resources ard on irrigation,
feeder roads and other projects to suppert increased food ant cxport
broduction. Piblic investment 1s likelv to increase by about 15 per-
cent a year in real terms so the ratio of public investment to QP
would rise from the present level of 3 percent to about 4 percent by
1977..
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Thoe domestic savings rate should rise fram an estimated 19 porcent
of GNP at present: to perhaps 20.5 > percent by 1977, VYorcign savings
(% ¢., U current account deficit in the balance of paymonts) would
rise Iro e Gstimated 2.5 percent of NP this year to abmut 4 porcent
in 1977. Uh's forcipn savings gap would decline in the latter part of
the decuis s the proposed investments in new export Lm(t unport-replacing
L(MUylty bogin to bring results,

clance of Paynonte

{I‘T

Merchandice cport receipts are projocted to increase by a total
of zuout 30 percent in the next two ynarq Jmport: paymanto are
projected Lo increase by a total of clmost 40 percent in the same
period, including a 30 percent increese in prices.  Under these
assurpricons, the Lrado deficit would rize fram an cstimated $680 million
this year to about $1,2850 million in 197C.

Actual and Projected Merchandise Imports
(f.o.b. million $)

Cormodity Group 1973 1974 1975 1976
Total 1,597 3,200 3,960 4,610
Cereals , 112 194 190 150
Other consumar goods - . 172 275 330 370
Petroleum products ) 188 724 830 950
Other raw materilals and inter .
redlates . 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.

— — .

Actual and Proigcted Export Receipts
(f.o.b. million §)

Item 1973 1974 1975 1976

Total - 1,871 2,520 3,140 3,360
Coconut products 372 606 640 670
Sugar products 295 604 990 830
Forest products 444 330 350 400
Mineral products 319 501 580 730
Other Agricultural products 108 175 210 270
Manufactured exports : 230 231 280 350
Non-monetary gold 103 73 30 110

Source: 1973, Central Bank of the Philippines; 1974, mission estimate;
1975 and 1976, mission projection.
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The recent important gains in reducing the external debt burden
and improving the external reserve position should not be lost now
by excessive recourse to short and medium~-term borrowing by the
banking system. However, there is considerable scope zor additional
medium and long-term loans from donors to finance capital goods im-
ports which are projected to reach $1.2 billion in 1976. 1In 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.

If the projected inflows on the capital account are forthcoming,
and if the presently identified shortfalls in foreign exchange avail-
abilitles are met with an appropriate combination of medium and long~
term loan capital as suggested, management of the external debt and
debt servicing should not present serious problems.

__7_._
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Summary Balance of Payments

Item

Current Account

Trade Account (net)

Exports
Imports

Service Account (nat)

Receipts
Payments

Transfers (net)

Official
Private

Capital Account (net)

Direct investment

Short-term private capital

Medium~ and long-term
private loans

Mediun- and long-term
public loans

Errors and Omissions -

Overall Balance o:f Payments

Monetarv Sector, Reserves
etc. (net)

Central Bank liabilities

Central Bank assets

Commercial bank liabilities
(net)

SDR's

Use of IMF facilities

(million §) . ,
1970 1971 1972 1973 197412
-29 9 411 475 =450

=1 =37 =151 4274  -680
1,083 1,149 1,109 1,871 2,520
1,090 1,186 1,260 1,597 3,200

C =141 -88 -26 =30 -40
258 264 376 582 805
399 352 402 612 845
+119 +134 +188 +231 +270

26 3 36 63 70
93 103 152 168 200
f181 +124 +174 +210 +355
~29 -4 ~22 64 80
76 92 56 74 180
94 -34 =17 -5 -10
40 70 157 77 105
-147 ~-144 -106 +16 +20
45 =11 +79  +701 -75
=5 +11 -79  -701 +75
58 4 -64 -86 +443
=130 -125 -174 -488 =500
35 54 136 ~106 +190
i8 17 16 - -
14 21 7 =21 -58

Source: Central Bank of the Philippines.

/a Mission estimate,
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Pipeline Anajysis and Implemertation Schedules

Under the proposed Rural Electrification III and prior AID loans
disbursements of AID fundg_gg_;ied to supplier delivery schedules. Actual
construction will take on the average an additional 12 months and is set
out in detail in Annex 6 -Schedule 1. The following schedules are
anticipated for the three loans and are keyed to the IFB schedules and
material delivery schedules shown on the following pages.

Utilization of

oY AID Loan AID Disbursements Commodities
1972 $20.0

1973

1974 18.0 ' $8.0 $2.0

1975 20.0 21.0 10.0

1976 : ' 19.0 22.0

1977 10.0 . 16.5

1978 7.5

Total $58.0 §58.0 : $58.0
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Canggapan ng Pangulo ng Pilipinas

(OFFICE OF THE PRESIDENT OF THE PHILIPPINES)

October 22, 1974

Mr. Thomas C. Niblocx
Director

United States Agency for
Intermational Development
Ramon Magsaysay Center
Roxas Boulevard, Manila

Sir:

The Govermmment of the Republic of the Philippines wishes
to express its gratitude to the United States government for the
vigorous suppcrt it has extended to the rural electrification prog-
ram through two Rural Electrification loans from the United States
Agency for International Development (USAID) for rural electrifi-
cation., These loans will make possible the establishment of
about 40 electric cooperatives which will initially serve about
870,000 people and ultimately, serve about 6 million people.

In spite of this initial effort, therc is much left to be done
and the rural electrification program will remain the top priority
program which His Excellency President Ferdinand E, Marcos
described thus: "the cutting edge of the effort to move towards
development of the country because whether the program is agri-
cultural productivity, large scale industry, family planning, or
small and medium scale industry, electrification is the principal
requirement, We will not be able to succeed in our economic and
social development program unless rural electrification succeeds
because it is the crucial and critical project. "

It is the intention of the Philippine government to pursue
with undiminished vigor the yoal of total electrification for the
country. This would require massive funding under the same
loan terms as those of the first two rural electrification loans
from USAID. These terms were needed by the United States
itself to develop its own rural electrification program over a .
period of 35 years.

In view of the foregoing the National Electrification Admi—
nistrat_ion (NEA) wishes to apply, through the National Economic
Development Authority, for a third USAID Development loan in
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the amount of $20 million for the continued development of the
rural electrification effort., The loan will be used to finance
the foreign exchange costs of the electrification program, main-
ly off shore procurement of electrification equipment and mate-
rials for 10-15 electric cooperatives, For this application NEA
wishes to avail of the most favorable AID loan terms possible -
40 years repayment with a grace period of 10 years and with
interest rates of 2% during the grace period and 3% during the
remaining 30 years,

In connection with this loan, we would like to make the
following assurances:

1. That GOP will provide the resources (both foreign
exchange and local currency) as may be required to
enable NEA to implement the electrification program
on a timely basis,

2. That GOP will absorb any "maintenance of foreign
exchange value" risks in behalf of NEA and the rural
electric cooperatives.

We are certain that you are fully informed of the present status
and the requirements for the implementation of the electrifica-
tion program. We wish to point out, however, that a major
side benefit of the program has been the development of the
local capability to manage those aspects of the program which
heretofore required the services of foreign consultants. Be-
cause of this it 1s possible that the need for Stanley Consul-
tants and NRECA assistance maybe greatly diminished .. not
phased out in 1977 when both NEA and local A & E firms may
have acquired sufficient expertise to take their place.

We request your assistance in obtaining the loan men-
tioned above. The loan is necessary for the continued imple~
mentation of our clectrification program, and your assistance
in this regard will be a vital factor,

Very truly yours,
By Authority of the President:

L baoy

ROBERTO V, REYES
Acting Executive Secretary



CANNEX 13 ?

U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
Manila, Philippines

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

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

I, THOMAS C. NIBLOCK, the principal officer of the Agency
for International Development in the Philippines, having taken
into account, among other things, the maintenance and utiliza-
tion of projects in the Philippines previously financed or
assisted by the United States, do hereby certify that, in my
judgment, the Philippines has both the financial capabi ity
and the human resources capability to effectively maintain and
utilize the proposed Rural Electrification .oan.

This judgment is based upon the project analysis as detailed

in Philippines Rural Electrification III Capital Assistance Loan
Paper and is subject to the conditions imposed therein.

Thomas C., Niblock, Director
USAID/Philippines

Maﬂ/ﬁ/

Date



RURAL ELECTK.'TCATION ITI

CHECKLIST OF STATUTORY CRITERIA

FAA - Foreign Assistance Act: of 196) , as
amended.

FAA, 1973 - Foreign Assistance Act of 1973

App. - Foreign Assistance and Related Pro-
grams Appropriation Act, 1974.

MMA - Merchant Marine Act of 1936, as
amended.

BASIC AUTHORITY

1. FAA  103; 104;
Is loan being made

105; 106; 107.

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, power, industry, urban
development, and export development;

e. in support of the general

of the recipient country or for devel-
opment programs conducted by private
Qr international organizations,

a. This loan will contribute to the

factors that alleviete starvation,
hunger, and mainutrition by pro-
viding electric power to irrigstion
systems which will enuble the
farmers to increase crop productiam.
Also by providing electric puwer
the project will cacourage ana
directly centribute to the uevelop-
ment of cottage inaustry anc
therefore enhance the So-op
rembers' capacity for self-help.

Not Applicable (W.A.)

N.A.

The prcject will enccurage the develsp-
ment of cottage iniustries., Tt also
provides the elzctric systems for
distributing power supplied by genera-
tion and transmission facilities
rinanced by IBFD, ADR and cthers.

N.A.






(4) (a) Allocating available
budgetary resources to dev-
elopment,

(b) Diverting such resources
for unnecessary military expen-
diture {See also Item No. 20)
and intervention in affairs of
other free and independent
nations.)

(5) Makirg econamic, social, and
political reforms such as tax cole
lection improvements and changes
in land tenure arrangements, and
maki. y progress toward respect
for the rule of law, freedom of
expression and of the press, and
recognizing the importance of
individual frecdom, initiative,
‘and private enterprise.

(6) Willing to contribute funds
to. the project or program.

ANNEX 14
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(2) More than 70 percent of the

. national budget is allocated to
social ani economic development.
One-fourth of the bidget goes to
education, nearly 10 percent to
egriculture and natural resources,
and almost 20 percent to transpor-
tation and communications.

(b) Less than 15 percent of the budget
goes for national defense.

(See also Item No. 11),

The GOP, ever since its establishment
as an independent nation in 1946, has
patterned its government after that of
the Unitved States, adopting the same
democratic principles and strongly
supporting a free and open society.

On Sept. 22, 1972 President Marcos,
citing a serious threat to their
systen from both the extreme left and
right, invoked martial lay and,

ruling by decree, ordered an accelera-
ted implementation of ecssential
reforms long needed to improve the
efficlency of the government, to re-
duce wide-spread crime and corruption,
to speed development efforts aimed
primarily at improving the socigl and
economic well-being of lower income
groups. However, under Martial TLay
political activity and freedom of the
DPress has been curtailed. In this
regard President Marcos ig inaugurating
an all-encompassing nationwide land
reform program. Over the last five
years the ""® has increased revenues
through improved administration ang
new tax laws. .

(6) Approximately 45 percent of project
is & local currency cost which
will be financed by the cop,


http:arrangmer.ts

(7) Otherwise responding to the
vital econciuc, political, and
social concerns of its poople,
and damonstrating a clear doter-
mination to take effective galf~
help measures,

B. Are above factors taken into
account in the furnishing of the sub-
ject assistance? '

34 FAA

Treatment of U.S, Citizens and Firms.

620 (c). If assistance is to
government, is the government liable

as debtor or unconditional guarantor
on any debt to a U.S. citizen for goods
or services furnished or ordered where
(a) such citizen has exhausted avail-
legal remedies and (b) debt is nct

denied cr contested by such government?

FAA 620 (e) (1). If assistance is to
a government, has it (including govern-
ment agencies or subdivisions) taken

AMEX 14
Pg. L of 1

(7) As a result of the disastrous

L,

any action which has the effcet of nation-

~.8lizing, expropriating, or otherwise

seizing ownership or control of property
of U.S. citizens or entities beneficially

owned by them without taking steps to
discharge its obligations toward such
citizens or entities?

summer of 1972 floods, the Mgrcos
Administraetion hLes cmbarked on a
large scaele reconatruction program
with the help of USATD.  “hin
program 1s dircctiy moeoting the
needs of the devastated communitlog
or' Luzon, Inctuded in the Proygram
are: a school reconstruction and
textbook program as well as on
road building, irrigation and
other infrastructure programs,

Yes,

No.

The Parity Amendment, an Ordinance
appended to the Philippine Con-
stitution on March 12, 1947, and
effective by its terms until July
3, 1974, permitted T.3. citizens,
as distinguished frcrm other aliens,
to acquire and hold "public
agricultural lard" acd to operate
public utilities witn the same
rights and privileges as citizens
of the Philippines. The Supreme
Court of the Philippines, in a
decision now being appealed, has
held that the right of U.S. citizens
to acquire and holc such property
and to ovperate - tilities will
@xpired on July 3, 1974. The GOP
and U.S. rmbassy are currently
negotiating on thi:s point. At
bresent there is no indication

that the GOP ¢ontemplgtes
act contraven%ng FAA B 820?2¥(1).
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FAA 620 (o); Fishermen's Protective 5. N.A.

Act. 5. If country has seized, or im~

posed any penalty or sanction against,

——

any U.S. fishing véssel on account of
its fishing activities in internaticnal
waters,

a. has any deduction required by
Fishermen 's Protecctive Act been made?

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

Relations with U.S.Government and Other

Nations

6.

7.

FAA 620 (a). Does recipient country 6. No.
furnish assistance to Cuba or fail to

take appropriate steps to prevent ships

or aircrart under its flag fram carry-

ing cargoes to or from Cuba?

FAA 620 (B). If assistance is to a 7. Yes,
government, has the Secretary of State
determined that it is not controlled by

the internaticnal Camunist movement?

FAA 620 (d). If assistance is for 8. N.A,
any productive enterprise which will

compzte in the United States with

United States enterprise, is there an

agreement by the recipient country to

prevent export to the United States

of more than 20% of the enterprise's

annual production during the life of

the loan? '

FAA 620 (f). Is recipient country a 9. DNo.

Communist country?



10, FAA_ 620 (i). Is recipient country 10.

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 planning of _

mitted, or failed to take adequate
measures to prevent, the damage or
destruction, by mob acticn, of U.S.

property?

12. FAA 620 (1). If the country has

failed to institute the investment
quaranty program for the specific
risks of expropriation, in ccnverti-
bility or confiscation, has the A.I.D.
administration within the past year
considered denying assistance to such
government for this reason?

1. FAA 620 (j). Has the country per- i1,

12.

13, FAA 620 (n). Does recipient country 13.

furnish goods to North Viet-Nam or
permit ships or aircraft under its flag
to carry cargoes to or from North viet-
Nam?

14, FAA 620 (g). Is the government of the

recipient country in default on inter-
_est or principal of any A.I.D. loan
to the country?

15. FAA 620 (t). Has the country severed
diplomatic relations with the United
States? If so, have they been resumed

and have new bilateral assistance agree-

" ‘ments been negotiated and entered into

1k,

15.

ANNEX
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No.

The GOP has taken all reusongble
measures to protect U.S. property.
on infrequent occasion when
damage has occurred, proper
compensation has been made
without delay.

The Philippines has instituted an
investment guaranty program with
the full range of risk coverage.

No.

No.

No.



16.

i7,

18.

FAA 620 (u). What is the payment status  16.
of the country's U.N. cbligations? If the
country is in arrcars, were such arrear-

ages taken into account by the A.I.D. Ad-
ministrator in determining the current

A.I.D. Operational Year Budget?

FAA  48Bl.Has the government of reci- 17,
pient country failed to take adéquate
steps to prevent narcotics, drugs and
other controlled substances (as defined
by the Camwprchensive Drug Abuse Prevern-
tion and Control Act of 1370) produced

or processed, in whole or in part, in such
country, or transported through such
country, fram being sold illegally within
the jurisdiction of such country to U.S.
Govermment personnel or their dependents,
or from entering the U.S. unlawfully?

FAA 1973 29. If (a) military base is 18,
located in recipient country, and was
constructed or is being maintained or

operated with funds furnished by U.S., and

(b) U.S. personnel carry out military
operations fram such base, has the Pres-

ident determined that the government of
recipient country has authorized regular
access to U.S. correspondents to such base?

3
3

Military Expenditures

19,

FAA 620 (s). What percentage of country 19.
budget is for military expenditures? How

much of foreign exchange resources spent on
military equipment? How much spent for

the purchase of sophisticated weapons sys-
tems? (Consideration of these points 1s to

be coordinated with the Bureau for Program

and Policy Coordination, Regional Coordin-
ators and Military Assistance Staff (PPC/RC).

ANNEX 14
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The Philippines is not in
default with respect to its
dues, assessments or other
obligations to the U.S.

No.

Yes. (Presidential Determina-
tion No. Th4-1lU dated
1/20/7h4).

Annual defense budgets average
less than 15% of the national
budget. Anproxirately one-
third of this amount is for
maintenance of peacc and order.
Philippine forcign exchange
resources usced to acquire
militery equipment oarc negli-
gible., We know of no diversion
of* either development agsin-
tance or of PL L8O sales to
military expenditurees. We ure
not aware of any diversion of
Philippine resources for unne-
cessary military expenditures.
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Conditions of the Loan

General Soundness

20. FPA 201 (d)Inforration and conclusion 20, The rate of interest is con-

an reasonapleness and legality under sidered reascnable and repayment

laws of country and the United States) of the loan with interest is

of lending and relending terms of the loan. within the financial capability
of the borrower. Interest
through the grace period will be
at the rate of 2¢ per annum, and
3% thereafter. This rate is not
higher than the applicable legal
rate of interest in the

Philippines.

21. FAR s 201 (b) (2); s 201 (e) , 217 All project development is
Inforration and conclusion on activ- covered by feasibility studies
ity's econamic and technical soundness. assuring viability. An
If loan is rot made pursuant to a multi- application has been submitted
lateral plan, and the amount of loan to AID. See ANNEX ‘
exceeds $100,00, has country submitted —_—
to A.I.D. an application for such fundgses—
together with assurances to indicate that
funds will be used in an economically and
technically sound manner?

. : ‘paper o

22, FAA s 201 (b) (2). Information and con- 22. Section 1E and Annex 9 of this /
clusion on capacity of the country to repay a satisfactory future capacity on
the loan, including reascnableness of repay- the part of the Philippines to
rent prospects., repay this loan. Tre GOP is the

borrower and “the prospects for
loan repayment are good,

23. FAA s 201 (b) (1). Information and cor 23, Tinancing is not ccnsidered to be

clusion cn availability of firancing from available from other sources on
other free-world sources, including pri- terms comparable tc this proposed

vate sources within the United States. loan.

e

24. TAA s 611 (a) (1). Prior to signing of loan 24. Yes.
will there be (@) engineering, financial,’
and other plans necessary to carry out the
assistance and (b) a reasonably firm esti-
mate of the cost to the United States of
the assistance?




26,

that such action will be campleted in time
o permit orderly accamplishment of purpcse
of loan?

FAA s 611 (e).If loan is for Capital Assist-
ance, and all U.s, assistance to project
now exceeds $1 million, has Missian Director

certified the country's Capability effectively

to maintain and utilize the project?

e ———————

Loan's Relationship to Achievement of Country

and Regional Goals

27. FAA s 207; s 113

Extent to which assistance reflects
appropriate emphasis on; (a) encourag-
ing develomment of democratic, econam
ic, political, and social institutians;
(b) self-help in meeting the country's
food needs; (c) improving availability
of trained manpower in the country; (d)
programs designed to meet: the country's
health needs; (e) other important areas
of econamic, political » and social dev-
elomment, including industry; free labor
unions, Cooperatives, and Voluntary Agen~
cles; transportation and communication;
planning and public administration; urban
develomment, and modernization of existing
laws; or (f) integrating wamen into the
recipient country's natipnal econony .

ANNEX 14
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25. All legislative authorities
exist,

26. Yes. See ANNEX 13

27. (a) fThe cooperatives to be
formed under the project are
non-political organizations
directed by the Interested
citizens in the community.

(b) The project will permit and
eéncourage irrigation projects,
thereby helping the Philippines
increase their food pProduction.
{c) NEA is undertaking an
intensive trainiig program for
its own staff anc staffs of tne
cooperatives. Programs are
‘also underway to train skilled
electrical workers for use vy
the private contracting firm.
(d) The project will facilitate
‘installation of small potable
water aystems, food pPreservatior
and increased food production,
thereby improving through
improved water and incre~ead
nutrition, the health of the
populace.

(e) Electric cooperatives w111
be supported by the loan,
Reliahle elchchlLy 4l renkson-
able rate iy cnigentiygl to mogt
development activities. Thig
Project will have g benefictal
effect on most of the areag of
development mentioned,

(Z£) See Section of

the paner,



28, FAA 209. Is project susceptiable of
execution as part of regional project? I1Z
so way is project not so executed?

29.FAA 201 (by (4). Information and conclusion
on activity's relationship to, consistency
with, other development activities, and its
contribution to realizable long-range
objectives.

30.FAA 201 (b) (9). Information and conclusion

on whether or not the activity to be financed

will contribute to the achievement of self-
sustailning growth.

31.FAA 209. Information and conclusion whether
assistance will encourage regional develop-
ment programs.

32. FAA s 111. Discuss the extent to which the
loan will strengthen the participation of
urban and rural poor in their country's
development, and will assist in the devel-
opment of cooperatives which will enable
and encourage greater numbers of poor
people to help themselves toward a better
life.

33. FAA s 201 (f). If this 1s a project loan,
describe ‘how such project will promote the
country's economic development taking into
account the country's human and material
resources requirements and relationship
between ultimate objectives of the project
and overall economic development.

34, FAA s 281 (a). Describe extent to which
the loan will contribute to the objective
of assuring maximum participation in the
task of economic development on the part
of the people of the country, through
the encouragement of democratic, private
and local governmental institutions.

28,

29.

30.

31.

32.

33.

34.

ANNEX 14
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No

This other project is con-
sistent with GOP objectives.
See Part II section ID page-
1 of paper.

Improved electric power systems
will contribute to overall

standard of living, increase
individual productivity and
encourage industrial growth.

N.A.

This project is specifically
designed to assist in the
development of cooperatives.
Each cooperative will be
governed by 1ts members which
average 10,000 per cooperative.

This project is directed at
long-range extension of rural
electrification to help
accelerage economical and
social development. As
discussed throughout the CAP
see particularly Part II
section ID.

The cooperatives to be formed
under the project are non-
political organizations
directed by interested citizens
in the communities served. See
Item No. 32.



A
>

35. FAA s 281 (b). Describe extent to which 35.
program recognizes the particular needs,
desires, and capacities of the people of
the country; utilizes the country's intel-
lectual resources to encourage instituticnal
development; and supports civic education
and training in skills required for effective
warticipation in governmental and pelitical
processes essential to self-government.

36. FAA 201 (b) (3). In what ways does the 36.
activity give reasonable promise of contri-
buting to the develcpment of economic
resources, oOr to the increase of productive
capacities?

37. FAA 601 (a). Information and conclusions 37.
wnether loan will encourage efforts of the
country to: (a) increase the flow of inter—
national trade; (b) foster private initiative
and campetition; (c) encourage development
and use of cooperatives, credit unions, and
savings and loan associations; (d) discourage
monopolistic practices; (e) improve techni-
cal efficiency of industry, '

agriculture and comerce; and (f)r
strengthen free labor unions.

38, FAA  619. If assistance is for newly 38.
independent country, is it furnished
through multilateral organizations or
plans to the maximum extent appropriate?

ANNEX 14
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The program is directed at
the rural population, which
comprises the majority of
the country's total popula-
tion but has the lowest
income levels. It will
Provide an opportunlty

thr- ugh membership in co-
operatives for direct par-
ticipaticn in institutional
development and democratic
processes.

The program will bring
economic power to currently
unelectrified areas. This
will promote increased
agricultural business as
well as small industrial
production potential in the
rural areas.

(a) Only indirectly through
promotion of self-sustaining
economic growth; (b) the
avallability of low cost
power will create more
opportunity for private
initiative, sce Section II;
(c) the loan is designed to
assist ir. the cstablishment
of rural c¢lectric coopera-
tives throughout the
Pnilippines; () not appli-
cable; (e) providing
electrical power where none
now exists wilil improve the
technical efficiency of
rural industry and agricul-
ture; and (f) not applicable.



loan's Effect an U.S. and A.Z.D. Program

39.

40,

41,

42,

43, rFAA

FAR 201 ) {6). Ivformation and cone
clusion o [0ssible cffects of loan on
U.5. ecanomy, with special reference

to areis of substantial labor surplus,

and extent to which U.S. canmodities

ard assistance are furnished in a manner
consistent with improving the U.S. balance
of payments position, ‘

39.

FAR 202 (a). Total amount of money under Lo,
loan which is going directly to private
enterprise, is going to intermediate cre~

dit institutions or other borrowers for use

by private enterprise, is being used to
finance imports from private sources, or

is otherwise being used to finance pProcure~
ments from private sources,

EAR 601 (b). Information and conclusion 41,
on how the loan will encourage U.S. private
trade and investment abroad and how it will
encourage private U.S, participation in
foreign assistance progrems (including use

of private trade chamnels and the services

of U.S. private enterprise).

FAA 601 (d). If a capital project, are ha,
engineering and professional services of

U.S. firms and their affiliates used to

the maximum extent consisternt with the

national interest?

602, Information and conclusion 43,
whether U.S. small business will parti-

cipote equitably in the furnishing of

gocds and service financed by the loan.
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The project's output or
electricity will not compete
with or adversely affect the
U.S. economy in any respect;
the services procured will be
of U.S. source and origin.
Commodity procurement will be
from Code 941 countries with

a large percentage expected

to be of U.S. source and origi,

The loan will be channeled
through an intermediate credit
institution for use by newly
created private electric
coomerative. Commcdities angd
services will be from private
sources.

Private enterprise is being
utilized to the maximum
extent practicable under this
loan.

Engineering and other pro-
Tessional services are being
provided by U.S. firms and
financed under other AID
projects. The loan will not
be used to finance the direct
costs of construction.

Small Business Notification
brocedures will be utilized.,



44. FAA 620 (h). Will the loan promote or Ll
assist the fareign aid projects or acti-
vities of the Commnist-Bloc countries?

45. FAA 621, If Technical Assistance is 45,
financed by the loan, information and
conclusion whether such assistance will
be furnished to the fullest extent prac-
ticable as goods and professional and
other services from private enterprise on
a contract basis. If the facilities of
other Federal agencies will be utilized,
informatioh and conclusicn on whether
they are particularly suitable, are not
competitive with private enterprise, and
can be made available without undue
interference with domestic programs. .

oan's Campliance with Specific Requirements

46, FAA 110 (a); 208 (e). In what manner T
has or will the recipient country provide
assurances that it will provide at least
25% of the costs of the program, project,
or activity with respect to which the Loan
is to be made?

47. FAA 112, Will loan be used to finance Y7,
police training or related program in reci-
pient country? '

48. FAA 114.Will loan be used to pay for per- 48.
formance of abortions or to motivate or
coerce persons to practice abortions?

49. FAR 201 (b). Is the country among the 20 L49.
countries in which develomment loan funds
may be used to make loans in this fiscal
year?

ANNEX 14
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No. The loan agreement will
contain implementation control
prohibiting such use.

Services financed under the
loan will be from private US
engineering firms and other
non-govermmental. sources.

The loan agreement will so
provide and the planned ad-
ministrative arrangements will
assure it, '

No.

No.

Yes.



50.

51,

52,

33.

54,

55,

56.
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FAA 201 (d). is interest rate of laan 0. Yes
at least 2% per anmm during grace per- s .
iod and at least 3% per anmm thereafter?

5?1: 201 (£). If this is a project loan, 51,
pri;: t[e)rOVlS}g?;aﬁx }.};eenth made fo; appro- will supply commodity and
counttypartl's Erivmee o teip ri:egeCJ.plent cons.truction services for the
Z projects. The end recipients
of the proposed aid are in
themselves private enterprise.

The Philippine private gcctor

FAA 604 (a). Will all commodity pro~ 52, Commodit ~ i

. g Yy procurement will be
curement financed under the loan be limited to AID Geographic Code
from the United States except as other- gh1,
wise determined by the President?

FAA 604 (b). What provision is made to 53, N.A,
prevent financing commodity procurement

in bulk at prices higher than adjusted

U.S. market price?

FAA 604 (d). If the cooperating country 5k, Yes.
discriminates against U.S, marine insurance
companies, will loan agreement require that

marine insurance be placed in the United

States on camodities financed by the locan?

FAA 604 (8) If offshore procurement of 55, 4.
agricultural commodity or product is to

be financed, is there provision against

such procurement when the damestic price

of such cammodity is less than parity?

FAA 604 (f). If loan finances a commod- 56. N.A.
itiy import program, will arrangements

be made for supplier certification to

A.I.D. and A.I.D. approval of commodity

as eligible and suitable?




57.

58.

59.

60,

6l.

62.

—— e —e——

FAA 608 (a). Information on measures
to be taken to utilize U.5. Government
excess personal property in lieu of the
procurement of rew items.

FAA s 611 (b); App. s 101. If loan
finances water or water-related land
resources project or program, is there
a benefit-cost camputation made, inso-
far as practicable, in accordance with
the procedures set forth in the Memoran-
dum.of the President dated May 15, 19622

FAA s 611 (c).If contracts for canstruc-
tion are to be financed what provision
will be made that they be let on a com-
petitive basis to maximum extent practic-
able?

FAA s 612 (b); s 636 (h). Describe steps
taken to assure that, to the maximum ex-
tent possible, the country is contributing
local currencies to meet the cost of coi-
tractual and other services, and foreign
currencies owned by the United States are
utilized to meet the cost of contractuil
and other services,

58,

59.

60.

App. s 113. Will any of lcan funds be used 61.

to acquire currency of recipient country
from non~U.S. Treaswy sources when excess
currency of that country is on deposit in
U.S. Treasury?

FAA s 612 (d). Does the United States own g2,

excess foreign currency and, if so, what

arrangements have been made for its release?

ANNEX 14
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U.S. Government excess
property is being utilized
where practicable in lieu of
new items. A separate pro-
curment fund for excess
acquisition will be established
under the loan.

N.A.

Construction contracts will be
financed by the GOP. Com-
petitive procedures will be
utilized.

The GOP will provide all
local currency required for
completion of the project.
Country owned PL 480 genera-
tions will be utilized to the
maximum extent practiceable,
however the Philippines is
not an excess currency
country and foreign currency
is not available to be
utilized in lieu of dollars.

The Philippines is not an
excess cwrrency country,

No.
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63. FAA s 620 (g).What previsicn is there  63. No. The loan a
g R - greement will limit
against utze of sub%e\..t aSSLSta.nE:dto the use of loan proceeds to
campensate owners for expropria or procurement of eligible
nationalized property? commodities.

64. FAA s 620 (k). If construction of pro- 64, yo,
ductive enterprise, will aggregate
value of assistance to be furnished by
the United States exceed $100 million?

65. FAA s 636 (i).Will any loan furds be 65. No.
Used to finance purchase, long-term
lease, or exchange of motor vehicle
manufactured outside the United States
or any guaranty of such transaction?

66. Ipp. s 103. Will any loan funds be 66. No.
ased to pay pensions, etc., for military
personnel?

67. 2App. S 105. If loan is for capital pro- 67. No. Loan proceeds will not

ject, is there provisicn for A.I.D. finance construction. Terms and
approgal of all contractors and contract scope of work will be acceptable.

68. App. s 107. Will any loan funds be used 68. No.
to pay N assessments?

-

-

69. App. s 108. Compliance with regulations 69, No. Loan funds will be used to
on employment of U.S. and lo~al personnel. finance construction contracts.

(2.I.D. Regulation 7).

70. App. s 110. wWill any of loan funds be 76, No.
?s?dtocarryoutprwismofFAAs s 209
d)? . : :



71.

' House have becn or will be notified con-

72.

73.

74.

75.

ANNEX 14,
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App. s 114. Describe how the Comittee 71,

on Appropriations of the Senate and A description of the project

was included in the FY 1975
Congressional Presentation.

cerning the activity, program, project,
Pg. 130.

ocountry, or other operation to be financed
by ¢he lodn.

App. s 601. Will any loan funds be 72. No.

used for publicity or propaganda pur-
poses within the United States not

authorized by Congress?

MVA s 901. b; FAA s 640 C, 73. (a) The loan Agreement will

contain a provi ‘on requiring

(a) .Campliance with requirement that at complia {th thi €
least 50 per centum of the gross tonnage me?;. nee w s require

of comodities (computed separately for
éry bulk carriers, dry cargo liners, and
tanKers) financed with funds made avail-
able under this loan shall be transported
on privately owned U.S.-flag commercial
vessels are availal¥ at fair and reason-
able rates. ’

(b) Will grant be made to loan recipient ~ (b) No.
to pay all or any porticn of such differ-

ential as may exist between U.S. and

foreign—-flag vessel rates?

Section 30 and 31 of PL 93-189 (FAA of 1973) T4.  No.
Will any part of the loan be used to finance

directly or indirectly military or paramil-

itary operations by the U.S. or by foreign

forces in or over Laos, Cambodia, North

Vietnam, South Vietnam, or Thailand?

Section 37 of PL 93-189 (FAA of 1973); ‘75; No.

App. s.111. Will any part of this loan be
used to aid or assist generally or in the
reconstruction of North Vietnam?



76.

71,

App. s 112, Will any of the funds 76. No.
appropriated or local currencies

generated as a result of AID assist-
ance be use for support of police or
prison construction and administratien
in South Vietnam or for supportc of
police training of South Vietnamese?

App. s 604. Will any of the funds T7. No.
appropriated for this project be used

to furnish petroleum fuels produced in

the continental United States to South-

east Asia for use by non-U.S. naticnals?

i
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D. C. 20823

OFFICE OF
THE ADMINISTRATOR

Loan No, 492. -

DRAFT
LOAN AUTHORIZATION

Provided from: Food and Nutrition
(Philippines: Rural Electrification IIT)

Pursuant to the authority vested in me ag Administrator, Agency for
International Development (A.I.D.), by the Foreign Assistance Act of
1961, as amended, (the "Act") and the Delegations of Authority icssued
thereunder, .I hereby authorize the establishment of a loan pursuant

to Part I, Chapter 1, Section 103 and Chapter 2, Title I, the Develop-
ment Loan Fund, to the Gevernment of the Republic of the Philippines
through the National Economic Development Authority (Borrower) for the
National Electrification Administration (Beneficiary) of not to exceed
Twenty Million Dollars ($20,000,000), The proceeds of this loan will
be used (a) to permit the Beneficiary to finance the foreign exchange
costs of certain engineering and other professional services requilred
to continue development of its institutional and managerial capabili-
ties and (b) to permit the beneficiary to rclend the remainder of saig
Proceeds to a number of new or existing rurgl electric cooperatives
to finance thc foreign exchange costs of certain goods and services
required by said cooperatives for the development of their distribution
systems,

1. Interest Rate and Terms of Repayment

The loan shall be repaid by the Borrowes within forty (40) years
after the date of the first disbursement under the loan, including a
grace period not to exceed ten (10) years. The interest on the
unrepaid principal balance of the loan shall be from the date of first
disbursement at the rate of two percent (2%) per annum during the
grace period and at the rate of three percent (3%) per annum thereafter.

2. Currency of Repayment

Provision shall be made for repayment of the loan and payment of
interest in United States dollars,
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3. Other Terms and Conditions

Unless 4.I.D, agrees in writing,

(2) Goods and services financed under the loan shall have their
source and origin in countries included in A.I.D. Geographic Code 941
(Selected Free World),

(b) No A,I,D.-financed commodities will be provided to cooperatives
prior to a certification by the Beneficiary and its U,S. consultant as
to the technical, economic and financial soundness of each proposed
cooperative,

(¢) Borrower shall reloan the proceeds of the loan to Beneficiary
on terms and conditions satisfactory to AID.

(d) This loan shall be subject to such other tems and conditions
as A,I.D, may deem advisable.

Daniel Parker

Date
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“BRIFING MEMORANDUM FORsTHE ACTTNG ASSISTANT ADMINTSTFATOR, BUREAU

FOR EAST ASIA
MRU:  EXSEC
FROM: EA/CCL:Frunk Collins, Jr.
SUMECT: Aaditious) DI Assistance - Philippines Rural Eiectrification

T dems USAID/M&nila is requestaing follow-on Levelopwent Loan asglstance
foe 1urul cleceritication
in FY 1676 end FY LYIT dn the weotnit 0@ $0 million eazh YeRT. buring

Lhe FY 1976 WS review, wnd in sabseguant comnunications with Manlila,
AspfV¥ has cxpressed recurvationg Aban (i) Lhe desiravility of ruture
loans to haaral jlectrirication in view o1 our alreudy Leavy contyributiun
in this activity wand (2) @ven il auditionul ussistance were ceterminad
Jdesirable Trom o pragran viowpolint, on additionnl loai in FY 1576 secms
premature in view of the large coubined plveline oY undisoursed funads
ot will exist uuder dural Eicetrirication I, IT and I1I, ¢.&., 450
million in coumiluents = dlabucsements G of Goetober 31 - §4.1 million.
1. Pincline, Rursl Eiecurilicatica It tu the amount orf $20 ndilion
ig scheduled for DLSC review on Di:comber 17. Assuaing approval and
subscquent authorization this mopth or early January, our existing
comnitments to the Pnilippines Lurnl Fleeotrificatiovn progrua will total
$58 million. This is over and whove earlier loans of $3.4 millioa for
the pilot projects plus prant assielance of $2.3 millior, feaéibility

suwulies for rural electrificution projexts of $350,000, as well as

seversl million of excuss property.


http:r;(..veop%,.V.nt

Disbursements As of October 31, 197k, were $b.,1 million against
Rural Electrification I (L&an 023) and ‘otal commitments (firm purchase
orders) total aproximatcly $238.5 million of which $8.5 million has been
sdvance-funded by the GOP apuinst Rural Electrification 11/ Financing ,
for this $8.5 million will be assumed by AID when CP's tb Rural
Electrification II are mct,

We estimate that the Nationnl Electrification Administration (NEA)
can comrnit against purchase orders roughly $20 million in a given calendar
year so that the btalan:: of the $58 million of Rural Electrification TI
and IIi should bte coammitted by Llote FY 1976 or earvly FY 1977. Disbhurse-
ments against these conlracte will be tied to actuil materinal deliveries
and will extend over a 12 to 18 wonth perind wiih rome long lead-time
commodities such as transformers taking longer. Prcjucted‘schcduies
are for near full disbursement of the three loans (about 90 plus) as

follows: Rural Electrification I - (Loan 028) by end CY 1979; Rural
N .

\E&GC”{E?iCﬂtifﬂmEI“(}@OQAQ3“} bty end CY 1976; and Rural Electrification
II1 by end CY 1977.
Construction of the individual systeins will take o minimum of 12
months alfter delivery of commoditics. As discussed at the Rural Electri-
fication III review, commcdities have only recently been arriving
wider Loan 028 and it will be towoard the end of CY 1975 before we sce
the first operating systems under this loan, although partial energization

will take place earlier as sections are completed., Completion of

construction of the core systems under Rural Electrification III will

taike until tne end of CY 1978.



|
In summary, we have a major work load ahead of us in implementing

Rural Electrification I, 1I, and III. Funds 70w available are, we
feel, more than adequate to carry the Frilippine program on at an
accelerated pace without additional funding needed in FY 1976. A need :
to get actual construction underway is the first priority. ﬂér'n,r

We feel confident that tre additional funds provided under
Rural Flectrification III can be absorbed and utilized in & timely
basis and wilhin the paraneters of PD 97, We do n0£ feel that a
follow-on loan in FY 1976 can be Jjustified based on available analysis -
ncr do we feel conlident thab experience over the next 12 months will
cuange the situation materially,

2. Program Evalnaton, A second concernu over peoceeding with a Rural

ev:ctrification IV loan in FY 1970 is the still skimpy evaluation data

on rural electrifrication experience in the Fnilippines. Since no projects

have yet veen cempleted under Rural Flectrification I, and will not

be for another 12 months, data available is tied to experiences with

the two pilot coops - MOESCO and VIRESCO, and the various systems in

partial or full opzration as a resull of take over of private systems,

construction with excess property and Japancse reraration comrmodities,

These systems do provide a potentially large base of operating experiﬁqce;

e.r., 27 coops, 160,000 custoncrs and approximately 1.0 million pecople

served. No comprelicnsive evaluation effort has yct been undertaken ulthough
s WEEEEEES A, e, N

NrA is actively working on estublisiment of such a program as required

by covenant in Rural Electrification II, This evaluation program will



L4

initially draw upon experience in the cxistinglcoops as a first atage
effort. .

We T contident chat Rural Electrification will bencrit the
rural population, including & portion of those in the lower income
group, through either dlirect service or creation of improved employment
opportunities. Héwcvcr, before we commit ourselves to a follcw-on loan,

[ IR |

we should have a better record of what is in fact happening in the rural
arcas. A FY 1970 loan would, we feel, be pushing shead without fhe
evaluation dala base we should have. Skl "‘vl. '&, ne Io/

3. Other donor partizipaticn. A revicw ol even the nore conservative

estimates o the capital requirerients of the Philippines rural electri-

fication program indicates a ter mreater capital requirement. that AID
could ever provide, even it we concentrated owr resources on this
acvivity. Requirements for roreilygin exciange rinancing beyond Rural
Electrification III anu through the GOP's 199L target for nationwide
coverage is $l.6h billion. To meet this nced it 1 g obviously essential
that & multilateral finan:iig; eriort be parshalled for the,rural clectri=-
s

fication ﬁrogram. The leading candidate here would be the IBKD whicn
has moved rapidly in the last two years to develop a poliey of firaneing
rural electrification.

This aspect obviously rulses the iesue of ~when and'how to eflcct
an orderly transition to nultilateral runding of tne program. USAID

believes financing of $100 million by ALY and construction of 72 core

systems nationwide gshould precede a GOP approach to other donors. However,



some initial IBRD or other donor funding of the program beyond Rural
Electrification IIT (possibly with rcduccd levels of AID assistance as
e financing mix) is possibl;‘nnd that discussions Lo this end should
be initiated tnis coming calendar year with a target date of Ft 1977
or FY 1978 for TBRD participstion in program funding,

Given the softer terms of AID loars v3. IBRD lcans, the GOP
obviously will prefer to use our money If it is avuiluble, and will
argue that the present subsidized seccond step terms to the cooperatives
require only such concessional external capital. This ralses two
probloms:

(l) The availability of alditional AID meney nay in fact preempt
GOP discussions with IERD and delay the Bank's eventual entry into the
program; and

(2) We feel that conceasional extcernal financing is not realistic
if tihe program is to expand and the GOP must be prepared vo absorb the
interest spread between intepnrediate term Bank finuncing uid the sub-
sidized relending terms requirca by the cocperatives iT rural electri-
fication is to attract the nescessary capital for continued progrom
expansicn.,

li.  Propram Options. Given the limits of our lunding availabilities,

further commitments to rural electrification muast also Le viewed in

the context‘of other potential program requirements. The hural Eleetri-
lication program in the Pnilippiunes appcars to be going well and moking
good use of the approximately $65 million (DL and TC) of AID assistance

which has been provided so far. We feel that the Rural Electrification

i



program is and will prove further to be a sound development program

in the Puilippincs. However, glven tihe great rnage of Jevelopment necds
a

in the Philippines, there igfvery strong €9

; these other development activities and leave the continuation of' the

se for maving on to some of

Tinoncirg of the raral electrification progsram to Pailippine and/or

olncr Gonor sources.

In the Phiiippincs there are many needs more closely attuned to

agrriculture and agricultural supportive activitics. For example, both

the World Bank and AID have identiried water utilizatvi-n as a Key

factor in the increace in agricultural produetion and productivity.

This requirement 1s espacially acute at the 1acal level in order to

develop efticivnt ond viaple irrigation systems o the small farmer.
t 2 J

4
:? Al would like to provide wore loan ana grant assistance in this area
M

L Y - . . . ‘ N N Y . .
and has already assigned an irrigation advidor to tne Puilippines to

there
develop such projects witn the Pnilippines ana/is now unler consideration

two pilot projects for irrigation in separate parts or tne country.

Assuminz that these projects cih he develonet sulliciently, there is /¢/?:?
. .

addion Qial

a very rood chance ¢1I' AT Cinanaine an/irrigtion project in FY 1976 of

approximately $10 aillion. in add?den, there are several other possible

development loan projects that chould we ¢rnaidered ror runding in
1 .

FY 1076, If sufficient funds ave not avalluable in FY 1975, there is

an agricultural research project ($5 aillion) whicn is elmast ready

now and would be a prime cundidate for JL finanairg in FY 1976, The



Mission is also discussing with the Filipinos an aquaculture project
($5 million) which would help to improve aquaculture research and
extension and in order to improve fulure production and nutritional
consumption, The Philippine Government has undertaken to increase
the supply of potable water to nmunicipalities in the rural arcas. AIDD
hud provided an e;rly loan for this puréose in FY 1974 and there will
_be additional funds required {approximat:ly $15 to $20 million)
needed in FY 1976 in order to help sei up alditional water districts
in other local areus. The Philippine Government has again asked for
& feasibility study leoan for which docwreniation is now being prepared.
Again, if additicnal loan thwnids are not available in FY 1975, this
loan would be ready for £ luancing in FY 1970. Finally, USAID/Manila
and the Pnilippine Governsent have been warking together on an integrated
arca development program in the Bicol River Basin., Many feasibility
and engineering studies arc now underway and it is expected that some cof tl
will be ready for the development of loan activities in the Bicol area
by FY 1976.

As indicated above, the electrirication program is progressing
well and AID can feel quitce satisficd in its support of this program.

However, it 1s questionable that further AID assistance is needed for the

Rural Electrification progrem in view of the amounts that AID has alrcady
contributed, the availebility of othar sources for this program, and the

equally if not more important development nceds in other areas as stated

above,



CONCLUS ION

In the context of the above we feel AID/S's posture on rural

electrification should be as follows:

(1

No Rural Elegjrification Loan for FY 1976 in view of:

¥ (a) Pipeline,

P~ (b) Need to develop better evaluating data, and

3)

(1)

(5)

(¢} Prospect that AID should, in fact, substantially reduce
and then terminate assistance to rural electrification,
shift our program focus to ollier areas, and pass funding
responsibility to otner donors,

AID shcould encournge NBA to begin discussion with other inter-

national donors so that they con better pinpoint the prospects

and timing of new donor participation in the program.

USAID and NEA chould make .ovaluation a prime program

focus in the coming ycar,

Other program opiions should be explorced fully in the contexi
of the DAP review scheduled for next month and projects in
agreed upon areas of coucenlration sﬂnuld be pursued vigorously.
A joint AID/GOP reviow of the Rural Electrification program
should be scheduled for the spring of 1976 and at that time
options for continued ascistance to rural electrification

in FY 1977 will be reviewed.





