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DEPARTMENT OF STATE

AGENCY FOR INTERNATIOMNAL DEVELOPMENT
WASHINGTON, [1.C. 20523

UNCLASSIFIED
AID-DLC/P-2061

December 10, 1974

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Phillippines - Rural Electrification III

Attached for your review are recommendations for
authorization of a loan to the Government of the Republic of
the Philinines 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
ot this loan will be used (a) to permit the Beneficiary to finance
the foreign exchange costs of certain engineering and other profc:sional
services required to continue development of its institutional and
managerial capabilities and (b) to permit the Beneficiary to rcicnd tie
remzinder of sa”d proceeds to a number of now or existiny rural <.octric
cooperatives to finance the foreign exchange costs of certailn goods
ana services required by sald cooperatives for the cevelopment of
their distribution systems.

This loan proposal is scheduled for consideration by the
Development loan “taff Committee on Monday, December 16, 1974. lso
please note your concurrence or objection is due by closc of business
Thursday, December 19, 1974. If you are a voting member a poll sheet
has been enclosed for your response.

Development Loan Committec

Office of Development
Program Review

Attachments:
Summary and Recommendations
Project Analysis
ANNEXES & - XV
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Philippines - Rurali Electrification III

SUMMARY AND RECOMMENDATIONS

1. Borrower-Beneficiary - the Covernment of the Republic of the Philippines
(GOP) will be the Borrower. The Executing Agencics will be (a) the Nationzl
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 Ph...ppines will rppay the loan within
40 wyears, including a ten year grace period. Interest will be
27 annually during cthe grace period and 3% thereafter.

The GO? 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 will relend the proceeds of the loan to qualifying rural
electric cooperatives on their standard sub—loan terms:

(1) For distribution cooperatives - 37 interest, 30 year rcpayment
including 5 year grace period on principal and interest.

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

(3) Local (ozt Finaucing. The sub-projects financed under this
loan have an e¢stimated local cost equivalent of $16.0 million. All of
the local costs will be finaanced by the GOP and the loan will be utilized
for solely foreign exchenge costs of goods and services.

3. Background

The proposcd loan is tine third in a series of A.I.D. loans to tne GOP
for relending through NEA to individual electric cooperatives. With the
proposed loan, A.I.D. assistance to NEA will total $58 million in devalopment
loan funds and $2.3 million in grant assistance for institutional devzlopment.

Assistance to the GOP power sector dates from A.I.D. financing cf a
nationwide power survey in 1965 and in addition to the loans icdentified
above also include two pilot electric cooperative projects funded in 1967
(with development loans of $3.4 million), loan financed feasibility studies
of $650,000, and a $3.2 million .{ 73 loan to the National Power Corporation
for backbone transmission facilities on the Southern Luzon.
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A.I.D.'s assistance 1s being provided in the context of a multilateral
assistance program to the power sector initiated at the consultative group
meeting In Paric¢ in 1971. Under the agreed program IBRD, ADB, and other
bilateral donors have concentrated their lending on the substautial 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 or distributlon systems within the tural areas and through
the electric ccoperative mechanism.

Progress under previous A.I.D. loans has been satisfactory. The two
pilot coop's funded in 1967 are compleied and in commerical operation,
Funds provided under the initial $20.C wiliior package (loans 027 and 028)
have been committed against procurement contracts and the cocps are in
varicus stages of construction. Tunds provided under loan T-034 (June 1974)
are in an advanced state of committment - approximately $8.5 million has been
plated against procurement contracts and the balance is expected to be fully
committed by February or March of 1975.

As of October Z1, 1974 the NEA had 27 electric cooperatives in various
sitages of energication and operation., 153,618 homes were served cor cn
estimated population of 1,034.000. Many of these operating systems are coop's
resulting Irom takeover and revitalization of unsatisfactory operatir. private
systems or systems coustructed utilizing excess equipment and incountry
available materials.

4, Project Descriptiont The project consists of the construction of azaditional
pover discribution facilities within the framework of the GOP progran for

rational rural electrification. It 1s anticipated thac the ecviivacar: of up

to 1. new coupecetive systems can be developed as & ccesult of this lcan.
Commodities procured under this loen may also be used vo complete or expand
cooperative ryscems initiated un ler earlier loun: and/or consolidate aad
inprove franchised systeas converted to coopercilves dader the natioral rural
clectvification program. This project will be a continuation and expaasion

ol the program partially financed by loans 492-H-027, 492-1-028 and 492-T-034.
At the cad of the project it is anticipated that operating electric
cooperaltive will number approximately __ 57 , including those riaarnced
under curlier AID loans and those resulting frew conversion ana eupansion

oi former private franchise systems.

Tne project will alse provide for the utilizacioi, of loan proceeds for
continuation o U.35. technical assistance to NLEA, the individuusl clectric
cooperatives and private Fillpino enjgiaeers and coatractors. Those services
will be extended through coatinuation of contracts with (a) Stanley Consultants-
providing engineering services and (b) the National Rural Electric Cooperatives
Associaticn (NRECA) providing assistance in organization aznd management of the
individual electric cooperatives.
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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
économlc 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) agsist in the o©Organization and
constraction of approximatley 12 new rural electric cooperatives and partially
assist in the expausion and upgrading of a number of existing rural electric
cooperatives.,

c. Place in the GOP Priorities: 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 elezfric
service. The extension of such service through electric cooperative supplemsnts
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 cverall
program objective of promoting development in the rural areas through ( .e
promotion of improved agricultural output and small scale commerical/industrial
development in the rural areas, thereby supporting both the achievemeat of
food self-sufficiency for the Philippines and increased income and employment
opportunities for the agricultural aud 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 Nutiition) which includes rural electrifica%ion as an example
of the activities ccngress intends A.I1.D. to finance thereunder.

The project is also consisctent 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 devzlopment
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 is also ccmplementedby related AID pricvrity 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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70% of -

e. Beneficiaries. the Philippine populace is currently without '5@
reliable and economical power and the rural areas targeted under the GOP's |
long-term rural electric program also include 12 of the 15 million persons |
in the Philippires falling within the lowest 40X income bracket. While the :
proposed program will only extend service to a portion of the rural population ||
ir 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 to 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 benefits
in the form of improved and more economic services and increased employment
opportunity will accrue to portions of the rural population not directly served
by the electric systems either because they are outside the service area or
because they are below the tlirzshold income level for connection to the coop
system.

Much additional survey and evaluation work needs to be done to better
demonstrate the detailed impact of electrififation on the rural areas served.
Programs to assist the GOP in this objective are continuing and will be
expanded with the implementation of the proposed loan as discussed in the
text of this project paper.

6., Project Costs and Financing Arrangements: The $20.0 million AID loan

is being made available as line of credit to NEA for the foreign exchange

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

GOP will finance all' of the local currency requirements. This contribution

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

L/COM CY 75 CY~i6 Gy
Commitments $15.0 $5.0
Disbursements $10.0 $10.0

7. Other Sources of Financing: This loan is in partial responiie to thz

U.S. Government's pledge, first made on the occassion of Con.uitative Group
meeting in Paris in April, 1971 to participate in a multilateral effort to
assist the GOP effort by developing its electric power sector. The IBRD,

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

The Export-Import Bank has advised A.I.D. that it i1s not interested in financing
this project.

8. Country Team Views: The Country Team views this project as being a key

element of WSAID/Philippines' current program, emphasizing the GOP's effort to

develop the rural/agricultural sector, 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




11. Recommendations: Authorization of . loan to the Republic of the
Philippines to finance the forelgn exchange costs of goods and services
for the project as set forth in the draft loan authorization attached as
Annex 15 1is recommended.

CAPITAL ASSISTANCE COMMITTEE MEMBERS
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Chairmen Richard M. Dangler
Loan Officer Thomas E. Johnson
Engineer Harrison L. Baker
Program Officer Raymond Cohen
Economist Rene R. Ruilvivar
AID/W
Chairman Alexaacer R. Love
Loan Officer Laurance W, Bond
Engineer Ray Stokely
Attorney Stephen R. Tisa

Desk Office
Special Consultant

Dennis M. Chandler
Earl Clark



PART II - The Project

Section 1.A Background

The Philippine Covernment ie in the process of developing & com-
prehensive strategy for rural development which it plans to present
to the Consultative Group at the CC Paris meeting scheduled for
December, 19Th. Over the past two years, the total program for
Philippine rural development has received increasing emphasic 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 comprehen-
sive strategy for rural development. 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 progrems such as Masagana 99,
greatly expanded agricultural credit for fertilizer and other input
needs of rice and corn farmers. development of local government f
eapabilities in plannirg and implementation of infrastructure facil-
ities, a complex of programs in new irrigation facility development
and & key new program oriented toward small scale industry for which
a $30 millior 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 working is partially denon-
strated by the remarkable recovery from the disastrous floods of 1972

and the record achievement in agricultural production achleved in '
| 1973-T4 and expected in 19T4/1975. !

i |5

The long-term favorable impact of the rural electrification com-
ponent on the economic, social and political development orf the rural
areas will result from (a) improving the standard of electric services
to the rurel population, (b) prov-ding & 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 plece of the rural electrificatio. program in the Government's
national development effort is enunciated in the current Philippine
Government "Four-Year Development Plar FY 1974-T7" 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 agriculture and industrial activities. This will be done by
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enhancing the benefits of irrigation and farm mechanization as well
as by promoting the development of small and 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
0 social devslopment, particularly to education and health.

"Consequently, with the view that, ultimately, rural developnent
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.S. 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 are 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 parsllel 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 wealthy 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 comes 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 consequently lessen the impact of the squatter
problem. Of great importance in the 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
{0 exploitation, thousands of people now-and millions later - are learn-
ing the responsibilities and enjoying the benefits of shared services
through local cooperative ownersnip and control. By participating 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 govermment assistance a taste of better living,
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more and more barrio folk will gain some measure of self-ccnfidence
and expericnce 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 and having 100 cooperative systems operational
serving 1,400 municipalities by 1980. More recent projections based
on actual experience to date, indicate that the practical cjppacity
of NEA 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),
USAID believes NEA should be a technically viable and experienced
institution and that the rural electri~ 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 simiiar 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.
USAID strongly believes this goal is most likely to be achieved if AID
continues to participate in a 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 &nd AID contirucs
through at least FY 1977 to support distribution of power to the rural
areas and farms via locally owned and managed cooperatives, If thnis
program is effected, it is estimated that loan funding by the IBRD, ADB
and other sources for power generation and transmission will total
slightly over $1 Billion during the Phase I period (1971-1977) when AID
will ve direcving its support for local power distribution vis cooper-
atives.

The proposed $20 million loan will leave a $41 million foreign
exchange requirement 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 ocut of
essistance following this loan. This will be addressed further in the
DAP presentation and review.

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

Local cost to Philippine domestic revenue to complete Fhase 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 ls assisting with electrification of the Philippines where 70%
of the people, mostly in rural areas, are presently withnut electric service.
Rural electrification in the Philippines prior to AID participation corsisted
primarily of short-line extensions to the country side from a small n iber
of municipal and privately owned systums operating in the larger towns.

An AID-financed "National Electric Power Industry Survey" in 1965
recommended the initiation of a program to determine if the introduction
of electricity into rural areas of the Philippines was a practicable under-
taking. To develop this program, AID prcvided 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 project areas, Victorias-Manapla-Cadiz, In Negros Occidental
(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 of the Philippines acting through the Electrification
Administration made lnans totaling P6.6 million for construction of MORESCO and
VRESCO. Two simultaneous AID devalopment loans totaling $3.4 million were pro-
vided to finance the foreign exchange costs of engineering services, design
and construction of the two prototype rural electric cooperatives. At the
same time AID provided an additional $350,000 in Feasibility Study loan funds
for a team of NRECA consultants to generate feasibility studies as the basis
for a follow-on national program of rural electrification through cooperatives.

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

Loan 492-H~-028, dated May 2, 1972, provided 19.4 million dollars in
foreign exchange for offshore 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 No. 49.-11-220-248, dated April 14, 1972, programmed $2.3
million to contirue 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 Minaanzo 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 L:.e ~ -~~~ to urban centers
and the major electric cooperative sites slated or development on Mindanao.
Financing of the G and T program developed by th- study has been undertaken
by ADB whiclk provided loans of $41 million in 1v71. ADB i: currently pro-
cessing a follow-cn loan for additionu!l generatiom.

In addition AID Loan 492-H-032 nrovides 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 complerents both the loans to NEA for distribution coopes and
the current plauning effort at area development in the Bico. area financed
under an AID approved grant :raject in FY 73,

In June 1974 z second major development loan was completed (492-T-034)
adding 518,000,000 tc finance additiomal goods and services Tollowing the

same procedures established in the earlier loans.

C. Progress under rrevious AID Lcans

The original rural electrification project funding plan called for
the construction of up to 36 rural electric cooperative systems. AID
allocatel a total of $520M in loan funde for goods and service plus 35 ;1111ion
in the form of technical services and excesg properzy. The Philippine
Governrent piredped the valance of the original 92 million program from
Japanese Reperations, P'. 480 generated pesos, and local currency irom
national budget revenues.

As or QOctober i, 1974 $19.4 million of AID loan funds (492-H-02§8),
FY 72) to be used for commodities was contractea and the remaininzg $600,000
(492-H-027) has been used to fund the contract witn U.S. engincering firm
Stanley Consultants, Inc.

Progress under the second rvural electrification loan (492-7-u3%

FY 74), amouats to a continuatior. and expansion ¢ uctivities uncer previous
loans. As of Wovember 1, 1874 abouc 53 willion of this 318 M loan had bheen
committed for procurement - cnduc or and erosct - - $5600,000 had been ear-
marked to support the continuation ‘I the services o7 Stauley Consultants for
another two years. The bala.ze of tle furds available under 432-T-034 FY 74
will be used to support TFB No. 4 scuedulnd for 1ssuvsnce by December 13, 1Y74.
Letters of Credit for the fuil amount cf loan <92-7--(34 FY 74 will be issued

before February 1, 1975.
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NEA 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 160,000 co-
operative members are now receiving electric service from 27 coopera-
tives considered to be in an operating status. This 1s estimated to
provide electric power directly to over one million people. Further
detalls of prozram accomplishmcats are set forth in Annex 2.

D. Relationship to Philippine Programs

1. Power Sector Development

Historically the responsibilit:; for supplying electric servi:ze
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 7T and today has
an extensive generation and transmission system on the islands of Luzon
and Mindanao. 7Tt 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 ¥lectric Company (MRERALCO) 1s the nost signiricant electric
utility in the Philippines. This privately-financed companv operatcs large
generation and distribution facilities in the Greater Manila area, and
accounts for about two-thirds of the Philippine retail sales. Over 3060
small municipal and priwvate franchise holders are onerating in the Pailip-
pines, but most cf these are supplyirg less than 24-nour service. Ilectric
cooperatives, which are just coming into fhe power scene, make up about 5%
of the electric utility business,

Development of the Power Sector prior to 1970 was on a plecemeal
basis and poorly coordinated. 1In 1970 and 1971 a counsultative group headed
by the World Bank reached agreement with the Philippine Government concern=-
ing power sector zupport. The IBRD agreed to fund an orderly program o.i
generation and transmission facilities for NPC in Luzon while the A::.u
Development Bank agreed to support similar facilities in Mindanao. AID
participated in the plan by allocating funds for “he development of electric
cooperacives which would distribute power furnished from the NPC grid and
other generatioa sources to the rural consumers.

Octher bilateral donors are undertaxking an increasing role iu power
sector development - again focusing on the major capital requirenents for
generation. France recently concluded a supplicr's credit loun at zpproxi-
mately $20,000,000 to M¥PC for 5,000 XKW generators. Half of these units will
support eleccric ccops ana the balance will be available to private utili-
ties in the secondary cities. A key aspect of the program is the encourag=-
ing approach by NEA, YPC and the private utili:ties to the undertaking of
joint generating projects. These programs will provide larger and more
economical diesel generation to all parties and they provide the only hope
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for the provisicn of economical electrification to the dispersed load
centers throughout the numerous island groups in the Visayas where con-
struction of backbone grid systems 1s not currently feasible.

With the advent of Martial Law 1in September 1972, the Covernment
elected to shoulder all responsibilities for future largce 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-electric facilities are being developed and expanded in Luzon and
Mindanao. NFC is now in the final stages of plans to place orders for a
600 MW nuclear unit which is schediled for “nitial operation in 1984,
Several small generating plans of up to 5 MW each will continue to he
added by private operators and by cooperatives until loads are deveioped
sufficlently 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 fov
power production.

Wherever possible, NPC will be the primary sovurcee of wholesale powver
and rural eleccric cooperative systems will be scheduled for completion
to coincide with the completion of the NPC grid iaciilities., Usc of tue
earlier planued 1000-1500 KW diesel generators will be reduced nna liwmiced
to very high priority areas isolated from cther available sources of power.

The most current estimates for the Philippines Power sector are set
forth in the Nov. 7, 1974 IBRD economic report. Tnese estimates cover
revised GOP investwent priorities and financial recuirements for iliz power
sector and reflect a reevaiuation by the GOP of 1its power recquirements in
light of recent developments witnin the world energy picture. Under this
program the capital investments required to follow through on developments,
including hydro, geothermal and nuclear plants, will reach nearly $270 w 1lion
over the 19Y74-1977 veriod. This comprises approximately 417 of tlhe govern-
ment's infrastiucrure program Jduring this period.

The 1974 sixch power loan from the World Rank($61 million) will finance
transmission svstem expansion and the 10C MW hydro unit at Pantabangan Dam in
Central Luzon.
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The NEA program for rural electrification -over this period com-
‘prise less than 15% of the proposed investments in the power sector.
Taken in conjunction with existing plant investments in power (which was
heavily focused on and major urban arens) - the electric program will be
less tha 10%Z of power sector investment - whereas it is targeted toward
70% of the population, Substantially larger investments in rural electri-
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 secter.

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 doubtful that NEA will be able to sustain such an expanded
program, the tasks at hand are obviously erronous, even on a reduced in-
vestment scale. Some of the key aspects of such an investment program
that must recelve priority attention are as follows:

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

(2) |"Financial management of the electric coops and rate schedules
for rural systems must be set with a focus of generating the ms Imum
amount of internally generated funds for system expansion t.cough
capital formation by the coops themselves, If 20% of new capital
requirements could be generated, internally generated funds could
provide between $10 and $30 million year =~ progressively between
1980 and 1995.

(3) An ongoing evaluation of rural electrification institutionalized
within the GOP itself - must be undertaken to provide GOP planrers
with meaningful data on actual social and economic benefits achieved
so that allocation of scarce capital between rural electrical, cther
parts of the power sector and other priority sector requirements can
sensibly be undertaken.

(4) Geographical dispersion of individual operating coops - based f
initially on a low cost "core' system with the highest economic '
returns -~ is essential to provide a basis for the development of

both the management talent and capital resources within the rural
areas necessary to support the program. To the extent that these
functions are unduely shifted back to the central government, the
program will increasingly fall short of potential accomplishments.
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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 availahle
external capital, and most importantly provides a substantial market
for incountry manufacture with a large employment potential rhroughout
the country. This concern also extends to the imported ircountry
trade offs for manufacture and supply of consumer and industrial

goods that will develop as a result of increased power availability
throughout the country.



- 12 -

D.2. ProJect bBeneficiariee - Income and Imployment; Relationship to
Agriculture and Small Industry Programs

The goal of this project, in supporting the GOP national rural
electrification program, is o further the welfare of the people in the
rural areas and to increase income and empicyment opportunities in the
rural arcas by nmaking electric power available at reasonable rates for
both household amenities and increased production.

Irplicit in this goal statement is the fact that the beneficilaries
of the project will fall into two distinct 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
beneficlaries will include a portion of the lower income population who
may not yet be able to afford =lectric service or who do not receive direct
service because they reside outside the imnediate service area of the
electric coop.

Since the inception of the rural electrification program in the
Philippines, the government has made it abund8ntly clear that they were
not prepared to support rural electrification if the benefiis wiore essentially
impreved services to the connectea customers. The overriding objective ic
the utilization of electric power to promote productive enternrise.. with
the attendent creation of increased income and employment.

a. Setting

The Znilippine economy, as other LDC's, has been characterized
as a "dual" economy with a rapidly growing modern sector concentrated
basically in the greater Manila area and to a lesser extent in secondary
urban areas such as Cebu., With the exception of extractive industries and
certsin cgricultural activities such as sugar, growth within the econory
has centered in these areas. TInvestments in electric power to date have
heavily concentrated on service to these areas and the majority of the =07
of the rhilippine population served has been withi. these areas. The
reraining 70" who are the long-term farget beneficlaries of rural
electrificrtion reside in the rurrl areas ani Lowll municipalitiec.

It is within these areas that the poverty problem within the
Philippires is the greatest. 12 of the 15 rillion ¥ilipians .ho Tall within
the lower L0OY income braciket reside in the rzural area. fhe ceograrhicul
distributicn of this population is set out in the table »n page lla
extracted rron the IBX) economic report and based on the 1971 hcusehold
statistics. A location map of the individual regions is also included on

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

1974 Distribution of Bottom 40%
Population Family Income (Pesos) of Families
Region (mid-year) No. of
People
(million) 7% Mean Median C/B (%) (Millions) Z - D/A (%)
A B C D

Philippines - Total 37.92 100.0 3736 2454  65.7 15.17 100.0  40.0

Northern Luzon 3.39 8.9 2890 1741 60.2 1.87 12.4  55.2
Ilocos 1.87 4.9 3299 1813  55.0 0.98 6.5 52.4
Capayan Valley 1.52 4.0 2390 1652 69.1 0.89 5.9 C§§:6

Central Luzon 6.68 17.5 4895 3556 72.7 1.61 10.6 24.1
City of Manila 1.40 3.7 7785 5202 66.8 0.10 0.6 7.1
Central Luzon 5.28 13.9 4127 3119 75.6 1.51 10.0 28.6

Southern Luzon 10.16 26.8 3868 2634  68.1 3.861 25.0 37.5
Southern Tagaloglé 7.12 18.8 4332 2960 68.3 2.25 14.7 3
Bicol 3.06 8.0 2784 1874  67.3 1.56 10.3

Visayas 9.38 24.8 2818 193¢ 68.5 4.68 3C ¢ 49.9
Western Visayas 3.86 10.2 3206 2332 72.7 7.50 9.5 35.9
Eastern Visayas 5.52 14.6 2548 1651 64.8 3.18 21.0  57.6

Mindanao B.31 21.9 3382 2411 71.3 3.20 21,1 38.5
Mip Mindanao 3.14 8.3 3062 2186 71.4 1.36 6.0 43.3
SW Mincanao 5.17 13.6 3577 2549 71.3 1.84 12,1 35.6

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

(b) Miisres, Tito A. and I. C. Belarmino, "Some Notes on the 3ources

of Income Disparities among Philippines Families," Journal of

Philjippine Statistica, Vol. 24, No. 4, 4th quarter 1973, P xv-xxii.
(c) Distribution of bottom 40 percent of families based or mission

calculations using the 19771 household income-expenditure

survey data.

/a Includes part of the Greater Manila Area.
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Annex I , which shows the current target areas for electric
coons, indicates the essentially national coverage of the rural electric
coop program and its focus on the major arees of low income incidence,
Pockets of urban concentration such as Davao, Bacolod, Cagayan de Oro,
Ili=an City, Iloilo, Angzles City, etc., zve excluded from the progren
end electric power develupment left to the private sector,

ron a geographical dispersion point of view, the program 1o
clearly oriented towasrd the geographical erees where the majority of the
low income population reside.

b. EImploayment generation

The Philippines faces a difficult task in creating sufficicnt new
Jjob opportunities for the rapidly increasing population., Given the
heavily rural concentration of the population, the largest additions to
the labor force will develop in the rural areas., The GOP will either
have to create job opportunities within the rural areas or witness
continued migration to the urban centers as has occurred increasing.y
in the past. The rural urban migration pattern hac already resivltei in
creation of the largest pool of unemployed are the urban area.
As indicated in the L year plan - 356,000 or 567 of the 35,070
unemployad in 1971 were urban unemployed. Iallure to create groiver
rural job opportunitics therefore willi likely exacerbate this problem,

infortunately, agriculture, the lavgest rural and cutione]
employer (1970 - 6.4 million) does not of itself offer a solutliorn to
this problem. 7The agricultural sector historically has been markcd by
g progressive expansion of subsistence farming into underdeveloned land
areas thus buth avsorbing population adaitions into agricuwltural
employment and providing increased food procv.ction, Sometime in the 1960's
the limits of land extension were reached ana the 1ncreased ponulation will
inereasingly be surplus to the labor requirements of the farm sector.

IBD estimates ia their 1973 economic report indicate a new labor
force awnitvion of 3.9 million people o the labor force through the
perio@ of 1Y9Y0-1950. Ouly 1.0 miliion of these will be absordea into
agriculture. 2.4 million will oc sbsorbed by mining, manufacturing and
services and an estimated 200,000 will be aacea to the unermpioyed.

Population ana Fmploynent
1960, 1970 and 1960 /a

Nurber (millions) Average Annual Srosth

1960 1970 1980 1960-70 15(0-030
Population 27.6  37.5 50,0 3.0 3.0
Lebor Force 9.9 12.9 16.8 2.7 2.7
Employment 9.3 11.9 15.5 2.5 2.5
Agriculture 5.7 " 7.1 1.2 1.0
Mining and Manufacturing 1.2 1.5 1.9 2.3 3.0
Services 2.k L.0 6.5 5.1 4.8
Unemployment 0.6 1.0 1.3 5.0 2.7
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Creating non-sgricultural employment opportunities in the rural
areas is therefore a key objective of the Philippine govermment. Rural
electrification is a key ingredieat in the GOP program to create the
supporting iufrastructure to sustain such a program. It is insufficient
of and by itself, bui other supporting programs to facilitate the pro-
ductive use of the power are under development.

As a footnote to the eamployment aspect, the rural clectric program
will create a number of direct employment opportunities within the coops
themselves and in the expansion of the activities of the constructicn
industry necessary for expansion of the systems. In addition increased
employment oprortunities will be creeted by developing markets for
electrical goods and other materials necessary for the construction
phase and by creating markets for Zncreased consumer and industrial goods
resulting from the expanded access to electric service.

¢. Income and Agriculiure

The notential impact on increased income from rural electrification
projects is more far reaching than its direct impact on employment.
While creating new non-farm 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 i'or
increasing rural incomes, This is illustrated by the fact that while
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.

Fural electrification will directly support the agricultural sector
in two respects (1) facilitating introduction of new small scale electric
purping proje~is and (2) supporting esgro industrial development such as
rice millinz, drying and storage, food preservation and processing,
poultry breeding, etc.

Ni"A has actively pursued pump irrigation projects in ccenjwnetion
with the National Irrigation Association (NIA), the Development 4 ademy
of the Philippines {(DAP, and the Provincial Development Assistance Program
(PDAP). 7"ne resulting . BISA Phase I program currently has
proposed. procjects under development in 11 provinces, e.g. Ilocos lorte,!
Caplz, Pampanga, Abra, Lanao del Sur, Isabela, Ia 'mion, Namarines Sur,
Tloilo and Laguna. In toto these projects will cover 22797 hectares ani
serve 14,856 farm families, Phase II will cover 12,500 hectares ena
serve 6,450 farm families. Expansion potential is substantial as
indicated in the IBRD Ag Sector survey of 1972 with 285,000 hectares of
potential pump irrigation nationwide. The two largest blocks of which
fall in tne lowest income areas of the Eastern Visages and Southern and
Western Mindanao (approximately 150,000 ha).

Selr-sufficiency of rice is estimated to require 300,000 ﬁa 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 capital investment. '

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

d. Small Scale Industry Program

In order to achieve the income redistribution to aid employment
generation within the rural areas as set forth in GCP plans, it will be
necessary ror the GOP to marshall an expainded program of assistance to
promte regional dispersal of industry and support to small scale
industries. As noted above electric power 1s a key ingredient in the
basic infrascructure required to support such a program.

USATD and a variety of other donors has been working with the GOP
on this problem and the December 74 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 with 20 or more workers. 156,000 of these workers zre
employed in the gicater Manila area and another 100,000 in cther parvo of
Luzon. Only 76,000 are located in the Visayas and Mindanao.

Significantly nearly one million workers or 717, of the maaufacturing
labor force is engaged in establishments of under 5 persons. Statistics
on this groun are not totally reliable, but the IBRL estimates that there
is reasonable regicnal disti'iouation of the small inaustry grouping.

7 These factors cleurly indicate the substantial potential lor
employment geaeration througi promotion of small scale industries in
general and the desireanility of geographical dispersion of larger
establishments whinh will create opportunities For small scale maufacture
geared to subcontracting and service of the larger industries.

rFased on the work now completed on this program, the IBFD is now
finalizing a 30 milliion loan to The GOP to nrouote rezional dispersion
and suppori To sinall scale incustries. One component of this loan is a
$2.5 1million sub-allocation of funds to support exnansion of the co-
operative handicraft and cottage industries program developed by ZA under
its power use program. The current status of this program ic more fully
discussed in Section ZF . IBRD support of this program within two years
of its initiation is a real credit 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 arza, This program will focus on the provinces of Bukidnon,
Lanao del Sur and Misamis Oriental. NEA has operating coop in Misamis
Oriental and Lanao del Sur and scheduled coops in the other two
provinces to be finenced under AID loans. The population of this area is
2.0 millicn or 57 of the Thilippine population. 100,000 people live in
thz urban center of Cagayan de Oro and Iliga. The majority of the
balance live in rural areas where electric service, if it 1s provided,
will need to be supplied by electric coops. The program is under the
direction of the Board of Investments and will focus on agro-based 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 Mindanao area - the GOP will -
extend the program to other selected areas.

Summary

The major thrust of the rural electrification program in the eyes
of the GCP continues to be that of a necessary component of a luing
overdue program to create increased employment opportunities in the
heretofore neglected rural areas of the Prhilippines. The GOP recognizes
botn the role that availability of electric power can play in proroting
Lumproved agricuitural yield through irrigation, related cxpunsion of
agro~industrial development and most importently in the creation of
nen-acricultural job opportuaities necessary for absorption of the
excers labor force that will be generated in the rural areas in the
near future., The program will, we hope, help amelecorlate rural urban
migration with ite enormous problens.

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

With a major economlc stesbilizatlion program initiatcd in rebrunry
1970, which included devaluation of the peso, ‘he 301 position improved
censiderably and a small surplus was realized in 1970 and 1971. ‘ihe
caplital accoun:, however, continued to be under pressure due 'o heavy
repayment of short and medium-term debt, Performance in 1972, while not
all favorable, resulted ia an overall BOP surplus of $94 million.
Developments during 1973 were unprecedented. GNP growth is officially
estimared at 10 percent, compared to 4.1 percent in 1972. ~he BO? surplus
amounted to $671 million due mainly to large trade surplus which in turn
was a resulit primarily cf unprecedentedly high export prices. Merchandise
exports are 70 percent higher than in 1972. Investment growth accelerated
in 1973 refiecting increased business confidence and the salutary effects
of investment incentives. Investment growth was also facilitated by
greatly imprcoved domestic savings efforts. 1In 1973, however, the economy
had to cope with a major inflation whicn worsened during the second half
of the year and reached an annual rate of 40%. This was caused by excess
liquidity, aomestic focd shortages and imported inflation.

crowtn prospects in 1974 and beyond are zubstantially lese ountimistice
in view of the abrupt reversal of the terms of trade by mia-1U7k. it is
estimated that the terms of traaes will decline sbout 239 in 1973 ernd 197h

to a level that prevailed in 1972,

Growth prospects fer the Philippine economy are corresponcingly
diminished and estimated GNP growth for 1974 is 79,

The GOP nas taken advantage of the recent export boom to improve
its external cebt structure. External aebt service to export receipts has
been reduced tc 15% in 1974. This improvement is a welcoie change from
the 27% ratio in 1971.

However the reversal of the term of trade are estimated to resadt
in a trace deficiv of H680 million in 1975. Given this deterioration in
the cxternal sector, the COP will recuire capitel inflows of $2.7h Tilliecn
in 1075 and 1976 i7 the govericent's growth tarpets =zre not to oe reaced.
Direct investients. trade finance and mediwn ana lonz-term loans will

>

account Trr muzh of tois resuliresment - However, a resource gap of 1100
millicn is estimated in 1974 and 410 willien in 1775, In the eveat
this gap i not filled by external mudiwn ana lon.-.ierm credit sources
the GOP will either hrave to resort to snori-term torrowing or reduce
growth targets. resort to short-term borrowing would reduce net
reserves to negligible levels by 1976.

Anmnex 9 vrovides a more detailed econcmic zummary.



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

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

2. National Electrification Administratdon

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

The powers of NEA are vested in a Board of Administrators headed by
Mr, Ramon Ravanzo who is also General Manager of the National Power Corporation.
Other members of the Board are General Ceferino Carreon, who heads several
agencies related to the communication industry, Jaime Laya, Deputy Director
of the National Economic and Development Authority, and Dean Alfredo Juinio,
Administrator of the National Irrigation Administration.

The Administrator of NEA, Col. Pedro G. Dumol has headed the agency
since July 1970, The Administrator is assisted by three Deputies who in
turn supervise seven directorates coverine all NEA functions. See NEA's current
organization chart page 18a . As of November 1974 NEA had 400 employees.
As NEA's program has progressed, Agency competence has developed most rapidly
in functional areas where program demands have been the greateat. Competence
in the areas of training, cooperative formation, and feasibility studies
developed early. Engineering competence both within NEA and within the related
local consulting firms has also now advanced to a high level of competence
along with related experience in materials procurement.

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

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 constraints. To address these areas of concern, AID has
provided, or is programming, specific technical assistance over and above
the ongoing assistance being provided by the long term consultants - Stanly
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T™wo 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 accomplisned 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 supervisioan
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 unZertake 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 continuing
evaluation of the impact of the electric cooperatives in the rural areas.

A new evaluation unit 1is being formed within the Departwment of Finance and
Franchises to work on this problem. The head of this unit was brought to

the U.S. this rfall as a participant and spent two weeks with key officials

at the World Bank who have been undertaking a two year evaluation of rural
electrification prcjects in preparation of a major IBRD entry into thils field
as an active d..ior. The World Bank has offered to cooperate with NEA in the
evaluation of their precgram 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 handled through the continued provision of consulting
assistance during the project implementaticn.

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

It should be noted that a detailed intermal 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, capital 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 some 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 7-7,500Q customers (4 years).

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

The rural electric coops are required to pay standard wholesale rates
for 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 .ax, franchise taxes, import duties, ectc,

The develooment of the cooperatives' management cajpabilities is s:1l1i
in an early stage. NFA provides ongoing training seminars in various {ields
of system operations to strengthen cooperative management. NRECA advisors
assist the cooperatives with their operating problems and provide sood lizison
between the cooperatives and NEA in Manila during these early stagus of
project development.

While NEA accounting records are satisfactory, the electric cooperatives
(other than 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 practi~e. 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 copies of minutes of meetings and of policies and procedures adopted
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 a 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 various cooperatives on a

temporary basis also prepares them to assume the role now handled for NEA
by the NRECA cooperative advisors.
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B. Project Finencial Aspects

l. Project Capital Costs

Feasibility studies for NEA's expanded coop program have now
been completed for over 70 individual systems. DNesign standards for
these systems are well established and based on modification of U.S.

REA 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 description
of NEA's staged approach is set forth in Annex 8 .

As MFA hes gained experlence in cocp deslgn - standardizeu
material teke-cffs and cost estimates have been developed and computer-
ized. The cost estimates for this loan are based on the estimated or
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
under U.S. T0BQ « + o o o « o s o o ¢« s o o o« « » o $ 1, 250,000%

Poles and CrOSSEYTMS + o s s o o o o s o 5 o s o s o o o o 151,000
Construction labor 152,000
“eadquarters facilities (no power plant) 3€7,000
Ingineer Services <,000
Substation : 180,000/
Coop overhead during construction 27,000
Contingencies 2C0, 000

$ 2, 400,000

*Virtually 1009 foreign exchange. All other costs
are local currency.

'“he proposed levelopment loan of $20 million, less some additicnal
funding of U.S. consultants, would permit construction of the equivalent
of sbout 12 additional electric cooperatives. It is estimated that the
GCP, through NRA, must provide zdout $14 million in direct project costs
plus another 32 million for agency costs, all in local currencies. The
agency costs include supporting funds for the two U.S., technical
assistance groups, Stanley Consultants, Inc. (engineering) and the
National Rural Electric Cooperative Association (management),



The financial plan for construction for 12 cooperatives plus
U.S. engineering services would become (F 6.7 = $1):

In Millions

Local Cost Yor IX Tolal
GOP Capital appropriation ¥ 107 $ 16
U.S. Development Loan $ 20 20

TOTAL COST wevvevanoncanses & 36

It should be pointed out, however, that comnodities procured under the
loan will partially be utilized to expand or complete coop systems
initiated under earlier loans as well as to consolidate and improve
franchised systems converted to rural electric coops under the national.
rural electrification program. Hence, the proposed loan is sssentially
a line of credit to support the nationsl electrification program.

2. Project ¥inancial Analysis

General

In considering the finencial aspects of the izdiviauul coops
it may be helpful to first swuwmarize the characteristize of cural clectric
systems. Studies have been completeda by the IBRD wnd otnurs on the
general characteristics of iurel electric systems and these gystems do
not vary substantially froa country to country.

Financial management considerations do of course very substantially
between independent rural electric utilities such as the proposed ccops
and extensions of rural electric service by central power iuthorities.
The latter is the predominent pattern of rural electrification in the
developing world.

“ural elsctric systems are characterized by aigh initicl na ital
costs combined with low copnsumption per consumer and low loan factors in the
early years. Debt service requirements ere corresgpondiinziy high €3 o
percentage of annual costs and the initial revenues are low. {lomparitive
data from the IBRD studies in Latin America 1llustrate this point.

rban Hural
Consumption: KWh/consuuer/year 3,000 600
Load actor 50% 257 initially
LO7 later years
Investment in distribution/consumer $100 $250
Mean per capita incomes $300 $100
Average cost - cents/KWh 3 6 to ¢ initially
b aftes 10 years
Average price - cents/Kwh 3 4

IBRD - Issues in Rural Electrification - 197k
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Because of these characteristics, subsidies are generally necessary
in the early years of the project life, Contrary to common misconception,
however, subsidies of yural electric systems seldom apply to electric
rates. Rural electric rate structures are normally as high as urban
rates and 7requently are 50% or more higher. Further upward adjustments
in rates will not solve the financial problems in early years due to the
prevailing low consumption and poor load factor., Beyond a point elevated
rates are self-defeating and subsidies of other natures are required.

In the case of the Philippine coops, subsidies are confined to low
interest long-term loans and relief from various import duties and
domestic taxes, Wholesale power rates fram "he NPC are at the prevailing
level and retail rates are equal to or in excess of rates in the major
urban areas,

In rural electric programs throughout the world undertaken by
national power companies, the subsidy is often masked by internal fund
transfers, For example, a typical 90%, 10% urben/rural investment
split in electric facilities would require only a 10% overall rate
increase to the urban consumers to fully subsidize the rural programs.
Capital is thus extracted from the urban sector and transferred within
the power company to subsidize the rural sector without the need to
resort to the central government budget mechanism, The real financial
subsidy is nevertheless the same as required for isolated rural electric
systems,

Once the initial investment in rural electric systems is made,
financial prospects improve markedly over time. Consumer density .ends
to increase, individual consumption levels rise and the load factor
improves. The load factor frequently doubles in 10 years thereby
doubling revenues at little additional cost. Ecually important is the fact
that marginal costs for extension of the systems and connection of new
customers drop markedly. In IBRD studies in ILatin America, for example,
marginal cost per consumer are $100 as compared with initial costs of
$250. (These levels are both low at today's prices.)

The following table illustrates a 15 year pattern for a rurcl
electric project in Ethiopa:

Distribution Network Costs

lst year 7th year 15th year

Demand KW 100 425 1,120
Capacity of Network KW 150 1,150 1,500
Investment $ 33,000 86,000 100,000
Investment per KW $ /KW 330 ' 207 90

Given the financial profile of rurel electric systems, calculation
of financial internal »ates of return alone will seldom provide sufficient
Justification for the project. Calculation of economic returns are
therefore necessary. This is discussed in Section C below and Annex 5 b
and provides a substantially improved picture of the electric systems,

Y
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particularly when taken in conjunction with non-gquantifishle benefits
and social considerations.

Philippine Experiences

Analysis that has been undertaken to date on operation of the
Philippine electric coops indicate that the Philippine picture is
consistent with the general model of rural electric systems, Annex 4

provides detailed analysis of the financial aspects of the Ilocos Norte

cocperative and comparative data on the pillot coops at MORESCO and
VRESCO, The financial internal rate of return for Ilocos 1is celculated
@ 9.5%., Recalculated returns on MORESCO are 7.5% and VRESCO are 4,57,
The return on Ilocos is consldered favoreble for a rural electric system
and compare with the annual return on invested capital of 9,5% being
realized by National Power Corporation, MORESCO's return could be
inproved by raising its rate levels which are currently too low. VRESCO,
however, already has a high rate level, and the low returns characterize
the fact thet this system is a diesel generating coop subject to higher
capital cost per consumer (due to the supplemental investment requirements
for diesel units) and most importantly due to the recent fuel price
inereases which have besn passed directly to the coop.

Given the inherent problems with self-generating coops, and the
recent fuel crises, NEA has radically reduced its planned investment in
gself-generating systems and now has & program heavily oriented to distribu-
tion coops such as Ilocos Norte and MORESCO. In addition, reduction of
the progrem to the '"core system" concept will improve the return to these
gystems while reducing capital costs and spreading the avallable resources
more economically throughout the Philippines, Illustrative of this aspect
is MORESCO's estimate that the last 407 of plant investment generated
only 10-15% in incremental revenue; thereby reducing the overall financial
return by one-third.

Other Operating Systems

NEA now has cooperati-res in various stages of operation. Scme of
these systems are only partially energized and operating statements do
not yet provide meaningful data, A number of these systems do, however,
have a substantial customer load in that they are conversions of former
small private utilities.,

Based on a review of these coops we have selected three of the
existing coops on which there is the longest and most complete operating
history. These three coops are South Bataan, lst Bulacan and South Nueva
Ecija., A brief analysis of this data for these three coops is presented
below in Table 1, On the basis of approximately one year's operations
under NEA, & favorable trend i1s seen to have been established. Systems
loss (unaccounted for power) has been decreased by an average of 53%
while two of the three coops studied showed increases in net profit margin.
Most importantly, these three systems showed an average increase in the
number of connections of some 22% while at the same time showing a net
increase in KWH sold of 10%., This apparent anomaly points to the fact
that most of the new customers gained were those lower income family groups

who are intended to be the prime beneficiaries of this and previous AID
support to NEA,

e e e e
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Teble 1 (Change in Operating DATA A/O 8/7hk)

KWH Net ;
KM Iine Sold System Margin ;
Connections Energized (C00) loss (%) (P 080) ' i

S0, Bataan (11 mos,)

Change + 798 +124 + Lk - 18 + Ol

% change + 16% +62% + 8% +95%  +558%
1st Bulacan (13 mos.)

Change +277Th + 26 +102 2532 - 54

% change + 25% +15% +17% + 55%  -Lo1%
S0. Nueva Ecija (8 mos.)

Change +2336 + 3 + 30 -3 312

% change + 24 + 1% + Lg + 99 + 407,
TOTAL Aug. % Change + 229 +26% +10% +53%  + 36%

It should be noted that the large net loss suffered in May by Bulacan is
believed due to wide fluctuations in the cost of purchased power caused

by the NPC energy surcharge which in turn reflects the extent to which

power supplied is purchased from oil fired plants, Previsus monthly

data for Bulacan shows an alternating trend between profitable and unprofit-
able operations which on an average basis will likely result in a marginally
positive net margin for this coop by the end of the calendar year,

In the case of these coops NEA sponsored conversion to cooo systems
has resulted in substantial improvement in system operation, and pirtial
system expansion from internally generated funds, while maintaining a
positive operating procedure.

Now that NEA has gained approximately a year's experience in ad-
ministering the coops taken over in 1974, and in light of the data supplied
to AID from which the above analysis is drawn, USAID is planning to work
with NEA toward developing & more complete and systematic financial report-
ing and analysis system as an improved management tool for forward planning.
USAID is currently undertaking an indepth analysis of the following aspects
of NEA's present operations in order to assist in the development of an
improved financisl management system:

1, Analysis of present reporting standards and requirements from the coops.

' 2. Analysis of the manner in which NEA reviews and uses financial and
' statistical data received from coops, particularly in the preparation and
revision of feagibility studies.




3. Analysis of NEA's;ﬁreSenx rate policy with regard to its applicatian
on an individual basis to 1ts constituent coops.

4, An analysis of ‘che best method of insuring NEA's rate policy require-
ments adequately provide for the financial viability of individual coops
and especially tleir ability to earn enough to cover debt service to NEA
and accrue a refnerve for future expansion,

These and other questions will be addressed and conclusions and recommenda-
tions drawn in order to permit such improvements (where required) to be
initiated in conjunction with the implementation of this and prior loans,

C. Project Economic Analysis

Given the normally low financial return to electrical cooperatives,
calculation cf economic returns becomes critical to both progrem justifica-
tion and project selection. Addressing this aspect is difficult as
electric power investments wouldwide haye traditionally been supported
primarily by financial analysis, Even in the case of the substantial and
successful U,S5, rural electric program no supporting economic analysia
was undertaken either in advance or after the fact.

In considering economic returns on rural electric projects careful
attention was paid to recent IBRD survey work undertaken on existing rural
electric projects in the IDC's, This extensive effort by the bank of the
IBRD focused on an indepth analysis of experience in Latin America., The
bank study concludes that, in general, economic @nalysis of rural electric
gsystems &are substantially more favorable than a simple financial analysis
would indicate. Surplus benefits from farms, agro-industries and commerce
add substantially to benefits and shadow pricing in many countries favor
the projects.

Once these surplus benefits are developed, the projects achieve a
substantially higher degree of respectability. Even here, however, it
should be notad that some of the benefits cannot be accurately aquantified
- These include both economic and social aspects including surplus cenefits
to household, social considerations of concentrating on rural poverty,
institutional benefits such as promoting local cooperatives and more active
participation in the development processg by the local population. ,

|
To illustrace the economic return in the Philippine context - an |
economic enalysis was undertaken indepth for the Ilocos Norte coop with \
basic system design focused or the "core system" apuroach. Iocal economic *
! conditions in Ilocos Norte province are less favorsble economically than i
{ z the average prevailing conditions throughout the Philippines. The medium |
{ family income within the region in 1971 was P 1813 ($260) versus a ‘
! naticnal median of 2&5& ($350). 52.4% of the families in the region are
i - also in the lowest 40% income bracket nationwide.

Detailed analysis of this coop shows an economic internal rate of
return at 20.32% and an econamic cost benefit ratio of 1,29 utilizing an
opportunity cost of capital of 15%. Indications of economic return are
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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 criterie and supporting feasibility studies will here-
after require calculation at both discounted financiel and economic
returns as a condition of qualification for AID financing. This will be
in addition to the existing practice of calculating 10 year pro forms
financiel statement. Ammex 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. balance of payments should te
favorable. Goods and services financed by the loan will be obtained from
ATID 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 sunplied from Taiwan and India. It is expected
that essentlally the same situation will preveail under the proposed loan,

Technical standards developed under earlier loans have been based
essentlally on U.S. design and equipment standards. The proposed rogran
should therefore provide a good basis for future U.S. exports ©tTo *hae
Philippines to support the svbstantial program cxpansion in rural
electrification currently contemplated by the ~0?. For 1977 through 199k
rural electrification investment requirements are estimated at 1.6 billion.
Given the current 559 import percentege, commodity export poteatial. to
the Philippines would account for $880 million over this period. IlLven
assuming a shift to greater incountry nanufacture, the potential murket
for U.S3. exports is great.

E. Project Technical Analysis

The individual subprojects financed under this loan are relatively
ancomplicated rural electric distribution systems. Correspondingly thers
are no complex technical aspects of design or construction that warrant
particular attention from an engineering design viewpoint. As notec,
designs standards for rural electric systems have been established under
earlier loans with the assistance of U.S. consultiing engineers. These
standards are based on those developed by the U.5. kural Electrification
Administration over thc last 30 to 40 years and have heen mocified, when
required, 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 mejor technical aspects of the program that require cloue review
is essentially an institutional development problem related to continued
upgrading of the technical capabilities for design, construction supervision
and construction within NEA. The four local engineering firms, locel
contractors and the coops themselves a key aspeci of this problem has been
the major focus since the first loan on developing the capabilities of
four local ASE firms (Trans Asia, EDCOP, DECD, and Adrian Wilson) two of
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whom are U.S. firms based in the Fhi. pines but operating throughout
Asia, Works of these firms 1s assisted and reviewed by Stanley
Consultants, one of the two largest and most experienced rural electric
design firms in the United States. .

' Progress to date, and particularly in the development of skills ;
of NEA and the Philippine AXE firms on engineering matters continues to

improve with the technical help of Stanley Consultants, assisted as
appropriate on management matters by the NRECA edvisors.

(L) AsE Work, Office engineering by local AR firms and the
NEA staff continues to be a bright spot as designs and specifications for
additional cooperatives are prepared. The lack of fully qualified field
staking and iaspection personnel is still a problem, however, and
special efforts are being made by Stanley Consultants through the four ,
Philippine A&E firms to upgrade and expand this capability. Four -
inspection/training sessions were held in Oetober, 1974 and were
enthusiastically received, Mr, Earl Clark, formerly with AID/W, took part
in all these sessions and was of immeasurable assistance. Field sessions
were held at Ilocos Norte (Trans Asia), leyte (EDCOP), Capiz (DCCD) and
Lanao Sur (Adrian Wilson). Representatives of all four ARE firms attended
each field session along with representatives of NRECA and NEA. USAID
also was represented. A wrap-up séssion held in Manila on October 30,
1974 reviewed the findings of the fileld sessions and recommendations for
improvement of this very dmportant phase of the program were adopted.
Annex 7 summarizes this training input.

(2) Construction. Prior to the arrival of material and cguipment
being procured under AID Loan 492-H-028, there was little opportunity to
fully assess the Philippine construction capability in the ficld of' trans-
mission line construction. During this period NEA, by purchasing materials
in the Philippines and from India, and by using excess property and
Japanese Reparations commodities, did provide sufficient material to fully
support construction contractors on five electrification projects, Work
on these projects has been satisfactory and provide a historical meeasure
of the ability of the Philippine construction industry tO respond to vhe
future construction program,

A graph showing the expected construction program for all rural |
electric ccoperative distribution systems, including the ones to be |
~financed under the proposed loan is shown in Annex 6 ., This construc- !
tion program is based on the scheduled arrival of material under the AID ;
Toans 492-H-028, L492-T-03)! -~nd future loans, r
Annex 6 indicates that the largest number of systems that will be
under construction by contract at any one time will be 21, The status of
current construction work and a 1list of constriction firms qualified to
{ perform the required work as well as additional firms most likely to be
|1 z selected are also included in Annex 6 .

(3) Coop Role. The individual electric coop® do not undertake
, engineering design. The locel A&E firm utilized on each subproject is
4 under contract with the coop and responsible for design and constructicn

— —r — by S————— . )
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supervision. As owner of the system, the local cocp 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 line extensions beyond the core
system and for constructing line drops. This work is done by force account
for the most part. Recent field reviews of this aspect has indicated
same problems with this aspect of the program. To remedy this problem A4
responsibilities will ne extended to clearly cover assistance to the coops
for construction beyond the core system, Corrective measures are therefore
underway and ao major problems are anticipated In project implementation.
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F. Project Beneficiarlet

As discussed in Section I. D. the rurel electrification progrem
will benefit 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 AID loans, Japanese
reparations and 'through teke-over systems indicates customer

connections as follows:

Date House Connectlons Population Served
Dec. 197k 180,600 1.08 million
June 1975 291,900 1.75 mill%on
June 1976 Lok, 500 2.6k million
Potential 978,000 5.78 million

Geographical dispersion of the house connection as of October

1, 1974 is as follows:
: Towns : llouse Coennections
Cooperative :Covered :tnar yicved -Last Report-This Report:fotal to date

1. MOIISCO .10 10 i 6,618 60 : 6,678
2, VRESCO i 5 5 . 11,630 55 : 11,685
3. Ilocos Norte FO (VIR 3] ¢ 2,319 : 2,319
4, Loyte i 15 13 : 9,286 787 : 10,073
5. Surigac Sur : 5 : i ; 648 202 R 850
6. La Union i 5 5 : 1,308 153 : 1,461
7. Capiz ;100 4 2,261 (3 : 2,359
8. Abra ;9 3 1,355 65 : 1,420
9, Lanao Sur 17 B 1,778 203 : L,961
10. Alkay v 12 o 3,894 : 152 : 4,046
11. Catarauancs : 5 3 1,744 : g : 1,744
2, Marindugue : 6 1 619 : 619
13. Canarines Sur 11 : 1 355 : : 355
14. Panpa;a R N ¥ | 18,210 170 : 1¢,380
15. Bulacin i 5 ) 14,047 L 14,047
16. Laguna ;11 il 11,50t : : 11,5C8
17. Bataan P 5 5,734 55 : 5,789
18, Cavite : 5 5 17,332 : : 17,332
19. DBenguct : 8 4 i 12,455 : : 12,455
20. So. Nucva Ecija 8 Y : 12,1 : : 12,162
21, Ilocos Sur 23 6 : 3,755 115 : 3,870
22. Zamhowwa City 1 1 8,147 : 8,147
23. W. Sanar 4 : 1 945 . 15 : 900
24. Occ. dMindoro . 4 : 1 938 : 938
25. AKlarn ¢ 10 1 : 1,65 : : 1,059
26. Sorsogon ;13 1 H £96 : : 596
27. Mirdoio Or. T 1 : 388 ) o 388
28. Sapang Palay : : ;1,887 : —T1,887
29. Porac : 1 1 : .1,630 : 1,630
. 30. San Jose City ;1 1 2,164 : 2,164
31. Lubang i1 i 560 H 560
32. 6 Mexican 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
finally selected. lHowever, on the average these systems will serve 7,000
to 7,500 customers per system by the whird 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 service
connections in the 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 comnect 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 2.64 miliicrn out of
5.78 million connections or slightly under 46%. We do not know how many
of the unconnected customers await service access and how mary will fail
to connect due to low income status. Moreover percentage connection by
1976 will vary amongst the individual coops. NEA estimates that in the
large conv.rsion coops on Luzon, connections will reach 85 to 907 within
the next few years. But these systems are oldec. and the income levels
in the areas high by rurel Philippine standards.

A key indicator as yet unknown in the Pailippines i the zetuul
"threshold" level of connection, e.g. the income lcvel at winich vneople
elect to conncet 1f service 1s availshle ™77 egitinctes the threchold
household incone at approximateLySBSO.* IBRD tudies in ILatin Armerica
indicate the level around $5C00. These figures combined with [A's
estimate of u» tc 90% potential connection in coov arcas would confirm the
indication that the "core'" system approach of necessity first serves the
more densely populaied areas where average Incoie iz higher. Over the
long run - increased costs of extending systens iowo the less dencely
populated area may be as rnuch of a constraint to direct service ar income
status. Iowever both factors go hand in hand end there is no féc .ble
way of starting on the low end of the spectrum.

As discussed in the section on evaluation, this aspect worrants
and vill receive particular attention as the new systems come into
operation on a commercial scale.

~esidential Consumers

The patitern of household consumption in rural homes enpears cimilar
in the rhilippines to patterns that have evolved in Latin America. [BRL
analysis in L.A, slows household consumption of power as a percentage of
income anc¢ by use of power as follows.

* Based on survey data of three MORESCO municipalities,

Municipalities Low Income High Income
Alubijid Pesos 2¢¢ Pesos 1,5¢¢ per month
El Salvador Pesos 2¢¢ Pesos 1,2¢¢ per month

- Languindingan Pesos 14§ Pesos 1,3@@ per month
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Relation between Household Income and Expenditure on Electricity

. Per Annual
: COSTS : Family ocapita cost<
Conneo~- Appli~- Elec- Annual income  family family
Appliance tion 2/ ances tricity Total 3/ (mean) income _ income
lignts (L) - 13 2 6 9 h30 72 24
L+ Iren (1) 18 15 8 15 550 %0 2%
L+I+Refrig. (R) 18 270 22 81 8so- 40 10% L/
LeI+TV 18 - 2lp 10 62 1,000 205 6%
L+I+R+TV - 18 600 Lo 160 2,300 320 7% L/

1/ Sources El Salvador Study.

2/ Includes housswiring,

3/ Using 20¢ annuity on conneotions and appliances.

li/ Rafrigerator sales often used to augment family income by unascertainsble

anounts,

fanily income is probably underestimated.

Statistics on correlation between family incoue and cost of power
utilized have not heen generated - NiA.
home however are similar as indicated by statistics from the MORESCO coop

as of 12/73:

Tten

Connections

Iights

Electric irons
Phonographs
Refrigerator/freezer

The pattern of consumpticn therefore appears similar.

Number

5,895
5,895
743
413
583

Indication of utilization in the

¢ of Connections

100
100
12,57,
74,
9.9,

Lighting is the first

and most extensive home use, electric irons are the next priority use, then

food 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 farmer benefit is small electric pump irrigaetion. The following
table indicates progrems currently in the development phase by NEA:

Status of BISA Program (Phasc T)

No. ul Faruers Area Covered huctual
Coop Covered in Has. Area Served

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

4. Abre 1,096 1,835
5., Lanao Sur - o - 690 1,032 112

6, Iloilo . 1,316 1,725

7. Cam. Sur/Albay 1,300 2,660
8. Isakela t : 1,770 2,558 100
9, Pampanga ' 2,276 2,562 176

10. Laguna ; 034 725

11, Cavite 100 270 o
Total 14,856 _%22,793 993
2
Phase 1I

1. Anticue 1,000 2,000

2. Cagayan 1,000 2,000

3. Davao Norte 7% 1,500

4. leyte ' 0 1,900

5. Midcro Gcc. £00 1,000

6. Pangasinan 1,250 ‘ 2,500

7. Quezon 500 1,000

8. Sorscgon 500 1,000

Total ' 6,450 12 900
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As the above table Indicates the proposed program under development
will bring irrigation to 21,306 farm familles or a ferm population of
approximately at 127,836. Only 993 were served as of October 1, 197h
so the program 1s still in its early stages., An expanded pilot
program in the Lango del Sur area is under consideration for AID
finarcing in FY 76 if funds are available.

Small Industry

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

Location Products gg;iﬁ;éé%t
1. Albay Fibercraft Partiel operation ° 300
2, Pampanga Bamboo craf't " 212
3. ILa Union Woodcraft " 219
4. Bulacan Embroidiery " 179
5. Capiz Garments " 300
6. Aklan Fibercraft " -
7. Laguna Enbroidery garments under development -
8. Nueva Ecija Bamboocraft -
- Ratasn Traft
9, Albay Wooden furniture -
10. Lanau Del Sur Metal craft -
11, Albay Metal craft -
12, TIlocos Sur Tobacco curing -

The proposed IBKD 430 million loan for dispersion of industry and
small scale industry develomment will provide $2.5 million to the GOP for
support and expansion of this program.

The above programs are those directly initiated by NéA's power
use division. Numerous other applications are expected to develop
spontaneously or with the assistance of the GOP's new thrust at snall
scale industry ana agro-industry program.

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

- The project, as & rural electrification project limited to the
construction of elzctrical distribution networks and house connections,
with no large power plants has limited potential for significant adverse
environmental effects, The few excess diesel generatorg to be installed
with AID assistance are not sufficlent to materlally affect the envirorment.
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 construc-
tion activities will be limited to the installation of poles and wire in
rural areas, no significant adverse impact is anticipated other than removal
of trees on the 15-20 foot distribution line easements. Existing 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 powsr for
better lighting and for permitting use of appliances, such as refrigerators,
irons, washing machines, etc,, all of which will contiribute to a better
quality of life for the rural people. Refrigerators,’ in particular, pro-
viding cold storage to prevent spoilage of food as well as providing fly-
free storage of food, will assist greatly in protecting the nealth of rural
peoples.

Part of the economic justification of the project iz the potuatial
for stimulation of industries and for pumped irrigation,

*The industry to be generated is expectzd to be cottage-type individu-
ally small in size and relatively widely dispersed with little potential for
adverse pellution of air, land or water., The larger energy consuming and
polluting type of industries have located and will continue to locate in
areas where there is a large source of cheap hydro-power. Electric rates
in the rural electrification zones under this loan will not be attractive
to the larger power-consuming industries.

The pumped-irrigation projects that might come into being as a result
of this rural electrification do have envirommental implications that should
be addressed. However, since the environmental impact from these future
irrigation projects is so site-specific, each such project should be
investigated for environmental impact at that peint ia future time when the
individual project is planned.

National re:jurces irreversibly committed during the implementation of
the project are iimited to lands in rural areas that will serve as a right-
of-way of distribution lines. The land area thus committed will consist
of long, narrow strips of land that could be actually exploited for agricul-
tural purposes between poles.

Annex 1] 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 Electvrification 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 woman.
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 professional
employment at all levels of the Rural Electrification program based ¢n werit
and their professional qualification.

The project Comnmittee does not believe any particular coaditions need be
applied to this loan to enhance the role of women in the program.



Section 3 - Project Implementation

A. Tmplementation Plan

1. Svmmary

As in the case of the earlier Rural Electrification Loans primary
responsibility for implementation of thls loen will rest with NEA, drawing
upon the technical assistance of NRECA and Stanley Consultants. Procure-
ment of commodities will be initiated in advance 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 iIs rapidly gainilig experience in
the administration of a large and detalled procurement prograx: under the
eble guidance of = materials/warehouse speclalist from Stanley Consultants.
The availabllity of large quantitles 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. Procurenent

Commodities to be procured under this loan are essentially the
same as procured under worevious loails. " Standard G
documents have been developed and refined es bvidiing e.perience was galned.
The standardization of designs for cooperative cwned systere et the 13.2
and 69 XV levels has permitted LA complete flexibility in acjusting: juantity
orders to fit the needs of the system once it is designed.

Werehouse and storage facilities ov Sancley rJoint newr Manila which
have been in use since 1971 have been sugmented bty three warenouses 1n the
Port Aree in “enila. pPursuwunt co gsgreement with huational Yower Coryoration,
the property owners, avwA asgisted by Staniey, now operatec these ‘anila
warehouse units as a recelving and crans-shisocat point. Commodities
arriving fron overceas are checked, coded ana cesigne: their next Jdestina-
tion., Mosy of tno incoming stock goes directly to storare facilitices which
have been constructed at the cocnerative hecilquarters sites. “hera the
incoming items are aot yet ruguired ab the constiuction sive, thay ure
consigned to the Sangley holding area until requir-i on toe project.

3. Selection of cocperative sit:

At the present time over 75 sitec nhave boen selected and 5L
cooperatives are organized waich 1s more than encugn to absorb the material
and equipment to we procwraed witn The proceels of previcus loans as well ags
the proposei loai, The actual cooperatives to be coastructed will e
selected from the 1list oi cooperatives in the Electrification group marked,
"(- Eligible for AT loan 492-7-G3L and 7Y 1775 proposed loan” shown in
Annex 2. As indicated in the annex, Teasibiliity studies ani resign work
for this group has been undertaxen by the Philippine Al firms.

AID review and approvial of coop selection ess=ntially will follow
the procedures adopted for loan 492-T-03%, certification by A and
Stanley Consultants will continue to be required bef-~= any ii.0. funded
material and equipment is delivered to a cooperative tor its systemn.

4., Plaming procedures for cooperative implementation
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Previously, NEA, assisted by Stanley and NRECA, had performed all
planning functions for the rural electrification progrem. The timing for
A&E services, procurement, construction and administrative staffing was
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 ilevelopment.

The work plan scheme was introduced on August 19, 1974 when the
first group of seven cooperatives met at NEA headguarters and were
ingstructed by NEA and the consultents on how the work plans were to be-
prepared. This was continued during the next five days, with the remaining
13 cooperatives in the northern part of the Philippines participating. A
similar program was held on September 2-3 in Cebu where 16 cooperatives
from the Visayas and Mindanao were in attendsnce, A total cf 36 coopera-
tives participated in these sessions, including all those that are in
operation or are about to embark on thelr 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 enthusiasticelly received and produced some
excellent cooperative-prepared plans for system development und staff
expansion. The prepared »Lluans have been reviewed by IEA, commuents on
stafiing proposalc have been completed, and material and equiioment re-
quired to mecet the system construction objectives of these Llwns has been
allocated.

Ot cooneratives, 1n addition to the 36 couperai.ves in these
first plannire sessions, will be included to future plannirg sessions.

This exercise represents @ major chidt in emphiasis at NEA,  The
initial grouwn of cooperatives is now considered sufficiernt’:r mature to
begin to exercisc good judgment and NEA 13 Tostoring thle downge. WA will
continue to monitor «li activities iIncluding the eagineerincs, construction,
finmneial ana persomnel manazenment actlvivies of the cooweratives, bl will
bacome more of a reviewer than a docr in actual cooperative implementa:icg
as time goes on. Thae only area thich MRA will be ore or less torally
involved for a longer period of tince will be 1n vroeuwrsament, excert for
poles and crossarms, whicn the cooperatives have already undertaken.

5. cJongtruction

Constructicn is moving Torward at an acceptable pace vut wiil
bear close scrutiny to assure complisnce with 77A establikhed standerds.
The loan will permit the ecuivaient of up to 12 ccoperativee to be
constructed wnich in ltgelf should be no particuler burden for the
construction canpability of the Thilippines. What rust be watched care-
fully is the country's ability to supply construction and Asd fleld exe
pertise to carry on construction work on 21 systems at any cne time as
indicated in Aanex 6. NEA, assisted by Stanioy. is stepping an ita
training of AE field persomnel in order to meet thic n:v chullenge.
Construction cf backbone facilities will be by competitive award to
local contractors. In some isolated locations constructicn ma, be done
by force account or the Philippnines Army Engineers, if contractors are
not available. Construction of feciliiies for this phase is relatively
unsophisticated and availeability of contractors is not considered to be
& problem,
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Philippine wood poles are being used exclusively for the needs of
all the cooperatives. NAMA has acted to counteract inflating prices for
local timber with the asslstance of the cooperatives themselves. Contracts
have been made with small logging concerns, in addition to lerger suppliers.
for pole supply and, in some instences, cooperatives have obtained timhering
licnses for selectlve cutting foi.pole mrocurement only. In these cases
the ~ooperatives 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 normelly consist of a step-down substavion
(69kv-13.2/7.6), three-phase lines, and a 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 propcsed schedule calls for a
minimum of 12 months for completion of a system teing constructed by
contract.

The NEA has prequalified a total of 14 firms for construction of
electrlcal distribution lines and power plants.and 31 for headquarter
facilities. Consultaent Earl Clark interviewed 17 representative firms in
Manila qualified to do line construction and 16 of them expressed their
intention to submit bilds on NEA projects. Annex g4 includes a "List
of Contractors'" showing the contractors prequalified by NEA as well &8
contractors considered qualified and/or active in the electrification pro-
gram by the four A&E firms in the rural electrification program. The
list also ldentifles those firms Interviewed by Mr. Clark. Mr. F.C.
Gonzalez, V.P. of Romago Electric Co. and a 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 rursel 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.

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

Construction of secondary and service lines will be accom:slished
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 mamner to permit orderly energ121ng
of the systems.

RSt
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6. Pipeline Analysis and Implementation Schedules.

With approval of Rural Electrification III AID will have committed
$58 million toward partial funding of NEA's Phase I program. While
implementation procedures for NEA and AID actions leading up to dis-
bursement of funds are now well developed, a substantial lead time was
required to reach this stage - particularly as it related to implementation
of AID's first Loan - 028. A pnipeline 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 project committee
has concluded that all three loans will complete disbursement within three
years of completion of conditions precedent. Thus the projects will conform
to the limits currently set forth in PD 57.

Particular notation is made of the high rate of shipment of commodities
under Loan 028 in recent months. For example October deliveries of
commodities was $2.8 million or 14% of the loan. Essentially all Loan 028
commodities will be shipped, and AID disbursements effected by the end of
CY 75. The exceptions to this schedule are restricted to final shiprments
of conductor and distribution transfcrmers due 3/1/76 and 6/1/76 respectively.
These dates are contract detivery dates and the suppliers may improve on the
schedules.

Loan 034 should be substantially disbursed in CY 76 and the proposed
loan‘in cY 77.

Annex __]0 provide a more detailed schedule of fund disbursements and
commodity shipment schedules.

[t should be noted that after shipment of commodities, and disbursement
of AID's Loan, an additional average period of 12 months will be required
for coop construction. This period will vary by coop and is more clearly
set out in Annex 6 attachment 1 - Construction Schedule.



- 40 -

B. Implementation Schedule

1. Loan Authorization . Decémber 31, 1974
2. Loan agreement negotiated and signed ~ January 15, 1974
‘3. Conditions precedent to opening first :

Letter of Commitment met March 15, 1979
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 commodities June 1976
9. Cumpletion utilization R.E. III commodities

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 relatrd 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 techniczl work by the local A&E firms on behalf of NEA and
also directly aseists 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 1is 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 apalyst 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 gsneration of cap.tal for financing system
expansion and/or to supplement NFA capital availabilities.

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

Based on the above review, a follow-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 its
organization. Chief of this unit will be N. Bulatau, who's background is
economics and finance. Bulatav 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 impact 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 cam
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 acuademic 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 evaiuation 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 be keyed to a revised
and updated Eog 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 1t 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 AIDTO CIRC A~603 - Improved Program Design and Evaluation.
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LLFE OF PROJECT FROM CY75 THROUGH CYBO
TOTAL U. S. FUNDING $20,000,000 (CY?75-CY78)
DATE PREPARED 12/7/74

MEANS OF VERTFICATION

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

The goal of the project is to further

the welfare of the people in the rural
areas and to increase income and employ-
ment opportunities particularly among the
lover 50X income group in the rural areas.
This goal is amoung the highest priorities
of the Government of the Phii.ppines and
USAID.

Measures of Goal Achievement:

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

{2) Increase in cmployment im rural
areas by 1980.

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

IMPORTANT ASSUMPTIONS

(1) Coop and other utility records
(2) Ceunsus and employment sratistics

(3) Census and economic data

Project Purpose:

To make electric power available 1n selected
rural areas at reasonable rates for both
household amenities and increased production.

Conditions That Will lndicate Project
Has Beea Achieved:

End of Project Status

(1) Approximately 12 new rural electric
coops operating satisfactorily 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 existfc3 coops by 1978.

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

(3) NEA records

OQutputa:

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

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

Magnitude of Outputs

{1) KEA viably handling expanded program
(1975-80) .

(2) Approximately 12 nev rural electric
coops organized and core distribution
systems constructed by 1978,

(3) Addirionsl local A § E firms pro-
«viding acceptable consulting services
to coops and/or four prcsent firos
providing better staking and inspecticn
services by 1975.

(4) Construction contrascts being let to

(1) USAID evaluation of NEA

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

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

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

competent firne as required. (2C Act.ve

contracts for total program by end 1575).
Inputa:
Zoputs. Implementation Targe: (Type & Quantity) ALD Records
AlD

$20,000,000 DL

Gop

$16,000,000 Equiv. Loan to NEA

Disbursed $10n CY76, 510m Y77, ¢ o
for necessary imported materials

1 Overall u.s, engineering consulting
firm to NEA on the job full time.*

]: Overall U.S. ‘natitutional advisor to
NEA and the individual coops on the job
full time.*

Required number of local A § E fires on
Job when needed to design and supervise
construction for individual coops.

Required number of local contractors cn

Job when needed to build individual coop
svstems.

Necessary local materials as needed.

*Financed under prior grant and prior loan

NEA/consultant progrees reports and field
observation.

Assumptions About

ject Purpose and

:kage Between Pro-
gram-Sector Geal

(1) the people wa :lectricity an?
supplying of elect :ity at reasonable
cost does improve t..e quality of life.

{2) making low-cost reliable eloctricity
av ilable will cause a growth in agri-
culturgl, commercial and industrial
production and consequently job avail-
ability. Implicit 1s assumed responsd
by the possessors o ‘ital and en-
trepreneur . at "t

(3) Incre. e iv | «labilities will
result in more p~=opli . the lower 50%
income group earning more in real terms.

Assumptions About Linkage Between Outputs
And Project Purpose

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

(2) That NPC will supply power requirs-
nents as demand grove

Assumptions About Linkage Between Inputs
And Nutputs

(1) Time lag between contract awards and
delivery of imoorted equipment to Phil-
ippines wili not stretch out much more
than present.

(2) Local materials and services ul..El
continue to be available as requirec

(3) U. S. consulting services will
continue to be available as required

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

Since this is the third loan to NEA, conditions prccedent, covenunts
ond a standard three-party loan agreement between AID, the GOF and NFA
have alrcady been developed. No mejor modification to this format 1o
contemplated.,

In addition to the AID loan agreement, & standard NA subloan
agreement was developed under Ioan 028 and updated under Loan 034. This
loan agreement . has been approved by AID and carries the specific terms and
conditions of A.I.D.'s losn 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 nreliminary design,
execution of the standard subloan agreement, approved rate policy, rights
of way, requisite financing, etc.

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

There are a number of additionel items currently under discussion
with NFA relating to implementation of ILoans 028, 034 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 stutement if required,
to insure line construction beyond the core system is under
direct responsibility of the AtE firm.

(c) Completion of the plan to initiate a training program for
C.P.A., firms and initiate a policy determination tc use these
7irms for coop annual audits.

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

(e) Fxpend feasibility studies to include calculation of financial
and econamic internal rates of return in addition to standard
proforma financial statements,

Other terms and conditions of the prior loans will he lncorporated
Into the agreecuwent as appropriste.
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Section 5 - Issues

‘ During the PRP review three main issues were raised in conjunction |
with the proposed loan.

ll

Absorptive Capacity

Is the absorptive—capacity of NEA and particularly the local
contracting carmunity adequate to utilize the additionsal
loan at this time?

* Part of the scope of Earl Clark's TDY was to assist UZAID

evaluate the gbove aspects. As discussed in the text Mr.
Clark 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
Feb. 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 1, p2 and _ of 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-
renteary programs by the GOP to lnsure employment generation
and improvement of incomes in the rural arecas.

This aspect of the progrem willl require a more detailed onpgolng
evaluation prticularly to pinpoint such items as (a) threshold
income level of comnections and percent of the population who
will ultimately be served and (b) actual creation of employment
opportunities in agro industry, agriculture and small commercial
and industrial projects in the coop aresas.

Scope and Tenure of AID 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 additional financing for Rural Electrification projects in
the Philippines. This issue was raised also in the FES 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 {20 million
each in FY 76 and FY 77. AID/W has proposed no loan in FY 7%
with either termination of AJD assistance and phase-in of otler
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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18.
19.

21.
22.
23.
24,
25,
26.
27,
28,
29,
30.
31.
32.
33.
34,
35.
36.
37.

Cooperative

MDRESCO
VRESCO

"Ilocos Norte

Leyte

surigao Sur

La Union

Capiz

Abra

Bohol

Lanao Sur

Davao Norte
Catanduanes
Talim, Rizal
Leyte Sur
Iloilo

Lanao Norte
Albay

Batangus

Quezon

Aklan

Cebu

Zamboanga Sur
Misamis Occidental
Zamboanga Norte
Zambales
Pangasinan
Negros Oriental
Antique

Cagayan

Isabela

Nueva Vizcaya
Cotabato
Cotabato Sur
Bukidnon
Marinduque
Mindoro Oriental
Camurines Sur

LEGEND

38.
39,
40,
41,
42,
43,
44,
45,
46.
47.
48,
49,
50,
51.
52,
53.
54,
55.
56.
57.
58.
59.
60,
61,
62,
63.
64.
65,
66,
67.
68.
69,
70,
71.
72,
73.
74.
/5.
76.
77.
78.

ANNEX
Page 2 of 2

~ Cooperative

sSorsogon

Sulu

Pampanga
Bulacan

Laguna

Cavite

{fugao

Quirino
Kalinga-Apayao
Mindoro Occidental
Benguet

Bataan

Basilan »
Negros Occidental
Nueva beija
Hashate
Sigulijor
surigao Norte
Romblon
Camiguin
Palawan

Davao Oricutal
Biliran

Agusan Sur
Northern samar
Western Samar
iastern Samar
Tarlac

Ceritral Pangasinan
Ilocos sur
Misandis OUriental
0. hueva Ecija
C. .arines Norte
Zawbovanga City
Sultan Kudarat
Maguindanao
Duvao Sur
Agusan Norte
Mt. Province
Seuth Tarlac
Taw{ Tawi



STATUS OF ELECTRIC COOPERATIVES
BY STAGE OF DEVELOPMENT

(As of October 1974)
. Fund-}] Feasi- Cc-op Amount A& ] Under Aneme
Cooperative ing bility Regis- ! of Loan Fivim ] Comstruc- C:z:;:r‘" Est. People
1/ Study tered ? z/ tion o T Served
- ’ = - - I i0/1774
1. MORESCO A x 1969 12.0 AWIA x 6,678 | 45,000
2. VRESCO A X 19¢€9 17.8 DCCD X 11,685 80,000
3. Ilocos Norte B X 7/71 15.3 TAP X 2,319 16,000
4, Leyte B X 6/70 § 28.6 EDCOP x 10,073 70,000
5. Surigao Sur B X 7771 26.6 AWIA X 850 6,000
6. La Union B x 8/71 7.7 TAP X 1,461 10,000
7. Capiz B X 6/71 18.8 DCCD X 2,359 16,000
8. Abra B X 3/72 8.2 TAP X 1,420 10,000
9. Bohol B X 8/71 22.0 EDCOP X
10. Lanao Sur B x 9/71 10.6 AWTIA X 1,981 14,000
11. Davao Norte B X 7/71 17.5 AWIA X
12. Catanduanes B . X 10/71 15.0 TAP x 1,744 12.000
13. Talim, Rizal c X 6/70 1.8 AFP
l4. Leyte Sur ° B X 3/71 18.7 5DCOP X
15. Tloilo i _B x 6/71 19.8 DCCD X H
16. Lanao Norte __L_ B X 5/72 i 23,5 AWIA X 1
17. Albay B X 8/72 . 13.8 DCCL x 4,046 28,000
18. Batangas B x 6/72 :_ _16.6_ TAP % :
19. Quezon B x 4472 :  11.5 TAP X . :
70. Aklan B x 4172 . 16.8 DCCL X 1,659 11,000
21. Cebu B x 4772 v 20.6 DCCL x ‘
. 22, Zamboanga Sur C x §/72 17.1 AWIA X
23. Misamis Occidental C X 8772 9.8 AWTA T
24, Zamboanga Norte C X 8/72 12.2 AWIA T
25. Zambales B x 6/72 3.6 TAF X
- 26. Pangasinan B X 9772 11.9 TAP X
27. Negros Oriental B X 6/72 23.8 DCCD
28. Antique o 5 X 12772 25.0 DCD X
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Fund- § Feasi- Co-op Arount A&E 1 Under Connec- |
Cooperative - ing bility Regis- of Lecan Firm {Construc-Y “tions E;:;VZZOPIG
— L/ Study tered ¥rM 2/ Y tion { _ . 10/1/74

29. <Cagayan c x | TI7TT I 204 AWTA
30. Isabelsa C % 3772 26.3 AlTA
31. Wueva Vizcaya C X 9/72 11,9 AWIA
32, Cotabato C X 5/72 20.0 AWIA

. 33. Cotabato Sur C X 5/71 21.9 AWIA

i34. Bukidnon C X 5/72 18.4 AWIA

*35. Marinduque B X 3/73 20.4 DCCD 619
36. Hindoro Oriental T X 2/73 22.0 § DCCD 388 —“2"33‘10
37. Camarines Sur B X 11/72 12.9 DCCD X 355 2 400
38. Sorsogon C X 1/73 14,4 DCCD 596 4,100
39. Sulu C X 2/73 12.6
40. Pamp. 1 C X 12/72 7.0 TA.I_’Q 18,386 12.900
41. Bulacan C X 3/72 4.0 DCCD 14,0247 98.ﬂ00

"42. Laguna g X 4773 4.0 11,508 000

j43. Cavite [ x 6/73 9.4 EDCOP. _ 17,332 121,000
44,  Ifugao C X AWIA
45, Quirino C X
46. Kalinga-Apayao D X DCCD D
47. Mindoro Occidental C X 3/74 2.0 TAP X 938 ,

- %8. Benguet C X 10/73 2.0 TAP x 12.455 6500
49. Bataan C x 8/73 5.5 3 5,789 ‘*‘“*288—
50. Basilan D X .

51. Negros Occidental D X

32. Nueva Ecija D X EDCOP

53. Masbate D X |

54. Siquijor D X

33. Surigao del Norte D X L

26. Romblon D X _ T

37. Camiguin D X

58. Palawan C X 1/7¢ 1.0 __§ 1CCp X e
59. Davao Criiental ) x . T
60, Biliran D X 7/73

6l. Agusan 3ur D X — i

62. Northern Samar | D f  x 1 L L ]
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Fund- # Feosi- [ﬁAto~op 1 Amonnti {~7L&E ? Unuer ¥ _Connec- Est. People
Conperative ing bilicy Regis- oF fLoan Yirm 'Construc—i tions .. Served

. — L1 Istudy | tered dw 1 LN tien YL =4 10/1/74
63. Western Samar C X 2/74 — ] “__329___”=\ 6,500
64. Eastern Samar D X S S b
65. Tarlac C § x ]
€6, Central Pangasinan C X ~
67. Ilocos Sur C X 1/74 2.1 TAP 3,870 27,000
68. Misamis Oriental D X N
69. So. Nueva Eci ja C X 11/73 3.0 EDCOP 12,162 : 85,000
70. Camarines Norte C X 8/ 74 14.2 | DCCD
71. Zamboanga City C X 2/74 3.5 AWIA x 8,147 57,000
72. Sultan Kudarat D x AWTA
73. Maguindanao D X AWIA
74. Davao Sur D X
75. Agusan Norte D X
.16. Mt, Province D X 5/74 3.9 AWIA
77. _So. Tarlac C X
78. Tawi Tawi c X

TOTAL , 78 54 721 54 29 153,618 1,634,000
1/ Funding

A. Previous AID Loans - 2 (pilot Projects)

B. AID Loan 492-H-028 - FY 72 (R.E. 1) - 24

C. Eligible for AID Loan 492-T-034 - FY 74 (R.E. 11)
and FY 1975 Proposed Loan - 32

o Future - 20

2/ Architectural and Engineering Firms

AWIA - Adrian Wilson Int'l,

EDCOP - Engr. Dev. Co. of the Philippines

DCCD = Design, Construction, Coordination and Development
TAP - Trans Asia of the Philippines
AFP - Armed Forces of the Philippines

=
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HOUSE CORNLCIIONS

POTENTIAL | JUNE nre, JUNE June
coors H.c. 1974 1974 1975 1976
1. Ilocos Korte 19,000 7,000 3,000 16,500 26,500
o Jlocos Sur 38,000 _.__:7,.','00 __ 4,000 5!_300 X 7,100
3. Abrua 13,000 1,300 2,500 _ 4,000 7,000
4. benguet 32,000 12,100 12,300 13,100 14,400
5. La_Union _14,000 1,300 4,600 5,700 13,000
6. Pingasinan 29,000 2,000 7,300 _12,000
7. So. Muova Loija 35,000 11,600 13,100 15,000 | 19,800
8. Zardhales 15,000 l__1.000 5,600 9,000
9, Bataun 13,000 5,700 6,300 19,000 22,900
10. Pampanga 56,000 17,300 19,700 22,000 30,500
J_J. Bulacan 29,000 13,800 _15,700 32,900 40,000
12, Cavite 27,000 17,300 23,800 28,300 29,400
13, Laguna 18,000 10,000 10,100 11,000 11,000 .
14, Datangas 29,000 1,000 4,800 8,400
15, Queron 13,000 _ 1,500 6,000 9,000
16, Palavan 11,000 300 1,000 2,000
17. #arindugue 24,000 ! 600__ 700 L2100 | 200
16, albay , 76,000 3,500 L000 8,100 | 12,000
219, Camirines Suir 19,000 _ 300 1,000 2'4,5()0 ___/1,000
20. Catanduancs 16,000 1,700 1,700 13,900 _|._5.000
2]. MORESCO 18,000 GLEQO 7,000 __ 000 g, 00
22. Zawboanga City 31,000 4,500 87200 9,000 | 11,000
23. Aklan 28,000 1,600 2.000 3,700 n,000
24, Capiz 35,000 2,000 3,800 | _ _5,pp00 |.__0,800
25, Leyte 56,000 9,300 10,500 13,000 18,000
26, Lanao sur 20,000 1,200 | 2,000 4,300 8,000
27. Suriqao sur 19,000 1,300 1,500 2,800 4,000
28, VRESCO 52,000 _J1l.400 | 11,600 12,000 14,000
29. Iloilo 31,000 700 2,500 5,700
30. bBolol 24,000 so0__ | 4,000 7,000
31. lanao Norte 26,000 800 4,000 £oenn
312, baviao del Norte 19,000 . I ~_1_,(.(7() 1,200
33. Cobu 21,000 _ 600_ 1,700 4,000
34, So. Lepte. 192,000 _ 1,000 | z,000
35, Westeorn Sanar 27,000 1,100 1,500 200 1,000
36. Antique 26,000 I RS Y P )
10141, 978,000 1) 141,900 | amocon | 29lu00 | dud,a0
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(Kus, of Lines) 3 of.3

’ ﬁoajl throu
| COOPERATIVE FY 75 FY 76 | FY FY 78 | FY 79 FY 80
, )
l__ 1. MORE'SCO 165 30
| 2. VRESCO 249

3, _TIlocos Norte 130 76 66 82 45 48
| 4 Lepte 82 84 60 59 57 57
__5.__Sw igao Sur 19 10 25 42 61 54
| 6. _la Unia 41 11 13 13 13 13
7. _Capiz 91 80 37 48_ 40 35
8., Alea. 123 80 31 35 42 44
|9, _bolol 102 50 22 22 36 57
10, _l.a.ao Sur 162 106 13 13 .18 16
11. _.LDavao Norte 150 100 42 26 28 24
112, _Calwuanes 80 15 10 37 47 48
'f"u salin, Rizal 19 3 3 3 3 3
; 14, _Leyle Sur 15 106 10 26 10 49
|18, _Iloilo 159 100 53 72 95 7
ng__ _Lanao_Norte 158 121 100 56 18 17
A7 _Adbay 106 90 84 109 82 79
A8, _Batungas 58 110 82 91 88 97
1 19, _Ouczon 50 - 74 90 88 116 97
' 20. _aklan 50 100 63 26 G 3]
L21- Cehu 50 90 23 67 52 5y
22. _Zanboanga Sur 100 59 |29 29
_23._ Misumis Occ., 50 83 16 20 20
2., _danboanga Naorte 79 19 94 99 36
i 25, Zambales 113 10 11 11 23 19
26, Pargasinan 100 87 25 18 15 &4
27, _Neqgros Or, 100 106 57 22 26
20. _Antigue 50 123 29 24 26
L 29, _Cigayan 89 11 58 | __ 40 49
30. _1sabela 62 37 74 65 30
© 31, _Nuc,._Vizcaya 60 14 19 24 166
,r,z;:_.s:ot,:n)mato 100 100 12 3l
L 33. _Cotghato Sur 100 100 86 45
| 34 _Bukidnon 86 133 101 141 23
1 25, _Marinduque 52 55 54 22 24 48
{36, Mirdara Or. 50 65 108 161 106
|.37. __Canarines Sur 102 91 68 62 117 60
38, _Sorsogon 50 £2 82 93 3l
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NATIONAL ELECTRIFICATION ADMINISTRATION
Statement of Income & Expenses
For Fiscal Year Ending June 30, 1974
INCOME
Operating Income -
Interest Income - Loans, Cooperatives ¥ 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 Savings 1,095,515.02
Interest Income - DBP Fund Trustee 1,694,625.31
Miscellaneous Non-Operating Income 3,162.81 2,79L,303, 14
' TOTAL INCOME - $£7,968,023.39
EXEENSES
Operating iLxpenses =
Amortization of Development Cost ¥ 120,883.83
Salaries, Wages & Per Diems 2,201,169.84
Transportation & Travel 553,212.27
Convention, Seminar & Training Expenses 235,657.50
Rent, Power & Water 481,963.89
Telephone, Telegram & Postage 44,752.24
Depreciation Expense 27,916.13
Materials & Office Supplies Used : 189,280.47
Inployce Benefits 708,052.36
Repairs & Maintenance 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 Expenses -
Amortization of Government Project Cost 14,977.05
TOTAL EXPENSES =~- 5,159,766,40
EXCESS OF INCOME OVER EXPLNSES -- 2,808,256.99

CERTIFIED CORRECT:

DING M. VERMUDO
Chief, Corporate Accounting
Division
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NATIONAL ELECTRIFICATION ADMINISTRATION

BALANCE SHEET
June 30, 1974

Current Assets -

Cash on Hsnd

Cesh in Bank
Ceah in Bank - ULBP
Cash in Benk =~ PNB
Cash in Benk - Foreigp

Cash in Treasury

DBP Pund Truatee Accounts
NEA Trust Fund

Loans Receivable

Loans Receivable - Couperative
loans Recei{vable - Private Franchises
Loans Recelvable - Municipal System

- Accounts Receivable ~ housewiring
Accounts Keceivable - Construction Clearing
bDue from Officers and Lmployees
Due firom Government Agencies
Accrued Interest Receivable - DBP Savings
Borrowers Form Inventory
Materials and Office Supplies Inventory -
Equipment and Materials Inventory
Prepaid Expenses
Deposit on Letters of Credit
Short Term Loans Receivable

Total Current Assets =--

long Term loans Receivable
Investment ia Subsidiarfes
Property Plant and Equipment:

Land
Office Furniture and Lquipment
Less: Accunmlated Depreciation

Transpoxtation Equipment
Less: Accum:lated bepreciation

Blectric Plant and Equipment
Less: Accumulated Depreciation

Qther Property Plant & Equlpment
Less: Accumulated Depreciation

Total Property Plant and Equipment --

Unamortized Development Cost
Less: Accumulated Amortizacion

Government Project Cost
Less: Accumulated Amortization

TOTAL ASSETS -~

¥ 57,972,264,89
495,363.85

135,853,26

4 423,578.61
3,344,575.18
5,155,549.16

P 635,728.84

| ANNEX 3

Page 2 of 2

’ 9,679.81
58,601,482.00

220,753,.33
30,526,640.72
8,098,783.58
8,923,702.95

126.71
4,502,685,23
769,471,26
71,251.67
371,067,60
10,289.90
29,551.91
18,463,723.80
8,676,80
847,189,61

877,252,517

¥ 25,000.00

P152,332,331.45

158,656,750,39
193,270.20

119,115.18 516,613.66

¥ 59,130.00
44, 347,50 14,782.50

¥ 53,625.00
6,435.00 47,190,00

P 23,367.26
7,791,50 . 15,555.56

3,626,516.97

120,883.83
¥ 449,311.60
14,977.08

LIABILITIES & CAPITAL

L L L AR ey

Current Liabilities -

Accounts Payable - General

Retentions | uyable

Withholding Tax Payable

Due to Government Agencies

Due to Officera and Brmployees

Other Accrued Expenses

Current Liabilitjes - Darter System

Current Liabilities - DBP Fund Trustee Account
Current Lisbilities - Others

Total Current Liabilit{es ~-‘

Long Term Debt _
Unearned Revenue
Cepital Stock

Paid In Capital
Retained Earnings
Donsted Cupital

TOTAL LIABILITIES AND CAPITAL --

Y 321,693.17
1,113,862.50
44,351,53
4,068,75
30,845,534
90,273.36
1,009,546, 50
29,149,556.86

4,822.B5

’ €19,141,72

3,505,631.1&

%36,336.59
¥ 295,743,459.38
E— sewCET— =

Y 31,769,040.00

7,305,173.40
122,73

140,505,911.04
2,808,256 .49

113,354,356.47

295,763,454.35
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The Ilocos Norte Rural Electric Cooperative

The Ilocos Norte Rural Electric Cooperative is a partially energized
and operating cooperative. Its core distribution systemis approximately
Tifty percent complete. By updating costs for developing the system at
today's prices, it is representative as a hypothetical cooperative to
illustrate the financial 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
1ts 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 Ilocos Norte is indicative of the viability of the program.

Ilocos Norte Province is located in the northwest tip of ILuzon 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 and 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 tne major producers of Virginia tobacco for the
Philippine cigarette industry), sugarcane and corn.

Principal cottage industries are cloth weaving, mat weaving, pottery,
salt-making, native wine making, bamboo craft, cigar maeking, shellcraft,
plastic and cloth bag making, and silk culture and weaving, Potential in-

dustries on the small scale are ceramics craft, fruit 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 inlard, Settlements
are relatively small, averaging 13,000 people, and scattercd. Before the
advent of rural electrification only 5 of 19 municipalities could say they
had electric service and only 16 percent of the population, The Ilocos Norte
Electric Ccoperative 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 Iloucos
Norte Rural Electric Cooperative is technically mosi 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 ' zelf-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 tecause of its lower cost power potential. Negros Occidental,
which includes the VRESCO service area, 1s planted primarily to sugar canc
and the largest part of the rural population consists of sugar cane workers.
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. quital‘ReQuirements for Ilocos Norte

Based upun the feasibility study using the corc system concept, Lhe
system ol the Tlocos Norte Rural Electric Cooperative will consict ol the
lollowing lines and equipment when the facilities financed by the initial
loan are in service:

Three phase 7.6/13.2 KV line , 96 Im,
"V" phase ' .20
Single phase : 59
Secondary 35
Secondary underbuild 81
Services 140
Total lines 431 im,
No. of Consumers (4th year of operation) 7400

To arrive at an estimate for the cost of the Tlocos Norte system., ceveral
assumptions (based on historical fact) were made to reflect the inflationary
impact since completion in February, 1974 of the system feusibility study.,
The feasibility study shows foreign exchange requircments tolalinr $733,000,
excluding meters and substations, and local currency requircments ol
P2,980,000. It is estimated that to build the system at today's prices it
would require $2,lO0,000 for foreign exchange commodities (including meters
and substations) and P4, 500,000 in local currency costs.

E. Financial Analysis

l. Terms of Debt

Ilocos rorte illustrative debt structure is shown in the financial
annexes in uccord with the official NEA relending terms for NPC supplied
cooperatives, Thesc involve capitalization of interest during the first five
years follewed by repayment over 25 years, The relending interest rate is
3%. Maintenance o' value on foreign exchange loans from foreign donors is
-the responsibility of the GOP and is not passed on to the individual Ccnops.

The relending rate is a 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. Tt 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 twn over all recelpts 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
teras were brought into line with NEA's current relending terms for all
cooperatives.
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3. Table 1 below sets for th a comparison of the estimated debt

coverage of the Ilocos Norte coop as well as those of tha two pilot pro-
Jects, 0T

As used below, debt coverage is the total casn tunds avallable Tor debt
service (both principal and interest) divided by the princippl and interest
due that year. For exanple a coverage 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 %able indicates that the debt coverage for Ilocos
Norte is slim but adequate %.i the early years and becomes very satisfactory
in the eighth year and beyond &s the growth in operating revenues (and

thus the rate of growth of the srstem) reaches its peek, 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-examing 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 o - 1.9 3.46
5 1.0% 2,22 2,00
6 1,07 1,76 1.3k
7 1.33 ' 1.95 1.14
8 1.86 _ . 2,29 1,00
g 2.72 : 2.78 0.86

10 3.64 3.42 0.45

* Assuming that MORESCO and VRESCO loans are restructured to reflect
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 pdlot 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
calculations 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 18 to be
preferred).

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

This project pays no taxes and 1s not intended to bte 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 jn 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 revenues and the principal
items of cost over a ten year period for this 1llustrative 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 internal variable cost categories are more
directly within the control of the Project. As these costs taken together
amount to less than 50% of the costs of purchased power it is deemed unlikely

lThese return calculations include interest in the net cash flow, thus

if int rest were higher, rates and revenues would have to be expanded to
cover this margin. In a financial sense the retumns 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 an increase in rates. (Using the same type of analysis employed
for the cost of power, O&M 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 anelysis 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, o



Year

Sources:

Loan Funds
Gross Revenues
Membership Fees

TOTAL

Applications:

Cost of Power

O&M

Interest

Principal Payments
Gen'l. & Admin. Exp.
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 balance before deducting principal and interest payable,

(1)

1,860
540
15

2,415

2kl
66

131
1,860

2,298

ILOCOS NORTE

Pesos (000)

Statement of Sources and Application of Funds

(2)

2,868
1,102
13

3,983

483
82

20
2,868

3,673

102
227
399

(3)

1,702
1,54
T

3,253

660
13

306
1,702
2,781

399
L65
86k

(%)

1,105
1,999
5

3,109

835
119
L7
5hLh
348
1,105

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

1.31

(5)

1,981
2,495
5

L, 481

1,004
153
689
561
403

1,981

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

1.0b4

(6)

2,201
3,351
9

5,561

1,320
167
739

602
482
2,201
5,509
55

41
%
1,437
1,341

1.07

(7)

2,542
4,301
10

6,853

1,665
212
796
666
579

2,542
6,460

96
383

579

1,941
1,462
1.33
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TARBLE 1

(8) (9)
2,209 3,961
5,375 7,070
7 13
7,591 11,04k
2,050 2,537
229 293
8L3 9lo
735 815
6hLe 821
2,209 3,961
6,708 9,367
L79 1,355
876 1,664
1,355 3,019
2,933 L,774
1,578 1,755
1.86 2,72

(10)

5,LLU6
8,473
13

13,932

3,100
339
1,079
889
897
5,446

11,750

3,019
21168
5,1
7,156
1,968
3.64
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TABLE
I10COS NORTE
PLANT IXVESTMEKNTS & OPERATING EXPLNSES
(PESOS IX 1000's)
" ]
Coustr, Planning Year
Item 'P riod '
Jreriod | 1 ‘o2 '3 ‘4 ‘5 ' .6 ' z_ 8 < ! 10 ' 131 12 13 ' 14 ' 15
CUMULATIVE PLAXT INVESTMENT
Plant Beginning of Year ' - '12,472 "14,762 ' 18,159 * 20,457 ‘21,573 723,543 125,744 '28,286 '30,£95 ' 24,455 ' 39,092'4L1,00F 7 T 7,118 43,220 44,330
1] [ [ L] 1 1 t [} 1 v 1 T t [ 1 1
Investment During Year * ,12,109 + 1,860 2,868 . 1,702 , 1,105 v 1,981+ 2,201 + 2,52 4 2,207 . 3,761 5,446 1,i%+ 1,300« 1,106 « 1,i63 . 1,109
1 L t L] 1 L} L] 1 L} 1 1] 1] v v . L}
Plant End of Year 112,672 114,762 118,159 | 20,457 ) 21,562 123,343 125,744 128,286 130,495 134,456 | 30,000 | 41,0600 20 1500 1,002 1al 330 173,438
COST OF POVER
KWH Purchased (1000's) : : 2,529 : 5,065 : 6,923 ' 8,749 : 10,515:13,571 L 8,7E5 :zo,::a ::L,ser ' 29,007 30,:47: 33,167' 35,747 '38 3524 157,225
Average Cost/EvH (P) . ¢ 20951, L6953 | L0954 ' 0ot L0955 L0972 L S35z 'llolz CLIz rese )it | oinec N T
" L] L] 1 1 . L} 1 , T v 1 1 L ' 1]
Cost of Pouw:w ! P %41 1 483 V660 1 B35 1 1,00: 11,320 1 1,665 2,050 V2,537 42,100 ¥ 3,276 1 2,635 ' £,006 1 4,399 14,799
0T ER OPERATING EXPENSES
, . . . . e . . — . . . \ . : .
08’1 as % of Plant ' L6545 ' ss ' s5 L 65 .75 175 '35 gs L .85 ' 95 ' 95 ' 1.5 P 1.05 ' 1.05
t t t v 1 [] t T [ v T T : 1] L) [
0&M Expense ' 166 ' 82 ' 113 ' 119 ' 153 ' 167 ' 212 ¢ 279 292 ' %99 ' 390 ' 400 ' 456 ' 465 ' 477
1 [ L} T [ [ 1 1 [ O 1 1 ' v 1 t
General & Admin (P/consumen: v 40 ' 40 ’ 41 ' 41 ' 42 42 L3 v 43 [T ' L4 45 45 ' 46 f L6 47
r 1 & ‘\d i . Ex s 1) ) 1 t 1] t L} 1 L} t r ) [
Genera min. txpenses DL 7 240 ' 306 " 3¢8 ' 403 ' 482 ' 579 ' s42 ' &2l 897 ' 959 ‘1,001 * 1,085 1,108 ' 1,175
L} L) 1 L L 1 1] 1] ] 1 1 . L] L} 1 1
Depr. as 7 of Total Plant) |} i i i I l ! | l | | { | ] | i
) L] L] L] L] 1 T 1 1 1 1 v T 1] L} L] 1]
End of Year ) ! '3 vo3 ' 3 v 3 T R '3 "3 ' 300 3 a0 g I !
. 1] 1] 1 1 1 L 1 1] ] 1 . 1] 1 L] 1]
Depreciation ' Y443 v 545 0 614 v G471 706 v 772 ¢+ 845 v 915 1,034 v 1,197 + 1,230 v 1,263 * 1,257 + 1,330 + 1,363

* Includes Escalation & Contingencies
** Includes Interest at 3% thru year 3.
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ILOCOS NORTE TABLE 3, Page 1 of 2
TOTAL SYSTEM KEVENULS
(IN PESOS)
! Planning Year
m T T T T Y T T T T
Lee R S S R S S . 6 . 7 T8 T 5 g M I A - R VR 15
Irrigation Pumps ' ! ' ' ' ' ' ' ' ' ' ' ' ' '
1. Average KWH/Consumer{Mo. '1,417 1,417 ' 1,417 ¢ 1,417 ' 1,817 1,417 1,417 ¢ 1,417 ' 1,417 1,617 ' 417 1,417 Y 1,417 1,417 * 1,417
2. Average Revenue/Consumer/Mo. ' 261 ! 241 ! 241 ! 261 v 241 0 261 261 ' 261 U T ' o971 o241 Y ony v 73 o241 241
3. Annual Revenue/Consumer ‘2,891 1 2,891 ¢ 2,8%1 ' 2,891 o N N 0,891 v a9y W Tl v o honey W < 851 ' oo A NI 251
4.  Number of Consumers ' 12 ' 24 36 ! 48 '8N ! oot o4 ' 94 U 120 e ST 157 ' 16 ! 170
5. Annual Revenue (P000) ! 35 ! 69 ' 104 ' 139 ' 173 ' 208 ' 243 ' 278 ' 312 ' T3ay ' 376 Y T L4Ln v -k 'Lex L0l
Securitg Lifhts
1. Average KWH/Consumer/o. ! 55 ! 55 ! 55 ' -5 ' 55 ' I3 ! 35 'Ts ' 5 1 “5 ! 57 ¢ 55 ¢! 55 ! 55 ! 55
2. Average “evenue/Consumer/Ho. ' 16.5 ' 16.5 ' 16,5 " 1.5 ¢ 16.5 ' 16.5 ' 6.5 ¢ 6,5 ' 15T IR R 8 16,5 ' 6.5 ' 16,5 ' 16.3 16.5
3. Apn.sl Revanue ! Cav zumer ‘198 ' 158 ! 13 ¢ 198 198 v i@ v 198 ' 198 MR om0 165 ! 160 ¢ S8 ' 1ue 158
4. Number of Consumers ' 215 ' 382 ! 459 ¢ 506 ' 559 7 €rg ¢ 723 v 760 7 903 ' 1,014 Y T 0617 1,108' 1,155 ¢ 1,202 v 1,250
5. Annual Pevenue (PF000) ' 43 ' 76 ¢ o1 ! o v o111 v 127 ¢ 143 v 154 0 TTG or oo 210 219 ¢ 229 v 233 248
Large Commercials
1. Average KWH/Consumer/Mo, 6,900 * 7,300 ' 7,800 * 8,700 ' £,600 © 9,100 7 9 500 22790 110,400 110,800 * ;{,200' 11,500" 11,800+17,000 7+ 17,100
2. Average Revenue/Consumer /Mo, ' 1,537 ' 1,679 1,794 ' 1,886 ' 1,978 ¢ 2,093 + 7185 ' 2,277 ' 2,392 7 2,484 ' 2 5767 2,645" 2,715' 2,750 1 2,783
3. Aonugl Revenue/Consumer ' 19,044 ' 20,148 7 21,528 ' 22,632 '23,746 25,116 ' 26,220 '27,37 '2R,704 '20 RDE ¢ 30,912' 31,7407 32,568'33,120 ° 33,396
4. Number of Consumers ' 3 ! 7 ! 10 ! 14 Y 21 ! 24 ' 23 '3l f 35 ' 38 ! 42 45 ' L9 ! 52
5. Annual Revenue (¥000) ' 57 141 1 215 ' 317 LEAIA ' 527 Y624 1765 ' 8§90 ' 104 ' 1,175' 11,3337 1,466' 1,623 ' 1,737
Domestic

1. Average KWH/Consumer/Mo. M 29 ¢ 32 35 1t 39 t42 A ' 53 ' 60 ' 65 ‘70 ' 73 ! 76 ! 79 ' 82 ' 85
2. Average Revenue/Consumer/Mo., ° 9 ' 9.92 ' 10.85 '12.09 '13.02 '14.88 ' 16.43 '18.60 '20.15 ' 21.70 ' 22,63 ' 23.56 ' 26,49 ' 25,42 Y 36.35
3. Annual Revenue/Consumer ' 107.88 '119.04 ° 130.20 '145.08 '156.2¢4 '178.56 '197.:16  '225.20 '241.30 '260G.40 '271.56 '282.72 '293.8¢  '305.0- '316.20
4., Mmber of Consumers ' 2,818 ' 5,206 ' 6,484 ' 7,390 ' 8,378 '10,096 '11,844  '13.166 ‘16,629 '18,103 ‘18,953 '16,803 ‘20,653 '21,503 '22,353
5. "Annual Revenue (#000) ‘306 T 6200 "7 " ga4 ' 1,072 7 1,300 7 1,803 7 2,335 ¥ 2,939 " 2,021 ¥ 4,714 7 5.147 7 5,59 ' 6,070 ' 6,553 ' 7,068
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PLANNINXNG YEAR
O v 0 v T 0 t T 0 T t 1 ] " ¥
ITEHM T B N N T T L S - RS L T
—— 1] 1] * ' 1] L 1 1 T ’ L} 1 1 . 14
Small Commercials ' ' . . . , , \ ' . , . , , ,
1, Average KWH/Consumer/Mo. ) 172 165 183 179 196 + 2067 218 233 260 , 267 4+ 250 4, 250 , 250 255 . 260
2. _Average Revenue/Consumer/Mo. v 48 ! 46 ! 51 ¢ 50 ¢ 55 ! 51 ¢ 61 ! 65 ' 67 ! 69 ! 70 ¢ 70 ' 71 ¢ 71 ° 73
3. Average Revenue/Consumer ' 578 ! 554 ! 615 601 ' 659 ' 696 732! 783 ! 806 ' 820 ' B4O ' 84O ! 8s7 ! 857 ' £2¢
4.  Number of Consumers ' 133 234 ! 279 ! 306 ! 335 ' 378 ! 424 ! 461 521 ¢ 579 ' 591 ' 603 ' €15 ! 627 ' 639
5. Annual Revenue (P000) ! 77 130 172 ¢ 184 ! 221 ' 263 ! 311 ¢ 361 ! 420 ! 481 ' 496 ' 507 ! 527 ! 537 ° 558
Public Buildings
1. Average KWH/ Consumer/Mo. [ 70 . 71 . 76 85 93 . 98 10z 112 119 126 v 134 + 132 142 145 , 147
Z. Average Revenue/Consumer/Ho. v 377 23+ 25 e 28 31 v 32 34 e 37 39 V] LIy A L7 L8 I3
3. Annual Revenue Consumer 277 , 281 , 301 7 337 7 368 * 398 «_ 308 T 44l V471 v 507 T 531 v 546 1 362 574 ' 582
4. Number of Consumers 1 85 156 195 221 251 ., 303 , 355, 394 468 , 543« 562, 543 543 543 543
3. _Annual Revenue (F000) ' 24 ¢ 44 0 59 ! 74 ! 92 ' 118 145 ¢ 175 ! 2z1 ! 275 ' 288 ' 297 ! 305 ! 312 ' 316
Revenue Summzry = All Sources (¥000)
1. Irrigation Pumps ' 35 _° 69 ! 1046 ° 139 ! 173 ' 208 ! 253 278 ¢ 312" 367 ' 376 ' 405 ¢ 4346 0 463 ' 491
2. Street Lights ' 43 ! 76 ! 91 ' ioo ¢ 111 ' 127 ! 143 ¢ 156 ! 179 ' 201 ' 210 ' 219 229 ¢ 238 ' 248
3. large Commercials ' 57 ° 141 215 ' 217 " 404 ' 527 7 625 ' 765 ' 890 ' 1,043 '1,175 '1,333 ' 1,466 ' 1,623 ' 1,737
4, Domestic ' 304 ' 620 ' 844 ' 1,072 ' 1,309 '1,803 ' 3,335 ¢ 2,939 ' 4,021 ' 4,714 ‘5,147 '5,599 6,070 ' 6,559 ' 7,066
5. Small Commercials ! 77 " 130 ¢ 172 ¢ 184 221 ' 263 " 311 ° 361 ' 420 ° 481 ' 496 ' 507 ° 527 ' 537 ' 558
6. Public Buildings ' 24 ! 46 35 ¢ 74 92 ' 118 175 ! 175 ' 221 ' 275 ' 288 ' 297 365" 312 316
7. Total Operating Revenue ! 540 ' 1,080 ' 1,485 ' 1,886 ' 2,310 '3,046 3,806 ' 4,674 " 6,043 ¢ 7,061 '7,662 "2, 360 ' 9,031 ' 9,732 '10,418
8. Inflation Pass Thru ractor 1 1.20 7 1.0z v 1,06 3 1.06 1 1.08 7 1.0 T T3 T 1.15 7 T.17 7 3,30 7 1.22 1 1.26 7 1.27 7 1.29° 1.32
9. Adjusted Total Operating Revenue! 540 V1,102 y 1,544 11,999 v 2,495 13,351 14,301 ¢ 5,375 17,070 v B,4753 19,384 110,366 111,469 112,554 t13,752
Rate Assumptions (P/KH)
1. Irrigation Wells P .17
2. Security Lights .30
3. large Commercials .23
&4, bomestic .31 Totals may not add up due to rounding.
S. Small Commercials .28
€. Public Euiidings .33
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ECONOMIC ANALYSIS - Tlocos Norte Page 1 of 3
I

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 benefit and internal rate of return analysis. A secon-
dary purpose of the analysis is to provide some indication of the
economic feasibility of the other sub-projects. The results of this
economic enelysis 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 cf natural resource availability. Growth of the Ilocos
regional economy over the last decade has lagged behind that of other
regions and in 1971, average ennual family income in Ilocos (3,302)
was 5% lower than the national average of 3,465. Tt 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 project in the Ilocos regioa may be somewhat weaker than
projects 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 IRR, but have a bearing on its economic and social desirability.

The analysis concludes that 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. Methocdology

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 altevnative but less efficient sources of energy
e.g. kerosene or small diesel generators. Sales revenues measure
direct project benefits since they reflect the monetary valuation
Placed on the electric servire by consumers. Cost reductions from
using central stetion electricity imply an increase in net income or
profitability tTor 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/

v

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

motor generétor sets
of 25 KW. .61/KWH

3. Pump Irrigstion 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 l0-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 mulitpiied by the annual projections of household connections.

The projected commercial, industriasl, 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, trese users can save from .30-
.38/KWi. Total annual savings of these users are equal to their
respective annual KWH consumption multinlied by their pespective
annual KWi 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 rurael electrification experiences. The
projections for small commercials (which include rice mills) may be
somevwhat conservative. The projections assume that of the existing:

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

2/ Commercial and industrial 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 powered by small gasoline or diesel engines, and could realize
substantial econcmies by shifting to central electricity if available.

Costs are defined as the sum of: (1) initial plant invest-
ment; (2) annual capital investment from the 1st year to 15th year
réflecting gradual plant build-up and increased system coverage; and
(3) annual power, operating and maintenance, and general and admin-
istrative costs. The foreign exchange component accounts for approx-
imately TO% of the total investment cost. Shadow pricing of this
component vas not considered necessary since under the current float-
ing rate regime, the foreign exchange rate approximates the true
scarcity value of foreign exchange. Shadow pricing the unskilled
component of lebor 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 B/C and IRR Calculations

The B/C and IRR 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 demonstrate 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 publiz buildings are not guantified, and the
demand projections for small commercial and industrial users are on
the low side.



TABLE 1

Comparative Cost Analysis of Kerosene vs. Electric Lightingl/

Kerosene Lignting Costs ( /yr.)

) .

Ker037negf 172
Wick y/ | 8
Capital Costs a7
Total Costs/yr. - . 197

Electric Lighting Costs ( /yr.)

[

Electricity< 6 6
Incandescentuﬁylb—/ b
Capital Costs 45
. Total Costs/yr. 55
Cost Reduction/House (#/yr.) 142

N

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 1.25/1iter (pre-tax)

1 wick/mo. at = 0.70/wick

E e

rate assumed at 15%.

18 KWH at  0,31/KWH

QL QY

3%. Intecrest rate assumed at 15%.

A kerosere lamp costs 35.00 and lasts for 3 years. Interest

Costs 2.00 and lasts for 200 days assuming 5 hours daily use.

Annual depreciation of house wiring ( 250/house) equivalent to



TABLE 2

v&. Coop-Provided Electricity (Large Commercials)

Comparative Cost Analysis of Self-Generated Electricity

Self-Generated Electricity ( /yr.)

Energy Costsg/ - 33,780
Maintenance 1,125
Capital Costsi/ 9,375
Total Costs/yr. , , Lk ,280
Cost/KWH 0.61

Coop-Provided Electricity (P/yr.)

Cost /KWH 0.23

Cost Reduction -~ 629

Large commercials include industries with a minimum load of
25 KW. '

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

A 25 KW diesel generator costs = 37,500. Assumed depreciaticn
and interest rates are 10% and 15%, respectively.



. TABIE 3
Comparative Cost Analysis of Diesel vs. Electric Pump Irrigation

Diesel Pump Irrigation:

(a) 10 HP ( fyr.) 1 .
- Energy Costs= 5,460
Capital Costsg/ 2,500
'Total Costs/yr. 7,960
Cost/KWH 0.66
(v) 20 HP ( /yr.)
: Energy Costsi/ 10,920
Capital Costsg/ 5,000
Total Costs/yr. 15,920
Cost/KWH 0.66
Electric Pump Irrigation:
(a) 10 HP ( fyr.)
Energy Costsﬁ/ 2,0k0
Capital Costsé/ 1,576
Total Costs/yr. 3,61
Cost/KWH 0.30
(v) 20 HP (" fyr.)
Energy Costsé/ 4,080
Capital Costsé/ 2,800
Total Costs/yr. 6?885
Cost/KWH 0.29

Cost Reduction - 549

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

g/ A 10 HP and 20 HP diesel pump costs 10,000 and 20,000, resy:ctively.
Appreciation and interest rates are assumed at 10% angd 1%, respectively.

3/ 24,000 KWH/yr. at .7 liters/KWH and o.65/11tér (pre-tax).

L/ 12,000 KWH/yr. at  0.17/KwH.

5/ A 10 HP and 20 HP electric pump costs 5,250 and  9,L5°, rospactively,

Assumea depreciation rates for the electric zoor and puzp are 207 and
10%, respectively. The interest rate f. asoumed at 157,

(N

2L,000 KWH/yr. at  C..7 .



"TABLE 4

ILOCOS NORTE
Pesos (000)

Cost Savings from Rural Electrification

Large Total Cost
Domest icy Commerc ials—'/ Irrigat ioné/ Savings

Year

0 - - - -
1 Loo Ol 73 567
2 739 233 b7 1,119
3 921 356 220 1,497
L 1,049 523 - 294 1,866
5 1,190 667 367 2,224
6 1,k43k 871 L1 2,746
7 1,682 1,040 - 51k 3,236
8 1,870 1,264 588 3,722"
9 2,361 1,470 661 L,ho2
10 2,571 1,724 73k 5,029
11 ' 2,691 1,941 796 5,428
12 2,812 2,202 857 5,871
13 : 2,933 2,421 918 6,272
kL - 3,053 2,681 979 6,713
15 , ) : 3,174 2,869 1,041 7,084
16-30 - - 3,174 2,869 1,041 7,084
1/ 142 (cost savings/house) x No. of houses

2/ 0.38 (cost savings/KWH) x Total KWH/yr.

3/ " 0.36 (cost sayings/KWH) x Toial KWH/yr.

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



) £

Sales revenue
Cost savings
Domestic

Large Commercials
Irrigation

Yotal Costs

Capital costs
Current costs
Power costs
Operating and
Maintenance
Generai and
Aduiniscrative

Bst Benefits

Table 5

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

0 1 2 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 7,670 8,473 9,385 10,366 11,469 12,554 13,752 13,752
- 567 1,119 1,497 1,865 2,224 2,746 3,236 3,722 4,492  5.029 3,428 5,871 6,272  65.713 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 3,174
- 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
- 73 147 220 294 367 441 514 588 661 734 796 857 918 879 1,041 1,041
12,109 2,298 3,673 2.781 2,407 3,5L1 4,170 4,598 5,130 7,612 9,782 5,731 6,145 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 5,446 1,106 1,108 1,106 1,106 1,108 -
- 438 805 1,079 1,302 1,560 1,969 2,456 2,921  3.651 4,336 4,625 5,036 5.523 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 4,399 4,799 4,799
- 66 82 113 1i9 153 167 212 229 293 3N 390 400 454 465 477 477
- 131 240 306 348 403 482 579 642 821 897 959 1,001 1,065 1,168 1,17% 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 10,093 11,1}2 12,187 13,277 14,385




Table 6

COMPUTATION OF BENEFIT COST RATIO, ILOCOS-NORTE SUB-PROJECT

Year Benefits

0 -
1 1,107
2 2,221
3 3,041
& 3,865
5 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
16-3 20,836 1/
30 10,788 2/

'L/ Assumed at same level

Discount Factor

Costs (15%) Discounted Benefits
12,109 1.000
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 .

from 16th-30th year.

" 2/ Salvage value at 30th year.

Benefit - Cost Ratio (157% Discount Rate) = 1.29

Discounted'Costl

41,804



Table 7

COMPUTATION OF INTERNAL RATE OF RETURN, TLOCOS NRTE SUB-PROJECT

Diéﬁ!unt Factor Discount Factor
Year Net Benefits _ﬁjr 207, Present Value 21% Present Value
0 -12,109 1.000 1.00C
1 -1,191 . .833 .826
2 ~1,452 .694 .683
3 260 .57¢ .564
4 1,458 482 .466
5 1,178 402 .86
6 1,927 .335 Y
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 lj .304 <257
30 10,788 g/ . .004 .003

C _472 )
IRR - .2+ .01 ( 472+98%)

1/ hssumed at saue level from 16th-30th year.

2/ Salvagé value at 30th year,

+72

= 20,32%

-984
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CURRENT CONSTRUCTION ACTIVITIES AND LIST OF PREQUALIFIED FIRMS

Attached is a chart of the curreat and planned line construction activities
of the rural electrification projects. The activities take account of the
availahbility of material supplies &s 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 inﬁerviewed 18 representative firms in
Manila qualified to do line construction and 16 of them expressed their
intention to suvbmit »ids on NEA prcjects. The attached "List of Cortractors"
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 fdentifies 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. 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 contractcrs 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 elec;rification construc-

tion projects are contained in pages 3 and 4 of this annex.



10.

11.

12..

13.
14,
15.
16.
17.
18.
19,

20.

List of Contrachrs ~

Distribution Line Comstruction
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Prequalifiéd Interviewed

E.J. Nell
ITT Philippines
Erectors, Inc.
Power Conaultaﬁts
Romago Electric
Electro-Mechanical Enterprises
E. E, Black, Ltd.
Paces Corp.
Audion Electric Co., Inc.
V. M. Garcia Construction
M. C. Erngineering, Inc,
J.R.,L. Construction
Trigon Engineering Corp.
Citation Engineering & Marketing Co., Inc.
Phesco, Inc.
T & D Engineering & Marketing Corp.
J. V. Angeles Construction
Ultralite Electrical Co., Inc.
Salinas Electrical Construction

Zambusman (Zamboanga)

by NEA by Clark
x
x x
X
x
x x
X x
x x
x x
x x
x x
x x
x x
X x
b4 x
x X
X X
x
X
x

Job
Capacity

2

29



a

Note:

b.
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« Statug of Construction Work - Headquarters Facilities

o~ B WS~
. . B .

9.
10.
11,
12,
13.
14.
15,
16.
17.
18.
19.
20,
21.
2.
23,

Force

O OOyt W to

10.
11.
12.

Project Contractor
Capiz JV Angeles
Leyta United Const.
Tiocos Nhorrte JPD Const.
Surigao Sur EC Estrella
La Union SD Flores
Lanao Sur Fdmar Const.
Abra SD Flores
Lanac Norte EC Estrella
Davac Norte GM Tiongco
iloilo VM Garcia
Pangasinan Force Account
Zambales Force Account
S0. Leyte Force Account
Zamboanga Sur  Force Account
Bohol Force Account
Albay Force Account
Aklan Force Account
Quezon Force Account
Antique Force Account
Cehu Force Account
Camarines sur Force Account
Catanduanes JRL Const.

Batrangas

Project

Capiz
Leyte
Ilocos Norte
Surigac Sur

Start of
Construction

May 7
June 1
June 15
Aug. 1
Sept
Sept
sept. 1,
Jan,
Nov. 2,
Feb. 1,
Mar,
Mar.
Apr, 1,
Apr. 8,
Apr. 1,
Apr. 1,
Mar, 18,
Mar. 20,
Dec. 1,
Apr. 26,
Apr, 1,
July 15,

Batangas Constr. Oct, 1,

Contrdctor

Audion Electric
Citation Eng'g
Citation Eng'g
Audion Electric

La Uajon Electromechanical
Lanao Sur 5lst E Bde.

Albay Force Account
Abra Force Account
Benguet* Citation Eng'g
Bohol Trigon Eng'g
Iloilo VM Garcia
Batangas Audion Electric

*Improvement of System

1973
1973
1973
1973
1973
14973
1973
1974
1973
1974
1974
1974
1974
1974
1974
1974
1974
1974
1973
1974
1974
1974
1974

Status of Construction Work - Trans/Dist/Substation

start of
Zongtruction

Oct.

Sept. 10,

1974
1973
1973
1973
1973
1973
1973
1973
1973

1974

% Completion

to date

100
100
100
72
100
95
160
54
62
98
67
65
33
64
48
38
68
16
100
75

26

Account covers Site Development and Multi-Purpose Building.

% Completicn

to date
{3

160

160

&L

95

90

35

18

33

40



¢, Status of Construction Work - Power Plant

Prciject Contractor
1. Capiz Audion Electric
2. Leyte Trigon Eng'g
3. Bohol Trigon Eng'g
4, *Zamboanga City Trans-Orjoent Engrs'
5. *Cactanduanes Audion Electric
6. *Camarines Sur Trans-Orient
7. *Palawan Truns-Orient

*Rehabilitation Generator Units.

ANNEX 6

Page & of 7
Start of

Constructign
May

Mzy 28, 1973
I" v, 5, 1973
Mar il, 1974
Aug. 1974
June 1974
June 1974

Construction
_ <0 date

98
92
64
90
20
100
100
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LIST OF QUALIFIED CONTRACTORS FOR ELECTRICAL DISTRIBUTION
LINES AND SUBSTATION

Paces Corporation
Sarmiento Building
678 Ayala Avenue, Makati, Rizal

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

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

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

IYT 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 Elect.ric Company, Inc.
208 Pilar, Mandaluyong
Rizal

8'

9.

10.

11.

12.

13.

14.

J. R, L. Construction
Virac, Catanduanes

Trigon Enzineering Corporation
399 C. Padilla Street
Cebu City

Citation Engineering & Marketing Co., Inc.

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

Phesco, Incorporated
73 Quezon Boulevard Extension
Quezon City

Electro-Mechanical Enterprises
8861-C Sampaloc Street

San Antonio Village

Makati, Rizal

T & D Engineering & Marketing Corp.
Bascara Building
Quezon City

Salinas Electrical Conmstruction
Bacoor, Cavite



1C.
11,
12,
13,
14,
15.
16,
17.

18.

19.
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[

List of Pre-Qualified Contractors
Bor HQ Facilities Construction

J.P.D. Constrﬁction (H9 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 Flooy, Insular Life, FGU Bldg.
Ayala Avenue, Makati, Rizal

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

Salazar Construction (HY only)
350 Cebu Road Expressway

Master Builders (HQ only)
4645 Valenzuela 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, Quegzon City

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

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

G.M. Tiongco Construction (HQ only)
Sanang, Davao City



20.

21.

22,

23.

24,

25.

26'.

27.

29.

30.

31.
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M. A. Santander Construction, Inc. (M & Power Plant)
711 Aurora Boulevard, Quezon City

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

F.V. Carandang Construction, Inc. (H§ 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, Pasig, Rizal

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

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

Briones Construction (HQ only)
635 Kalantiao Street, Kalibo, 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 Cc., Inc. (Q only)

No. 3 Poinsettia Street, Quezon City
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Joint Techn;calgEvéiﬁdfiéé;hﬁﬁ_Indbgﬁtion

Four inspecticn and training trips were made during which projects
engincered by each of the four Philippine engineering firms working on the
rural electrificetion program were represented. Engirmeers from the four
firms, TAP «nd EDCOP, DCCD 2ad AWIA were present for each of the inspections,
Represeuntation of National Electrification Administrafion (NEA), Stanley
Consulraats, Inc. (SCI), USALID and Consultant Farl Clark also participated.
Coustructioa by contractor and by force account were represented in the several
projects viaitea.

Examples of gnod engineering planning &nd implementation were identified
and discussed such as long span river crossing at Solsona, Ilocos Norte.
Examplcs of poor system design work and poor fiecld engineering were noted
such as the improper location of substations, the installation of needless
Btructures, the {mproper application of standard pole top acsemblies and the
installation of storm guying, all of vhich increased the cost of the project
measurably and needlessly. Acceptable alternate types of construction were
suggested.

Examples of construction which endangered the general public or individuals
such as insufficient clearance of power lines over highways or telephone lines
or of secondar#es too close to buil&ings were also noted. A number of
consumers meters were not grounded. Consumer services were taken off from
transformer poles in such manner as to leave no clear climbiang space where
the cooperative linemen could work in safety. In a discussion of the above
type of items it became apparent that the ASE 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 arcil which were

beyond their scope of work.
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iinsafe construction practices being followed by the contractor on the La
Union projects were observed and discussed. The contractor had neglected
to ground all conductors on the section of line on which his crews were
working and Lis men ware not only working without cheir safety belts but
also exposed themselves to great danger by standing on top of crossarms.
in addition, the cooperative had opened the switches feeding the line the
contractor waus working on but neglected to tag the circuit to prevent someone
from accidencally energizing che line.

The kA sufety program was discussed. The need to have the participa-
tion of the A&E's in this program and to bring the safety training down to
the individuai erployees who need ic¢ the most wds recommended,

The above observations raflect the shortcomings of the Atn's of vhich
there are maay, lowever, the attitude of the tepresentatives attending the
inspections was very good and they have iearned a great deal avout what ig
expected of them in implementing the projects. One firm, £DCOP, whose work
had been widely recognized as substandard recently made a major reorganization
of the firm and present indications are that it intends to greatly improve
the services which it renders.

The attached reports Prepared by Consultant Earl F. Clark, contain
additioral actailed information that is representative uf the findings during

the four inspection trips as well as retommendations for corrective ac:tion.
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Memorandus:.

Mr. H. L. Laker, oD DATE: October 11, 1974

)
farl F, Clark, AID/W (f, OAJ\ }' %/\/L

Inspection Trip to Ilocos Norte, Abra and La Union cooperatives

During the period from September 30 to October 2, 1974 inclusive, an
inspection of the electrical systems of the above-naumed cooperatives
was made by che following persons:

V. De Vera ‘ NEA

5. Alaticay NEA

Louis 3ans%ng NRECA

Harry Baker USAID

Earl Clark AID/W

John Leavirt Stanley Consultants
Gordon Roy e "

Consulting iirms

L. Gutierrez AWIN
L. Trinidad EDCOF
B. Laset EDCOP
R. R. Camba LCCD
R. Del Rosario DCCD
A, Rayala TAP

B. Chee TAP

Inspection of Ilocos Norte System

General

The system consisty of approximately 80 km of newly constructed 7.6/13.2 KV
lines served by two 5 mva 69/13.2 i substations, one at Tangaoan and the
other near Marcos. WNatioual Power Corporation is scrving both substations
over a single wood pole type transwission line which is presently coeraiing
at 13.2 kv. NPC will raisc the trunsmission voltiaype to GY kv as scon as
certain parts are received from Japan to repair the transforuer at tle
Marcos substuiion. The project engineer is Trans Asia and the construction
contractor is Citation.
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the A&E had staked a long span from hilltep to hilltop which met all
design requirements for aistribution construction., ‘the munager ordered
the contractor to add an "H' frame double deadead structure ian the
bottom of the ravine cutting the proposed long span approximately in
half. 7The structure was totally unnecessary and increascd the cost of
the line considerably, It also introauces uplift on che additional
structure. Additional construction shortcomings werc noted similar to
those discussed for Ilocos Norte. Gordon Roy of Stanley Consultants
states that he has given the cooperative manager a detailed list of
construction deficiencies which, up to this point, has been ignored.

In order to focus the manager's attention more sharply on construction
errors than a listing of defects could do, we took him along on the
inspection tour, pointed out numerous defects and explained the danv-erous
~vituations that result therefrom.

I believe that the general manager was a bit embarrassed to have his
system inspected by such a large number of people from different
organizations. However, I also believe that it may require the "firn!"
encouragement of NEA to get the Abra system defects corrected in any
reasonable length of time and what's nore important to be sure they are
not repeated as force account construcrion prcrecds,

Inspection of La Union Cooperative System

An inspection of this system was made on October 2, 1974. The cooperative
is attempting to integrate the take-over systems as rapidly as possible
and has 4 construction contractor, Eiactromechanical lnterprises doing
the work., At this stage there is very little construction done but we
did notice some construction errors toat are beiny made and brought them
to the attention ol che easinecr. The outsiancin, iesue on this projuect
is safety. We fouad thot while the switches controuliing the line wveing
woriced on by the contractor were opened at che. suosiation, they were not
tagged, The ccoperative construction superintendent felt protection was
adequate since no one could get in the substation bur himscelf. This is
not an acceptubie way of safeguarding working crews. The contractor did
not have his ..er working between visible system grounds that weuld
effectively ground all phase conductors. Neitlier tho cooperative nor the
contractor had any grounding clusters. We aot.ced the contractor's men
were equipped with safety belts bur they were not used and the men were
standing on top of the crossarms on the poles., Therc was no reason for
this. Actuaily, all construction work cun be done when belted off safely
below the crossarm. While one expects to see wore safety violations
performed by contractor crews than by salaried cooperative crews, tiis
type of gross violation should be curbed at once since it may influcnce
the cooperative's own crews. The TAP resident engineer was not at the
construction site as the work proceceded.
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The construction of the headquarters building and warehouse 1g good and
the vard is properly fenced, However, there is a stream (intermittent
flowing) tnat has eroded up to the boundary fence and taken out two of
the concrete posts, Inmediate remedial measures must be taken cg the
headquarters puilding itself stands only a few feet away from this fence.

L substation is a Japanese design obtained from war reparations. It
1ds many of the shortcomings of che substations at Ilocos Norte. In
addition the uetering equipment and alarm system have not been installed,
Spare parts including fuses are not available. We noticed in the warc-
house at Tlocos Morte that there was a large supply of spare parts.
dence, the trouble is a maldistribution of the spare parts that came
with the overill substation shipment. There was no instruction marual
available for this very complicated substation.

The superintendent did not have a copy of the NEA standard specificacion
book. ‘The only available copy belonged tc the manager who made no use

of it,

General Remarks

l. NEA is preparing a supply of grounding clusters made of odds and
ends of material available uat Sangley for the cooperatives to use
uniil a supply can be obtained from the U.s.

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

3. NEA should revicw che inventory of up.re pavis Uthat came wita the
Japanesc substutions and make an equituble distrlibucion of then.

4. NEA should mike @ determined effort ©» see caat cuch cooperative
and conrractor worlkiing on cooperative jobs hus au adequate sunply
of the staundard specificatioas books and iasist thac all construrtion
be in strict conformance with them,

Attached to this report is a copy of the report prepared by lr, Gordon S.
Roy of stanleay Consultants, Inc. Coverin, the 1nspection trip lo the
northern Luzon cooperatives.

Attachment: Copy of report prepared
. by Gordon Roy, Stanley Consultants, Tnc.

E¥Clark/bma
10/11/74 cc: AD/CD
C&R
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B. L. Rsknr, CD October 16, 1974

Rerl ¥. Clark %0*97/

Iaspection Trip to Leyte Cooperative

During the perind Octobsr 8-9, 1974, aa inspaetion of the electrical system
of the above-named coopsrative was msde by the following peosle:

V. De Vama HEA

E. Alatica NEA

Ray Shoff NRECA

Herry Baker ' USAID

Karl Clark AID/N ,

John Leavitt Stanley Comsultants

Dave Metx " "
Consulting Yizus

L. Gutierres ANTA

L. Trinidad EDCOP

B, Laset EDCOP

L. Maataring DCCD

E. abril bceo

A. Rayala TAP

Gepaxal

The electric system consists of approximately 180 km. of newly comstruce
tod distzribution lina, a 10 unit 4.4 M rameplite rating diesel gensrutimg
plzvt using surplus equipment from Okinewa end - 5 MVA 4.16/13.2 XV step-up
sub-station lozataed st 8en Roque. In additior the cooperative took over a
4 ¥ naweplate diesel plant and the electric iistribution systam im Tacloban.

Headquarfers and Warghouge

The hesadquarters building and warehcuse are located at San Roqus
adjacent to the power plant on an adequately sizec .nd drained site. The
quality of constiuction {s satisfactory. The warehouse is equipped with
sufficlent bins #nd has enough floor space Lo properiy stors tho required
ioventory of harduare and equipment .
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Sapexatiax Plant st $apn Rogug

The plant wae constructed by Trigoa Kngineering Cerporetion of Cabu,
The cooperativs ::ag to supply the gsusrating equipment that it sot from
Okinaws and tiw contrsctor “as to supply tha resaining materis]l amd
oquipmunt. He wsp algo expected to repair the diesels and sanerttcrs as
mecescsry. Unfurtunmately, the contractor's bid for this work vas too
low and the specificationg ware too wvegus vesulting im sCtampts by :ha
coutrector to aconomize and othersiss recoup his losses. .iy attempted
to fabricate an ovarhead bru’ 4 irane which was sot accaptable tv the
engincer. The crane has now beeg deleted frow his contract. The
Cooperative plans to build a portable erars to sarviece the angines,
There 15 a shortage of parts to repair the diesels, the svaporative
coolers and the switchtounds. The watsr woll at tha plaat has wot beun
accepted. The contractor is Teputed to be one of the wost knowledgeeblo
in the Philippines on diwsel plants and yet he has bid the Job so low that he
cannot do & good job.

230 Roque Subgraiion

The 5 MVA 4,16/13.2 kv atepup gubstation is built on em amply uiced
plot sdjscent to the Plant. It was obtained frowm Japan and does not
provida the clearances above ground that are counsidered Decessary by U.S.
stasdards. The contractor consiructed ths substation without a spect fic
contract ani (natailed completaly ouly that portion nscessary to feed onc
outgoing cizcutt, There are axtra fuses, awitches, l1ighting arresters,
otc. in tha wirashouse and atorags yary which should be installed at oace
befors they tor s lost, brukeu or diverted to soac other lecatiom.

8ufficient spsca 1g #rovided fn tha subgtation yard for the proposed
69 Xv stepup rubstation which will gerve thu southera Leyte Cooperative.

The diastribution systew waa iuspected at yelected locations and RARY
deficieneles vere noted. The distribution line parallels s telephons
iine for ssveral kilommters 80 closely that thoy are ia structural eonflict.
This should bo elimtinated by going to joint use of tha pole .. ne or by
moving the tolaphone across tha higlway. Other deficiencies poted were as
follows:

l. Down guy and sanchor not imstallad to bold overhead stub pole.
2, Trensfoiwmer grounding loops not Properly ingtalled.
3. Section of lina installed without armor rods.
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4. Wy electricsl comnections made by splicimg instesd of with
proper conmectors. ’

5. Jlasdaquate clsarancs of hardware from ground wire.

6. Usa of cocomut tres for service support pole.

7. Inadequate clearance of lines over highway.

8. Uss of wrong pole top esssubly and guying for line angls.

9. Poles out of alignment.

This diecel genersting plant was recently taken over by the ccopsrative.
The property had beem under-msintained Ly the previous cwmar to the soint
that it f3 alwost inoperabls. Engives that run cam barely resch half of
neusplite reting. Tha plant camnot carcy zhu puck load resulting in olacke
outs downtowa during the evening. Om tho evening of October 8, 1974, down-
town was blackad out from 7:00-8:00 sed irom 9:00-10:00 p.m. With proper
repair parts now oa order and & wijor overiwul of the cooling towers, the
plant wili gain 2000 KN {in capability. This will ba enough to carty the
current peak but will not perwit the sadditicu of much new losd thet will
satericlise when a raliable power scurce cuists. At preseat the sutire
plent {3 cendangerved because of & great deal of waszte ofl which is 1lytag
around closs to the plant, cooling towers, etc. 7ha cooperative i doing
its best to "uung on* until waintenance cam bo undertaken.

The wigine jackets are cooled by well waccr vithout treatmsnt. The
lime covars the jacker walls and aggravates cic eugive overhsating problam.

The cooperative rscently took over this Jis.oriy and so has not had a
chance to iwprove it. liowewer, tha ayatea ir .o defective that resedicl
action wust not bu daleysd. Distribution 1lircu run over signboards so low
that anyona Zouchiang thax could easily get slsctrocutad. Clearance betveen
eloctric and tclephone !inos 1o inadequeiw in countless instancas. The
clozxaaces from roofs snd residence windw. are grossly inadequate. Tress
have grown into tha lines everywhera.

I =d Grpup Dige

1. The AsK's stressed the need for tha cooperative managsrs Lo make
avery affort to get mors geuerous clearing and trimming rights
so that adequste clearance between trees and conductors can be
obtained.
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2. As a result of the probleas which arise with taksover properties,
large {xducirial and commercial loads, voltage prebleams, syscem
planiing, etc. there ¢ a meed for & retainar type AUZ coatract
celling for “pay ae the tasks are performed™ so that the required
technical eaxpertisc viil be &vailable to the cooperative om a
coatinuing beais.

3. A oumber of cooparatives have constructad lines, genermting
plants, headquarters focilitios, etc. but the jubs hawe not been
closed cut. It 1 Becasaary that the engimeer acd the comtisctior
wako every effort to gut an Lgreed upun set of fimsl documents
ard cooplets the work in o satisfactory manner as soom as peusible
80 thac the jobs cum be closed out and the proparty properly set
up on tha cooperativa's books. In the case of closing out contracts
for butldings, substations, etc. the MEA Lulletin No. 15 appliies
aad thare 1s no nproblem 1f the procodures contained thezein sre
folloved. In the case of 1iua construction, the last paragraph
of Bulletin Mo. 16 could be applied but it 1s not being usad.

It would certainly he advantageous to cloge out largs projects
in gscticas. It is elso conceivable that when {t becouea dusir-
able to incrosse the scope of aa axistti; contract, the original
portion should be closed cug. Tals wiil Leep the "™work in
Progress™ sccount down to an acceptable amount.

4. NEA sbould {ssue ¢ bullatin eoveriag forca account constructionm.
It should require that che dagign hawe ias approval of the ALK,
the: tha work be staked by conpetert teciniclaug, that proper
milusial 50 wesd, rhat the NEA specifications sre followed, that
the woik be dotw fu sccordance with sroper safety procedurns,
dnd that sdequate reconds be kapt so that the propur sntries cam
bs swce in the coopecstive plant zccounts.

The new mazager, Col. Tlores, scems zo have a goocd graap of the problems
that this coopervative faces und has already begun to take steps to remedy
gsome of the more serious difficulties.

I



ANNEX 8

Page 1 of &

Philippine Model for the Development of Rural Flectric Cooperalives
Col. Pedro G, Dunol

General
AL

1. An clectric cooperative is above all a business entity. While it is
true that a cooperative is established to provide service for its memoers,
a cooperative can only provide such service that it can afford. It ccn-
not continue providing service for its members if it is continually
losing money in its operations.

<. Ghefore any electric cooperative is formed, studies must be conducsed
to determine its feasibility. The cooperative must be zble to collcct
surficient revenue not only tc cover its operating and administrative
éxpenses; but it must have some murgin to pay back its loarn and tc
finance minor expansions of its syssem. The cooperative must of course
provide adequate, reliable and low 205G electricity on an "erea coverapgc
concept.”

3. In thne determination of the service area of - cooperative, the primary
consideration is "size", The elect ic industry is highly sensitive =¢ the
economies of scale {the bigger the ciectric system the more efficient ils
its operations). The area %o be services must be big enough that the
revenue justifies the hiring of qualified uanagers and the cetting up of
a maintenance unit to iasure retliatle power,

L. The covperative ic ulso a social Teing., To succecd it rniceds the
cooperation and assistance of its members., The members must believe that
the cocparutive helcngs to them. In this aspect the distarce of the
covncrative hendquarters Trom its members ic an important censideration.
The coceerative, tacrefore, must nouv be too large so that the headquarters
1s nov soo rerote irom its farthest mempersz,

The "Aren Coverw-c" Concest

9. The "ureu coverase" concept in ruwol 2.ectrification simply staved
means tnat tne clectris cooperative 1. wound to provige service Lo any
person requesting connection within its service area. Tt TUEL oe empha-
sized, nowever, thnat while it is one o. -h. rrimary goals ¢ electric
cooperatives U0 provids electric service oo all the people livirg irn its
service area, the ccoperative must construct lines to remote tne Sparsely
populated areus at such a pace that the Teasibility of the total system
1s not jeopardized. Lines tn remote areas are generally uneccnomical.
The revenues rrom such lines are rot sufficient to cover the cost of
power, the administrative cost of reading the meters and collecting the
bills, the maintenance cost and Tirally the amortization and intersst on
the lines themselves., These uneconiomical lines will be built only when
the "losses" from these lines can be offsetby the profitable iines,



ANNEX 8
Page 2 of 6

6. It may be argued that if these uneconomical lines are not built, the
cooperative can reduce its rates; that the people in the poblaciones and
the more denscly peopulated arcas are being made to subsidize the barrios.
The argument can be refuted easily by the sociologist but there is an
economic rativnale for "area coverage". The economy of the urban centers
is depenccut upon the economy of ih: rural- areas, If rural ciectrification
will enhance the economic development of the barrios, then the income of
tle barric people will increacs and there will be an improvement in the
economic activities in the poblaciones.

7. In the seme manner it may be argued that the postal system is illo-
zical in that it charges the same postage irrespective of the dessination
within the country., It costs the same to mail a letter from Quezon City
to Manila as it does from Quezon City to a barrio in Cotabato. Certainly,
the costs to the postal system of delivering these two letters are dif-
ferent und yet the nostal system charges the same postage. The ration-
ale 1s that communication is considered vital to our gconomic and social
well-belng and 1t will redound to the benefit of all if communication is
encouraged among our people.

8. The lincs to the barrios which now are uneconomical will, in a [lew
years, bzcome cconomical as the area develops. When this happens, these
lines will heip subsidize the construction of other lines until finally
we have attaired total electrification.

The Sizc of an Electric Cooperative Arca

9. In General, a cooperative area should cover fron 5-10 municipalities
populated by mme 100,000 -~ 200,000 people. The area must be contigucus aad
the dialect spoken similar, Furthermore, t™~ farthese cuctomer of the
cooperative must not be more than 30 kms fron the center or 1oad of the
System.

10. The criteria of 5-10 municipalities with a total popuiation of from
100,000 - 260,000 people is primarily economic. Cur initial r'easibility
studies indicated that this is an ideal size for the Philippines. OCn the
cther hand, the presence orf industrial, comwercial and agro-industrial
loads in an avea will permit the reduction of the required minimun size
correspondingly.

1l. That the area is contiguous and that the people there cpeax 3 cormer
dialect is primarily a social consideration., People can be expectad no
cooperate better if they are near one another end if they speak the same
language. '

12, That the firthest customer will not be more than 50 kms {rom Lhe load
center is bLoth an economic and social censideration. The distribution ve |-
tage for the cooperatives has been standardized at 1,000 volte und <) ke
is considered the maximum length for such distribut.on lines o thetasin of
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economics., Also, because of the condition of the roads and the trans-

portation systems, 30 kms is considered the farthese distance a member
should be from the cooperative headqua=ters.

Feaginility of a Cooperative

L3. An electric cooperative is expected to lose money in the initial
years of its operations., In general, however, its revenue alter onc (1)
year ol operation is sufficient to cover the cost of adminictration ana
operation. A cooperative to be "feasible", however, must generate

enough revenue in its 7th Year to cover hot only the cost of operation
and administration but also the amortization on toth cepital and interest
of its loan.

14. The scven (7) year constraint is in consonance with R.A., No, 6038
which limits the grace period for payment of loans of cooperatives to
seven (7) years. It is believed that by the Tth Year the cooperative
should have developed its "power use" programs so that the "non-lighting"
load is substantial enough to make the system feasible.

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

15. The over-all objective of the country is the attainment of tobtal
electrification. This implies that service will be provided to ull PeTSons
desiring such service,

16, The followihg factors are mandatory in the attainment of total
electrification:

a. Establishment of island grids and the integration of power
generatcion.

b. The consoliidation of electric distribution franchise areas.

c. The adoption of the urea coverage concept.

17. The cost of power in general, represents from L0-50% of the electric
bill of a customer. The cost of power is highly sensitive to the eccnomies
of scale. The bigger the plant, the lower is the cost of generating cne (1)
kilowatt-hour of electriéity. The integration of power generation also
reduces to a minimum the total spare capacity required in the system.

18. The distribution of electricity is also sensitive to the economics

of scale. The construction and maintenance of lines can be better planned
and programmed when the service area is large and not constrained by poli-
tical boundaries. Like power generation, big distribution system:s can
afford more capable management that can program expansion and maintenance:
requirement. Hence we can e xpect large systems to provide adequate,
reliable and low cost power,
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19. Unless the area coverage concept is adopted, total electrification

will taeke a long, long time to attain if it can be attained at all., If
lines to sparsely populated areas will be constructed only when such lines
are by themselves economically feasible, the distribution franchise
operatcrs must wait until the area is developed before they will extend
service to the srea. The distribution franchise operators, however, should
build these lines as soon as the losses from them can be reasonably absorbed
by the profitable lines.

20. With the above concepts in mind, the following are the accepted noli-
cies in the phasing of canstruction of cooperatives within a province, a
region or an island,

a&. The initial cooperatives to be formed will bve developed in such
a manner that it will fit into the over-all plan for the elecc-
trification of the pbrovince, region or island,

b. The cooperative area as much as possible will represent the area
to be serviced by a load center of the grid. This implies that
plans should now be prepared for such island grids and the loca-
tion of their load centers identified.

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

d. The KFC has adopted a policy of providing service only at (9 kv or
higher. This policy greatly enhances the consolidation of small
frarchise systems that can be served by a load center.

The Phasing of Construction of Lines Within a Cooperative Area

2l. While the feasivlity study and the Archietectural and Engineering plans
of the electric system of a cooperative inciude lines thru the noblaciones
and all the barrios, these lines will not be constructed at the same time.
The lines will be constructed by phases,

22, The first phase shall be the construction of the lines withir. the
p-blacicnes and the main lines (trunk lines) connecting the poblacicnes
with the power plant or substation. Phase one (1) must be so implemented
that once 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. 1In generul, phase one of the project will be constructed by conlract,
The NEA/cooperative will furnish the materials including the poles. The
contractor snall construct the distribution lines (both primary and se-
condary) while the cooperative shall install the service drop and the
housewiring by forced account.

2k, To insure the early utilization of completed distribution lines, the
cooperatives must synchronize their construction with that of the ccn-
tractor. .The cooperatives must form service—drop/housewiring teams,

25, The extensicn of lines to densely populated barrios should be done
after phase one (1) has been completed or even just before phase one is
completed. This will be undertaken by force account. The cooperative
must form distribution line teams. It would be desirable if the linemen
trained by NEA/NPC/NMYC be initially employed by the contractor of phase
one (1) and as phase one (1) moans completion, these linement will Se
able to form the Cooperative Distribution Teams.

26. The criteria for the priority of constructio- is discussecd in cetail
on page c©. Az soon as the construchicn of phase one (1) is startea, the
cooperative will initiate the establishmerd of a priority for the ccastruce
tion of the subsequent lines. Trom thic priority list NEA will approve

the lines to oe included in phase %wo (2). As soon as phase two (z) is
started, the cooperative shall submit Lheir sriority for phase three (3), etc.
To insure an orderly implementation of the different phases of construction,
materials, labor, cquipment and funds must be wvailusble to the ccoperative
at the right time and in the right quantity. NE&4 and the cooperative must
agree on the priority list carly enougn ¢¢ provide sufficient time for
planning, ordering or materials and equipment, funding and finally or-

2

ganizing for construction,

Priority o Lines ror Phase Two (2) and the Sucs cuent Phases

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

28. Tach Line (lateral) extension to a barric cr group of bvarrios must be
analyzed in terms of the followihg:

a. rignt of way
by. ecconomic and social factors including:

(1) number of houses that will actually be cerved
(2) the electric motor loads such as irrigation pumpz
(3) the length of the line in kms,



ANNEX 8
Page 6 of 6

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

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

30. The amber of houses to Dbe served pertains only to those houses that
are wired or will be wired before the service drops are installed. The
number oI house equivalent refers to existing motcr loads or motor loszds
that will be installed before tne service lines are constructed. 1In

this connection, 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 construction,
The determination of the index number (N) may be expressed in the foullowing
formula:

where, H is the number of houses
Hpis the number of house equivalent
of the motor load and
L is the length of the line in kms,
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Plilippine Economic Situation

Recent Leonomic NDovelopments

In the past two ycars there has becn a sharp increase in the
level ol cconamic activityon the Philippines. The growth in real
(NP, which had been about 5-6 percent a year for more than a dccade,
doubled to 10 percent in 1973, and is estinated to be about 7 per-
cent this year. The strong recovery in 1973 was led by the international
commodity bcom and resaltant increased export incones in the Philipoines
by a strong rccovery in agricultural andimdustrial production for thc
domestic market, and by an expansion in public and private investment.
Underamployment and unemployment remain quite hich, however, and in
common with rmost other countries, the rate of inflation incrcascd
appreciably in the past 18 montt.s.

The agricultural sector grew by 7 percent in 1973, Rice product-
ion in crop year 1973-74 increased by 23 percent over the level of
the previcus year when £lood severely affccted output. This increase
has been mainly cdue to favorable weather conditions, increased use of
fartilicors, wore supervised credit and increased investments in
supportin; xural services. The Government has moved ahead with its
progron of acrarian reform for the nation's one ndllion rice and com
farm tenonts. By mid-1974, 176,000 land transfer certificates had
been issued, miinly to tenants on the larcer roldings. The Govermment
row hopes to issue certificates to all tenmits on faims above 24
hectarcs. There is a strong prima facie case for pressing ahesd with
the program in the 7-24 hectare farm size range. Irplementataon
below the 7 hectare level will be extremely difficult ard benerits
less cbvious, in view of the numercus owners and tenants and small
parcels of land held.

The inthstrial coctor grew by about 12 mercent in 1973, Man-
conditionad andustrial exports, wnich have boen woreasing since 1970,
#ve estimated to have doubled in 1973 to abour $200 million. However,
industrial exports have been affected by the recent slowdom in the
cconamics of key trading partners, and earnings are expected o level
off this year.

developmart outlays in 1973 made possible by a sicnificant irprovemont
in the financial position of the Government. The ratio of gslic
investment to GNP is currently ebout 3 parcent corpared with 1.8 per-
cent in FY '72, The Covernment has implemanted a series of long
needced tax reform and improvements in tax administration. As a
result, the ratio of National and Local Government tax revenues to
GNP has increased from an average of Y percent in recent years tw an
estimated 12.4 percent in FY'74. -

The growth in production was also assisted by increased piiriic
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High prices for the Philippines' chief exports, including coconut
products, sugar, copper and wood products, were larcely responsible
for an increase in merchandise receipts of almost 70 percent in 1973,
Internaticnal reserves rose by about $600 million during the ycar and
stood at $876 million, equivalent to about five months of imports, at
the end of the year. However, since mid-1974, a laroe trade deficit
has appeared, largcly because the growth in export prices has moderated
but import prices have continued to rise rapidly. Becausc of the very
rapld growth in cxport incame in the past two years, and continucd
good debt management policies of the Government, the burden of medium
and long-term debt: has declined dramatically. The ratio of debt service
payments to export receipts has come down to an estimated 15 percent
this ycar, compared with e high of 27 percent in 1971.

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

The Energy Crisis

Imported petroleum provides some 97 percent of the Philippines!'
total energy requirements, In 1973 the equivalent of 71 million
barrels of petroleum crude and petroleum products wore imprrted at a
cost of about $230 million c.i.f, When the enercy crisis developed
late last year, the Governrent moved quickly with conservation measures
to reduce non-cssencial consumption. In 1974 imperts of rctroleum and
products are likely to be about 71 million barrels at a cost of about
$780 million c.i.f.

The Goverrment has decided to accelerate the develcpment of local
encrgy sources, especially hydropower and geovhernal energy. Supple-
mented with nuclear energy in the 1980's, total Gemand for energy is
expacted to grow at about 10 percent a year, and even with more rapid
davelopment of natural power sources, petroleum would still account
for more than 90 percent of total energy needs by 1980.

Growth Prospects

The abrupt deterioration in the external terms of trade since the
middle of 1974, and the recession in the econcmics of key trading
partners threatens some of the Philippine' recent econcmic gains. The
labor force continues to grow at 3 percent a year, and although employ-
ment has expanded appreciably in the past 18 months, there is still
widespread unemployment and underemployment.
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Priority is beinqg given ‘o expanding food production for the
damestic market, to cxpanding export production and to accelerating
- development of local energy resources. In the case of export
production, trc Govermment rcoognizes that the increased cost of
pctroleun and other inports cannot be financed indefinitely by
borrowing woroad. It is actively encouraging both local and foreign
investors to expand the productive capacity of export industries and
to undertake major new import-replacing investments, ‘The Goverrment
1s secking increased support fram the international financial
community to help carry out its develomment program and to casc ad-
Justirent to higher petroleum and other import prices. Because of the
subst ntial improvement in the oxcernal debt burden and international
reserve position in the past 18 nonths, the Philippines now has the
Capaci’y to borrow cxternally larger amounts of capital in support of
its development program.

Maintaining a GNP growth rate of about 7 percent a vear in real
terms during the next few years will depend heavily on the buovancy of
the domestic market. The prospects arc for continued expansion in
agriculturc, with a 4-5 percent increasc in production in the vear
ahcad. Continued exparsion in public and private investment demard
-should help sustain industrial output expansion. Increasced investments
will be nceded in a wide range of consumer and intermediate goods
industries.

The increased size of the damestic market and growing export demand
would seam to justify a wider range of irwestments during the latter
part of the decade in large-scale, capital-intensive industrial projects,
particularly in meneral-based processing industries where long-term
camparative advantage may be strong. A nuwber of big projects are
pProposed in mining, wood rrocessing, ferrilizer, steel and shipbuilding,
which are likely to push up the private investment rate from recont
levels of about 16 percent of GNP to perhaps 22 peveont by e latter
part of tho decade. A substantial amount of the rimds neeced for these
projects would have to come from extornal sources.  Put ciioo B
individual coszt of nany of them will .exceed $100 maadicn, Conscltative
Group members can play an important role in nelping the Goverment to
obtain suitable co-financing arrangements, both witi bilateral part-
ners and with the private sector.

The public infras-ructure progran that was azoroved last year,
which called foroutlays of about P12 pillion at current prices in
FY '74-77, has pecome outdated because of the siosocquent rapid inflation
and by changes in investment priorities as arresult of the enerqy
crisis. A new program is being finalized, with roro cmphasis on .
developing nuclear and indigenous power resources ara on irrigation,
feeder roads and other projacts to supmo vt increascd food and eMRor:
production. Public investrent is likely to increase by about 15 per-
cent a year in real terms so the ratio of public investment to G
would rise from the present level of 3 percent to about 4 percent by
1977, .
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The domestic savings rate should rise frum an esbimated 19 perceat
of GNP &t present to perhaps 20,5 percent by 1977. Forcign savings
(i.e., U curcont account deficit in the balance of paymonts) would
rise from an ¢stimated 2.5 percent of QP this year to abiut 4 peorcent
in 1977. ‘his torciga savings gap would decline in the latler part of
the decade as the proposed investments in new export and npor L=xeplacing
capacity legin to bring results. '

Lalance of Payments

Merchandize cuport receipts are projocted to increase by a total
of about 30 percent in the next two years., Import payments are
projected Lo increase by a total of ulmest: 40 percent in the same
period, inclvding a 30 percent increase in prices. Uader these
assumptions, the trade deficit would rize fram an cstirated $680 million
this year to about $1,250 million in 1976.

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 consumer goods - - 172 275 330 370
Petroleum products 188 724 330 950
Other raw materials and interm .

rmediates . 634 1,216 1,610 1,930
Capital goods . . 491 791 1,000 1,210
Source: 1473, Central Bank of the Philippines; 1974, mission estimate;

1975 and 1976, mission projection.

Actual and Projected Export Receipa;_
(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 90 110

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 extevnal 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 for additional
medium and long~term loans from donors to finance capital gouods im-
ports which are projected to reach $1.2 billion in 1976. In the
months ahead, the Government and aid donors alike should explore this
possibility. If these efforts are unsuccessful, the Government would
have tu reassess its growth strategy for 1976.

If the projected inflows on the capital ac:ount are forthcoming,
and if the presently identified shortfalls in foreign exchange avail-
abilities 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.

1
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Summary Ba'-.ce of Payments

A (miliion $) .

Item ~ 1970 1971 1972 1973 1974L2
Current Account = =29 49 AU #475 -450
Trade Account (net) =1 -37 -151 +274 -680

‘Exports 1,083 1,749 1,109 1,871 2,520

Imports . . 1,090 1,186 1,260 1,597 3,200
Service Account {net) - , - =141 -88 -26 -30 =40

Recelpts 258 264 376 582 805

Payments 399 352 402 612 845
Transfers (net) +119  +134  +188  +231 +270

Official 26 3 36 63 70

Private 93 103 152 168 200
Capital Account (net) +181 +124 +174 +210 +355

Direct investment =29 -4 ~22 64 80

Short-term private capital 76 92 56 74 180

Medium- and long-term ' '

private loans 2% =34 =17 . =5 -10

Mediun~- and long-term

public loans 40 70 157 77 105

Errors and Omissions - -147 -144 -106 +16 +20

Overall Balance of Payments +5 ~11 +79 4701 -75
Monetary Sector, Reserves

etc. (net) =5 +11 =79 ~701 +75

Central Baax liabilities 58 4 -64 -86 +443

Central Bank assets -130 -125 =174 -488 -500

Commercial bank liabilities

(net) a5 94 136 -106 +190

SDR's ' 18 17 16 - -

U'se of IMF facilities 14 21 7 -21 -58

Source: Central Bank of the Philippines.
/a Mission estimace.
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Pipeline Anajysis and Implementation Schedules

Uader the proposed Rural Electrification III and prior AID loans
disbursenents of AID funds is tied 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
anticisated for the three loans and are keyed to the 1FB schedules and
material delivery schedules shown on the following pages.

Utilization of

cy 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 16.0 16,5

1978 7.5

Total $58.0 $58.0 . $58.0
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Environmental Annex

to be distributed separately
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Tanggapan ng Pangulo ng Pilipinas
(OFFICE OF THE PRESIDENT OF THE PHILIPPINES)

October 22, 1974

Mr. Thomas C. Niblock
Director

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

Sir:

The Government of the Republic of the Philippines wishes
to express its gratitude to the United States government for the
vigorous support 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 pcssible 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, there 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 ruiral electrification succeeds
because it is the crucial and critical project, "

It is the intention of the Philippine government to pursue
with undiminished vigor the goal 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-
nistration (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 ror 10-15 electric Cooperatives, For this application NEA
wishes to avail of the most favorable AID loan terms possible -
40 vears repayment with a grace perjod of 10 years and with
interest rates of 2% during the graze 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 if 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 electrification Program, and your assistance
in this regard will be a vital factor.

Very truly yours,
By Authority of the President:

L faye

ROBERTO V. REYES
Acting Executive Secretary
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
Manila, Philippines

Ramon Magsaysay Center

1680 Roxas Boulevard Telephone: 59-80-11

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

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

This judgment is based upon the project anélysis as detaijled

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

Thomas C. Niblock, Director
USAID/Philippines

Mgﬂ/ﬁ/

Date




RURAL ELECTRIFICATION III

Anex 18
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CHECKLIST OF STATUTORY CRITERIA

FAA - Foreign Assistance Actr of 1961, 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; 105; 106; 107.
Is loan being made

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

b. for population planning or health;

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

d. to solve econamic and social dev-
elomment 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
or international organizations,

4. This loan will contricute to the
rTactors that alleviate starvation,
hunger, and malnutrition by pro-
viding electric power to irrigaticn
systems which will enuble the
farmers to increase crop productia,
Also by proviaing electric power
the project will erccurage ana
directly ccntribute to the uevelop-
ment of cottage inwustiry anc
therefore enhance the Co-op
members' capacity for self-help.

Not Applicable (N.A.)

N.A.

The prcject will enccurage the develop-
ment ¢l cottage infustries. It also
provides the electric systems for
distributing power supplied by genera-
tion and transmission facilities
Tinanced by IBRD, ADR and others.

II.A.





http:rtdprQduqIt.QX

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

(b) Diverting such resources
for unnecessary military expen-~

- diture (See alsg Item No. 20)
and intervention in affairs of
other free and independent
nations.) (See also Item No., 11).

(5) Making econamic, social, and
political reforms such as tax col-
lection improvements and changes
in land tenure arrangements, and
making progress toward respect
for the rule of law, freedom of
expression and of the press, and
recognizing the importance of
individual freedom, initiative,
‘and private enterprise,

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

(2)

ANNEX 14
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More than 70 percent of the
national budget is allocated to
social and economic development,
One-fourth of the budget goes to
education, nearly 10 percent to
agriculture and natural resources,
end almost 20 percent to transpor-
tution and communications.

(b) Less than 15 percent of the budget

goes for national defence.

Th2 GOP, ever since its establishment
as an independent nation in 1946, has
vatterned its government after that of
the United 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
syster from both the extreme left and
right, invoked martial law and,

ruling by decree, ordered an accelera-
ted implementation of essential
reforms long needed to improeve the
efficlency of the government, to re-
duce wide-spread crime and corruption,
to speed development efforts aimed
primerily at improving the social and
economic well-being of lower income
groups. However, under Martial ILaw
political activity and freedom of the
rress has been curtailed. In this
regard President Marcos is inaugurating
an all-encompassing nationwide land
reform program. Over the last five
years the GOP has increased revenues
through improved administration and
new tax laws, .

(6) Approximately 45 percent of project
is a local currency cost which
will be financed by the GOP.



——

(7) Otherwise responding to the
vital econoinic, pol.tical, and
social concerns of its paople,
and damonstrating a clear deter-
mination to take effective solf~
help measures,

B. Are above factors taken into B.

account in the furnishing of the sub-
ject assistance? '

Treatment of U.S. Citizens and Firms.

31 FAA

government, 1s the government liable

as debtor or unconditional quarantor

on any debt to a U.5. 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) (l). If assistance is to 4.
a government, has it (including govern-
ment agencies or subdivisions) taken

any action which has the effect of nation-

" .Alizing, 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?

620 (c). If assistance is to 3.

ANNEX 14
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(7) As a result of the disastrous

sumer of 1972 floods, the Marcos
Administration has embarked on a
large scale reconstruction program
with the help of USAID. This
program 1s diraectly meotinge the
nceds of the devastated conmuanitlos
of' Luzon. Included in the program
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 U.3. citizens,
as distinguished frcrm other aliens,
to acquire and hold "public
agricultural lard" ard 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 hold such property
and to operate utilities will
expired on July_ 3, 1974. The GOP
and U.S. Embassy are currently
negotiating on this point. At
present there is no indication

that the GOP templat
act contravening TAA & 250?3*(1).
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5. FAA 620 (0); Fishermen's Protective 5. N.A.
Act, 5. If country has seized, or im-
posed any penalty OF sanctian against,
any U.S. fishing vessel on account of
its fishing activities in intermaticnal
waters,

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

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

Relations with U.S.Gévernment and Other
Nations

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

7. 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 Camwunist movement?

8. FAA 620 (d). If assistance is for 8. N.A.
any productive enterprise which will
compete 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 lcan? :

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




10.

1l.

12.

13,

14,

15,

FAA 620 (i). Is recipient country 10.

in any way involved in (a) subversion
of, or military aggression against.:, lthe
United States or any country receiving
U.S. assistance, or (b) the planning of _
such subversion or aggression?

FAA 620 (j). Has the country per- 11,
mitted, or failed to take adequate
measures to prevent, the damage or
destruction, by mab action, of U.S.

property?

FAA 620 (1). If the country has 2.
failed to institute the investment
guaranty program for the specific

risks of expropriation, in converti-
bility or confiscation, has the A.I.D.
administration within the past year
considered denying assistance to such
government for this reason?

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?

ANNEX
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No.

The GOP has taken all reasonsble
measures to protect U.S. property.
On infrequent occasion when
demage has occurred, proper
compensation has beer. made
without delay.

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

No.

FAA 620 (q). Is the governmeht of the 1k4. No.

recipient country in default on inter-

- est or principal of any A.I.D. loan

to the country?

e
-

FAA _ 620 (t). Has the country severed 15. No.

diplomatic relations with the United
States? If so, have they been resumed
and have new bilateral assistance agree-

- ments been negotiated and entered into

since such resumption?



16.

17,

18,

FAA 620 (u). What is the payment status
of the country's U.N. cbligations? If the
country is in ariears, were such arrear-
ages taken into account by the A.I.D. Ad-
ministrator in determining the current
A.I.D. Operational Year Budget?

16.

FAA  48].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 Camprchensive Drug Abuse Prever-
tion and Control Act of 1970) 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.
Covermment perscnnel or their dependents,
or fram entering the U.S. unlawfully?

FAA 1973 29, If (a) military base ig 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 bage?

3
I3

Military Expenditures

19,

FAA 620 (s). What percentage of country
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 is to
be coordinated with the Bureau for Program
and Policy Coordination, Regional Coordin-
ators and Military Assistance Staff (PPC/RC),

15.
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The Philippines is not in
default with respect to its
dues, assessments or other
obligations to the U.3.

No.

Yes., (Presidential Determina-
tion No. Th-1k dated
1/20/7k4).

Annual defense budgets average
less than 15% of the uational
budget. Anproxirately one-
third of this amount is for
maintenance of peace and order.
Philippine forecign exchange
resources used to acquire
military equipment are negli-
gible. Ve know of no diversion
of' either development aspirn-
tance or of PL L80 sales to
military expenditures. We ure
not aware of any diversion of
FPhilippine resources fér unne-
cessary military expenditures.



Conditions of the Loan

General Soundness

20, FAA 201 {(d)Information and conclusion 20.
on’ reasonableness and legality under
laws of country and the United States)
of lending and relending terms of the loan,

2l. FAA s 201 (b) (2); s 201 (e) . 21
Information and conclusion on activ-
ity's economic and technical soundness.
If loan is not made pursuant to a multi-
lateral plan, and the amount of loan
exceeds $100,00, has country submitted
to A.I.D. an application for such fundgew—
together with assurances to indicate that
funds will be used in an economically and
technically sound manner?

—

22, FAA s 201 (b) (2). Information and con- 02,

clusion on capacity of the country to repay
the loan, including reascnableness of repay-
rment prospects.

23. FAA s 201 (b) (1). Information and con- 23,
clusion on availability of financing from
other free-world sources, inciueang pri-
vate sources within the United States.

-

24. DA s 611 (a) (1). Prior to signing of lcan 2k.

will there be (3) 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?
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The rate of' interest is con-
sidered reasonable and repayment
of the loan with interest is
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 apnlicable legal
rate of interest in the
Philippines.

All project development is
covercd by feasibility studies
assuring viability. An
application has been submitted
to ATD. See ANNEX

: ‘paper o
Section 1E and Annex 9 of thig /

a satisfactory future capacity on
the part of the Philippines to
repay this loan. The GOP is the
borrower and the prospects for

loan repayment are good.

Financing is not considered to be
available from other sources on
terms compsreble to this proposed
loan.

Yes.
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25. FAA s 611 (a) (2) . If further legislative 25. All legislative authorities
action is required within recipient country, exist.

what is basis for reasonable expectation
that such acticn will be canpleted in time
to permit orderly accamplishment of purpose
of loan?

26. FAA s 611 (e).If loan is for Capital Assist- 26, Yes.
ance, and all U.S. assistance to project
now exceeds $1 million, has Mission Director
certified the country's capability effectively
to maintain and utilize the project?

See ANNEX 13 .,

Ioan's Relationship to Achievement of Country

and Regiornal Goals

27. FAA s 207; s 113

Extent to which assistance reflects
appropriate emphesis on; (a) encourag-
ing development of democratic, econom~
ic, political, and social institutions;
(b) seli-help in meeting the country's
food needs; {(c) imprcving 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-
elogment, including industry; free labor
unions, cooperatives, and Voluntary Agen-
cies; transportation and communication;
planning and public administration; wrban
develomment, and modernization of existing
laws; or (f) integrating wamen into the
recipient country's naticnal economy.

27. (a) The cooperatives to be

formed under the project are
non-political organizations
directed by the interested
citizens in the community.

(b) The prciect will permit and
encourage irrigation projects,
thereby helping the Philippines
increase their food prcduction.
(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 oy
the private contracting firm.
(d) The project will facilitate

‘installation of small potable

water systems, food preservatior
and increased food production,
thereby improviag through
improved water and increased
nutrition, the health of the
populace.

(e) Electric cooperatives will
be supported by the loan.
Raliable 2lcectriciLly ul renson=
able rate 1s cusentiusl to most
development activities, This
project will have a4 beneficial
effect on most of the areas of
development mentioned.

(f) See Section of

the paper.



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

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

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

on whether or not the activity to be financed

will ccutribute to the achlevement of self-
sustaining 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 is 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 ex*ent to which
the loan will contribute to the objective
of assuring maximum partiripation in the
task of economic developmeat 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 Parc II section ID page -
7 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 its 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.



35.

36.

37.

¢

FAA s 281 (b). Describe extent to which
program recognizes the particular needs,
desires, and capacities of the people of

the country; utilizes the country's intel-
lectual resources to encourage institutional
developrent; and supports civic education
and training in skills required for effective
participatiaon in governmental and political
processes essential to self-government,

35.

FAA 201 (b) (3). In what ways does the
activity give reasonable pramise of contri-
buting to the development of economic
resources, or to the increase of productive
capacities?

36.

FAA 601 (a). Information and conclusions 37,
whether Toan 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 camerce; and (f)
strengthen free labor unions,

38, F2A

619. If assistance is for newly 36.
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 pepula-
tion but has the lowest
income levels. It will
provide an opportunity
through 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
availability of low cost
power will create more
opportunity for private
initiative, see Section IT;
c¢) the loan is designed to
assist in the establishment
of rural electric cocpera-
tives throughout the
Prilippines; (@) not appli-
cable; (e) providing
clectrical power where none
now exists will improve the
technical. efficiency of
rural industry and agricul-
ture; and (f) not applicable.



Loan's Effect an U.S. and %..I.D. Program

39,

40,

41,

42,

43. FAA

FAA 201 (b) (6). Iriformation and cone
clusion on possible effects of loan on
U.S. economy, with special reference

to areas of substantial labor surplus,

and extent to which U.S. cammodities

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

39.

FAA 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
finence imports from private sources, or

is otherwise being used to finance procure-
ments from private sources.,

EPA 601 (b). Information and conclusion 4.
on how the lcan will encourage U.S. private
trade and investment abroad and how it will
encourage private U.S. participation in
foreign assistance programs (including use

of private trade channels and the services

©of U.S. private enterprise).

FAA 601 (d). If a capital project, are ko,

engineering and professional services of
U.S. firms and their affiliates used to
the maximum extent consistent with the
national interest?

602. Information and conclusion L3,
whether U.S. small business will parti-
cipate equitably in the furnishing of

goods and service financed by the loan.

ANNEX

14
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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 procurcment will be
from Code 941 countries with

a large percentage expected

to be of U.S. source and origih.

The loan will be channeled
through an intermediate credit
institution for use by newly
created private electric
cooperative, Commodities and
services will be from private
sources.

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

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

Small Business Notification
Procedures will be utiligzed.



44.

45.

FAA 620 (h). Will the loan pramte or Ly,
assist the foreign aid projects or acti-
vities of the Commnist-Bloc countries?
FAR €21, If Technical Assistance is 45,

financed by the loan, information and
canclusion 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 conclusicon on whether
they are particularly suitable, are noc
campetitive with private enterprise, and
can be made available without undue
interference with domestic programs.

Ioan's Compliance with Specific Requirements

46.

47.

48.

49.

FAA 110 (a); 208 (e). In what manner L&,
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?

FAA 112, Will loan be used to finance L7,
police training or related program in reci-

pient country?

FAA 114.Will loan be used to pay for per=— 48.

formance of abortions or to motivate or
coerce persons to practice abortions?

FAA 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 lcan sgreement will
contain implementation control
prohibiting such use.

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

The loan agreement will so
provide and the planned ad-
ministrative arrangements will
assure 1t.

No.

No.

Yes.,



w.

51,

52,

53.

54,

55.

56,

FAA 201 (d). Is interest rate of loan =0,
atleastZ%peraxmndm'i.nggraceper- :
iod and at least 3% per annum thereafter?

FAR 201 (f). If this is a jec

_{ project loan .
‘h’h?t provisions have been made for appro-’- &
priate participation by the recipient
country's private enterprise?

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

52.

)"

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

in bulk at prices higher than adjusted

U.S. market price?

FAA 604 (d). If the cooperating country
discriminates against U.S. marine insurance
companies, will lcan agreement require that
marine insurance be placed in the United
States on cammodities financed by the loan?

FAA 604 (e) If offshore procurement of
agricultural commodity or product is to
be financed, is there provision against
such procurement when the damestic price
of such camodity is less than parity?

FAA 604 (f). If loan finances a cammod-
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?

k.

55.

5.

ANNEX 14
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Yes.

The Philippine private sgcctor
will supply commodity and
construction services for the
projects. The end recipients
of the proposed aid are in
themselves private enterprise,

C?m(flodity Procurement will be
lln;mlted to AID Geographic Code
941,

N.A.

Yes.

N.A.

N.A.



57.

58.

59,

60.

6l.

62.

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

57.

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, 1962?

58-

FAA s 611 (c).If contracts for construc— 59.
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 60.
taken to assure that, to the maximum ex-

tent possible; the country is contributing
local currencies to meet the cost of coin-
tractual and other services, and foreign
currencies owned by the United States are
utilized to meet the cost of contractuil.

and other services.

A 61.

to acquire currercy of recipient countxy
from non-U.S. Tr_asury sources when excess
currency of that country is on deposit in
U.S. Treasury?

pp. s 113. Will any of loan funds be used

FAA s 612 (d). Does the United States own ¢gp,
excess foreign currency and, if so, what
arrangements have been made for its release?

ANNEX 12
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U.S5. Government excess
property is being utilized
where practicable in lieu of
_hew items. A separate pro-
curment fund for excess
acquisition will be established
under the loan.

N.A.

Construction contracts will be
financed by thz 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 practicable,
however the Philippines is
not an excess currency
country and foreign currency
is not available to bc
utilized in lieu of dollars.

The Philippines is not an
excess currency country,

No.
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N

‘e

63. FAA s 620 (g).What provision is there  63. No. The loan
v s . y . agreement will limit
agaulstautze of DUb%th ass;LSté'wtgdtor the use of loan proceeds to
oarlg?ens te owners Ior expropria c procurement of eligible
nationalized property? commodities.

64. FAA s 620 (k). If construction of pro- 64, y4
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 funds 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. ﬂ;. s 103. Will any loan funds be 66. x
used to pay pensions, etc., for military °
personnel? .

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

ject, is there provision for A.I.D. finance construction. Terms
. and
appro;al 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 UN assessments?

»

-

69. App. s 108, Compliance with regulations 69, No. Loan funds will be used to

'on employment of U.S. and local personnel. finan ¢
(A.I.D. Regulation 7). ce construction contracts.

0. ﬁm.suo.Willaryof:}omfmdsbe 16, No.
used ions of FAA 8 s 209

to carry out provis

—~
[}
S
-~
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71. App. s 114. Describe how the Cormittee 1.
~ on Appropriaticns of the Senate and
House have bcen or will be notified con-
cerning the activity, program, project,
country, or other operation to be financed
by the Loan.

A description of the project
was included in the FY 1975
Congressional Presentation.
Pg. 130.

72. 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?

73. MA s 901. b; FAA s 640 C. 73. (a) The Loan Agreement will

contain a provision requiring

(a) Campliance with requirement that at compliance with thi 8
least 50 per centum of the gross tonnage me:ut). v 8 require

of coomodities (computed separately for
dry bulk carriers, dry cargo liners, and
tankers) financed with funds made avail-
able under this loan shall be transporied
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 portion of such differ-

ential as may exist between U,S. and

foreign-flag vessel rates?

74. Section 30 and 31 of PL 93-189 (FAA of 1973) Tk. No.
Will any part of the loan be used to finance
directly or indirectly military or paramil-
itary operatians by the U.S. or by foreign
forces in or over Laos, Cambodia, North
Vietnam, South Vietnam, or Thailand?

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

App. s.l1l, Will any part of this loan be
used to aid or assist generally or in the
reconstruction of North Vietnam?



76.

77.

App. s 112, Will any of the funds 76.
appropriated or local currencizs

generated as a result of AID assist-

ance be use for support of police or

prison construction and administration

in South Vietnam or for support of

police training of South Vietnamese?

App. s 604. Will any of the funds TT.
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?

No.

No.
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AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D. €. 20523

. OFFICE OF
THE ADMINISTRATOR

Loan No. 492- -

DRAFT
LOAN AUTHORIZATION

Provided from: Food and Nutrition
(Philippines: Rural Electrification I11)

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

to Part I, Chapter 1, Section 103 and Chapter 2, Title I, the Develop-
ment Loan Fund, to the Government of the Republic of the Philippines
through the Wational 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 enginecering end other professional services required
to continue development of its institutional and managerial capabili-
ties and (b) to permit the Beneficiary to rclend the remainder of said
proceeds to a number of new or existing rurgl electric cooperatives
to finance the 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 Borrower 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 th: loan shali be from the date of first
disbursement at the rate of two percent (29) per annum during the
grace period and at the rate of three percent (3%) per annum thereafter.

2. Currency of Repayment

Provision shell 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,

(a) 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) Mo 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.

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

Daniel Parker

Date



