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PHILIPPINES 
RURAL ELECTRIFICATION PROJECT 

VRESCO 

SUMIAPY SHEET 

1. BORROWER AND SUB BIRROVMR: Borrower i- the Development Bank of' the
 
Philippines: giaranty from the Government of the Philippin'.,s. rh, fi nis
 
will he reloane1 to tiv" Vi!torias Rural El,'ctxici Servi.u (X,o-v, rittive (VrW,[rCO).
 

2. ADMISTRATION OF THE PROJEICT: Local curreny furnds will 1,, provi,led
 
to the cooperativr. by the Elt:ctrificntion Adminlistration Nt tlhr' 'unels
 
will be deposited in an account with DBP who will. hanIle a!_l ii hlir's,!.ents
 
The D 'veloprfnnt Bank off ,he Philippin s will borro:,' the foreiign curremyrequirer for the pro,e,.t and will relend both the lollar and rw'nos to 
the cooxrative The National Power Corporation wi] pr3vade technical
 
supervision for the, de:7ign. ,ronstruction. and :nitial ope.rating phases
 
of the pro.!eet undr i \. ritten ngrgreement rith DIBP.
 

3. AMOUIT OF LOAN: $12,O00,000 

h. TOTAL COST OF PROJECT: The total cort o' the project is $2.1175,O00
 
broken -lawn between dollar and peso costs as foll.-s:
 

Dollar :nount of the loan .$2000,000 
Estimated peso amount of the loan* 

(to be advanced by the Electrification 
A(Iministration) 1)7), (00 

TOTAL $L,, o7o 

5. PURPOSE OF THE LOAN: This is a pilot demonstration pro,e.:<,t to initiate 
a program of ural el-etrifCLrnt-ion in thf, Philippines with th,> following
 
objectives:
 

(a) 	to demonstrate tho econonic feasibility ol' riral. e1o'trIf'ation.
 

(b) 	to demonstrate the benefiln to th, regional econo.ry from the 
introI'wtion of elt.ctrification to rural area3 )F u:;tantial 
population. 

(c) 	to develop public Rector support for a nri t. iP,'il,
proram. in
 
e7u,tHin; :-alo of po,.rer, techni al stan ' anl-ssi 1'nan"'it 

6. DESCRIRP1ON OF PROJECT: The project wIll provide foi inr;tallation 
of generatJng equipment and for subrtantial rxprnsion of the ,lstribution 
sys temr of an XlIn'!,n 'leettr c coop'trative in Vi,,.torias, TI' ;ror Ocif ,ntal. 
Electric pom'er w;.. be provided to an t, d '"(,000 ,on!-onmer I'amlIPs 
(approxiftt;,ly )10,(000 e:rsonr) and t;o firanlhi.ior il two pe dl ,'cOIons 
(towns). The- coopilratlill provi'le I ' non.il ift 1 . t
ye reaonal,. riip 
power service, to nll p rs;onn within the w''rvl,.I , a ,l,.t;irIng ,, In tronri t.,f, 
This is the first. of two prof,:,cts for Vh11 IA1.) 1nl Iit r,''0mm' i,',AID Nir ha,; 
A.I.D. ftnnn-l,'il asn it;Iano,.. 

3.9 	p,:;os to on. dollar
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7. DACKDROUN: in 1965, usAiD financed the costa of a power survey 0of the
Pbilippi. The survey strongl.y emphasized the nleed for a rural electri­
fication program~in the P'hilippines, and severely critized thce operation

of small exist~ngfranhieolers, When Pnnt 
 Marcos met with Presi­dent 	Johnson in 1966, it was agreed that the U.S. would assist in planning
for rural electrification, In March, 1967, a team of consultants from the
National Rural Electric Cooperative Association (NREcA) was sent to the
Philippines utnder a two-year contract withA.I.D. They he workedclosely with the national goverriment, local governm.ents anl private groups

V They selected the Victorias service area for a detailed feasibility study,

wzhich forms5 the hanis for submissi~on of the project
 

The Electrification Administration will provide local culrrency funds-, for-the:-project--and-the--funds willbe- depos ited'-with-theDBP r--ThdeDBP .-..-.. ­will 	borrow th-? dollars for the project from A.I.D. and will provide both
the dollars and the pesos to tho cooperative on the terms made available
by EA and A.I.D., plus a fee of 1 1/2 percent on the dollar loan, The
fee will cover the cost of administration and also compensate for the risk

f'loss in the event of default by the cooperatIve. Thn National Power


Corporation vii, undertake technical supervision of the project under an 
agreement with DBP.
 

8. OTHER SOURCES OF FINANCING: Ex-Im Bank clearance was receivedApril 1, 196, 	 on
Financing from other lending institutions is not available. 

9. MISSION VIEWS: USAID recommends approval or this project 

10. 	 STATUTOT' CRITERIA: All statutory criteria have been flatisfied.(Annex 13) 

11. 	 ISS05: None 

12. 	 IMPACT ON U.S. ECONOMY: All equipment purchased under the A.I.D.
iloan vill be of U.S. nourco and origin Since the loan is the only foreign
exchange flnancing available for this project, the procurement will beadditional to normal U.8. commercial exports to the Philippines 

13. 	 RFlCOIJDATIONS: Authorization of a loan in the amount of f*2.000.000
to t h TD.-vlopment'ank of the Philippines, guaranteel by the Hepublic of
the Phil ippinos, 
 for the, purpose of relending to an electric cooperativeto finanoc the inutallntion of generating equipment the extensiveand
expansion of the distribution system, The loan will be subjl ct to the

following terms and conditions:
 

(a) 	 ,br- loan to be repaid in 25 yearn including a five-yoar grace

pe-riod on repayment of principal.
 

(b) 	 Intercnt on outstanding principal to be charged at the ofratc 


3 1/2% per annum.
 

(a) 	 Repayment of principal and Interest in United Staten dollars. 

(d) 	 The loan in to the Development Bnnk of the Philippines, guaranteed

by tho Government of the Philippines, but the proceeds will be
loaned to the Victorian 	 re-Rural Electric Service Cooperativo (VREBCO),
The Cooperative will boar the rink of maintenance of value, Th . ­
termsa of rnpayment by the cooperative are the name as in the A.I.D,
loan to IDhP plus a fore of 1 1/2% to DEP. 
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(e) Th,. DBP, GOP tnd VRECO wWlll bhe prtzlte to thi loan ageement 

with 	A.I.D. 

(f) 	 Equipm(-nft., ,nn't-rials, and rvi ,e;; ftnnn-e,1 ue r orin rl;ilun ti,,: 

have thir ,:.ou r' and oIi.i [n the !lni .- (I I tntx-s
 

(g) 	 The GOP will covenant to provi le the lonal ,'irx:ney r,'!u iirc',nt. 
for '0omp ;-Ji0n of prolei, on IJ! i n l ill t.11 :%nil r' ,I-;Ie 	 ' 

(h) 	 i'he loan ;ill 1,: subject to other tferin; aI I i ,, e t, 
forth in thr, attached loan pnysIr (1,ve S'.'t.ion 1II . 

Loan Officer: I{B}{eman, FA/SWP 
Phil. Desk: ARLove, EA/SWP 
Counsel: Jdessler, FA/GC 
Engin.v: Jlaws, EA/ENGR 
Financial Adv: Obole wky,EA/CDF 
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I. Place of the Project inthe-Development Program 

The project is related to the.A.ID. objective for the Philippines of' 
vencouraging a process of political and economic growth in whicih an iticrean­
~ ing number of Filipinos participate and benefit, The projevt Ininoud 

to accelerate ecooic development, improve the sandard of living in 
rural areas of the JFdlippines and develop democratic institution". Using

the the project will help the rural populacoechnisofa cooperative, 

-sense of ownership and participation indemocratic processes, inaccordance
 
with Title IXof the FAA.
 

Of the total population, 70% live in rural areas and are largely

deprived of the benefits of economic development. Only 5%of the rural
 
populatim. receive electric service, compared to over 90% of tlie population

inManila, Except for the largest cities, electric power systems are
 
generally small and ill maintained, offering service part time, at )ai~h
rtes, to a small segment of potential consumers. 

This is one of two demonstration projects directed at long;-range
,,modification of the nationwide practice inelectrification. The projects 
are based on typical available conditions in the Philippines. 'Vito projects
will demonstrate the benefit to the area of large-scalo area covorage
electrification at reasonable rates to all desiring service. In addition
 

Sto financing the two demonstration projects, A.I.D. will provide Lechnical
 
assistance tlrough a two-man team from the National Rural Electrification
 
Cooperative Association (NREcA). The success of the program will be
 
determined by the extent to which these pilot projects are emulated by

existing and newly established systems.
 

http:the.A.ID


Wit~h thu apsltenoft or an A.L.D. loan otOf Q0Q0Andt a 10eia1 nur­
renoc' loan of 475,000 dollur equivalont from tho Philippine NIlotrifinui on 
Admibiintration (EA}, electric pvemr service in proponod to be provided1 to 
the Imnicipalitifos at Victoriao, .Wtnapla and Cai 1,n.Neroa Q':ellontal 
Province (Sao Annex 2 ). An existing n1rotrin power coop'irati~vc. (vRFX;CQ), 
which i3 strongly 'supported within tho cormnnityr andi ably ma&ajei, will 
iunaortake a sizeable expansion in area and extent oV 'sprvhi', Ilnl11,Y 
two 21,000 w eenurators will bit Inotalloci, tinknI3n the ooaporfttivo u­
sufficient in generastion, and n distribution system will be ervotod attrvInp, 
customers throughout the three munlipalitiar, oxueept for two pohlaolons___ 

holdrs.Thethid pblaion(manapia)inrrvd(retybth opra 
tive with indlividual conneationo to nonutwergi therrin Tblw .oop,,ratitvr* 

financial .backing within the cormnunity f'rom Vlotoriens M11-1 Ing('ompaw 
the sugnr central or' thfe rfogdon) nnd from tho 1.on'lovnrrplante~rm, nnd 
~3) vflativelY hinh Population ilonnity. Tht: coorat~1vo faacon tbv dif­
ficultios of having to support rel1ativnly stmell anti eontly I-entratin 
facilities and of not serving directly ountomertl In twO of Mohu throv 
poblacions. 

Tho objectives of' the project are: 

1. 	 to aemontrato the success of'large ccali-ar, covrai Iett 
fication for the Philippines, Lhrough an elootrlc powt.r ionperfttlve# 

2. to demontrato the financial viability of large nealrt-avia Poverae 
olectrifloation wthore Investment in gnn ting, f:apafltty IUunt, be 
mnde. to provide a aourco of power; and 

3. to stimulate the fornmatton nnd aotivvtIiea of public ani privato 
.sector institutions which would advanve rural c rfrtton In 

thoe Philippines through ,technical, trinaorial, )rjW7,tA ' ionn1 and 
financial assistance to rural ayutoma. 

A. Historical Background 

In 1965, A.Z.D. financed, at GOP'raquouau power survey of' 
tho Philippines. Tht std a conaucted by aea which I1cfldel epe 

sentatives .of privatc utilitin, public power nytitomis nud rural rotrib 
cooporatives A principal roiwommntatlon of that sttudy wan tho inittEalon 
of a substantial nutional. progam for rural electrification Presi tent 
Maros requenter) auointance from A.I1). in cupport of' rural. eiectrli'ication 
when he met with President Johnson In 1966. In responne to thins reqitest, 

* 	 two consultants from NECA vent to the Philippinom In 1967 undeor n two­
year contract with A.I.D. The team conducted feasibility ltudie~s of' thri 
two projects recomniender) for A.I.D. f'inancing. 

The Poweir Survey eele.ate'I nitOn for whjich It rrroirvon1rj'1 
that feasibility atulios be made, for nirn] tdlon pro,jc,1flVletI Tho 
sorviae area of thin projo(.-f wan oney of' thi, niefnrtl1onnr T1ho flvr-O prnojret 
proposed for A.Z.D. inaotrAl ass intanri ?nuno Wanj 

. 

b O,*ht 
M~RCA 	 team, because thtre won ta largeri iontib1'. nord, nsour":t'. rypew' 

contiguity of sovoral, nmmunI4.1n, adno ohatalew-or dthoer I 
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Thesite inopo~e Pmnopaiis~ln 
 tile~ cosa roa betee 11
 

Then st ocr stan s C haiepliian tecst aclit ia onganV s h setw 

ommity support; tranohiseholders provide ervice to commninties within

the, service area;. and hiah capital coot renerating; (fcilities,will hav to

be installed to provide an adequate source of power, MOWRSCO isa now

cooperative with no compting franchises in ties area, which will tap ant

existing and relatively inexpensive power source and distribitte power to
 
a contiguous ihain of villages and to the surrounding area, The VFLqCO

service area comprisea principally the esates of waltiv sugar cunp

planters with large land holdipgo and the residences of_ their 


_7ote'oprtvewl 
--opoie by 

___ 

the sugar cane planters', association and by the Vietorias Milling. 
--

Companyr. The MORESCO service area consists or small agricultural .land

holders of about 5-hectares average size and of the townu folk of thtt corn.

inunitie along the coastal road.
 

B. The Borrower and Sub-Borrower 

The Developmnent Bank of the Philippines (Dbi), a development

bank wholly owned by the GOP, will be the A.I.D. loan borrower The GOP
j will guarantee repayment of the loan to A.I.D. The proceeds of the loan
will be reloaned by the DBP to the VRESCO Cooperative. the DIP will charge
a fee, of 1 11/20p to cover administrative expenses and to compensate rot, its
assumption or the risk of loss inthe event of default by
The Electrification Administration will deposit the cooperative.,
with DEP the local currency4
funds for the project, and DIP will make all disbursements, .,. 

The VRESCO Cooperative has'operated for about two years.* Its
affairs are managed by a seven-man Board of Directors, serving without
 
pay and elected by the membership Meetings are hold once each month.
 
The present Board members are:
 

Cornelio M4. Consing, President (Planter)

Daniel 0. Outillo, 1st Vice President (Planter)

Vincent* Montinola, 2nd Vice President (?anter)

Claudio R.de Luzuriaga, Director (V.Pres , Victoriau Milling C4
 
Salud Montinola, Director (Planter)

Jose 14. Consing, Director (Manager; Rural Bank).

Joee M. Fermin, Director (Mayor of Victoria.) 
 ., 

Two other members also serve in specific capacititts: 

Edurado Los in, Treasurer
 
Homeo Rl. Ascalon, Secretar
 

The Directors of the Cooperative are, for the most part, the

coin~ity loaders, including the landowners. The Cooperative is able to

call upon a sophisticated core of buuinonamn 'to run the enterprise. This
caliber of leaderahip is)perhaps, the moat imuportant single assurance

for the succeas or this undertaking. Itu tocontempla~ted that when the 
 .

-Cooperative ioexpanded, at least one member of' the Boart] of Directors. willrepresent the workers, with a gradual increase in their representation, 



-- -

Reo Ramon, is alno NMnaer or the marketing and tippil' oooperatIves In 
Vittorias, Mr, Robert S,Az~chee, the electrical anaintser, hen boon 
responsible for tho conctruation and operation of the proeent oystem, Whon
the eyatem in expanded, It will be necemupary for the Cooperative to nub­
stantially inoreaso atafrf Maintenance and operating porponnel will b'o 
hired and trained, and a full-time manager will be appointed 

;KKK; to Upon approval of the loan, a minmberahip drtvu will be urndortaken 
tobriIn an many fu1Zy subooriboi mebers an possible before Initiation­

~of nervice. The mimbrship fee In t5~ 5. 

The Vfl=CO service area is situated in the northwest corner of
i 	 the island of Nearos in the Visayan (central island) region or tWO Philip­

pines. The area in principally pl.ated to sugar, The climate Inrelatively
aaeaaonal, with rainfall disbursed throug3hout the year. 

There are 220,OO0pornonu within the nervice sreu. The largest 
par of tho rural population consiats at sugar nara workern and their 
families, representing the lowest pald economilc jCr'up or'tho area. Aver.­
age income of thin rroup is$1,500/annum ($357) per faily 

There are two other cooperatives operating nuccesstully in theservice area, one marketing the output ciT the sugar plantation andI the 
other a constuner parhotln3 cooperative. Both are mlanaged. by tho currentK 
manaGar of Y!=.CO. 

VRV.'*CO currently has 156 momburn, who am rineml la­
owners and tir t~anagamnt. personnel Or those 53 Installationc are 
prnitalyrn.eva narvice. 7eexpandtid ayntoito nxlx~t#)f I to UftrdlcfInitlully aout 0,00jrsonn wihi therivt. 	 About 0,()0 

Sugar to a lnrge mciay prorluning crop, Thom~ Ic aophrfic'tfd
land u'vnagement and land utilization Agrcultural divervitlinatlon atA."mpts 
are being wae to improve utilization of large landho14iint.a, inatuling
the raising of livestock. Bnsio infrastructure such an roadn, chipping,
and small oupportIng Industries are mIentivnly gool Thnematolso th-) 
prospect of Intograting the power suipplies or the lh nugar M.Ontrala of 
Negros Occidental and inatafling a largo central gonorating station.
Thin was recommwnd'el in a 14965 study prepared by Auwtriecan Factors Assoiates 
tar tho 13uaar Cne Planters' Association of tho Philippinen Itinhoped
that the cooperative effort or Victorian Milling Co. annl the, cooerntivtt
in this project will demontrate thev benefits of inorraaod Ioa't util izat ion 
in the sugar central area and thereby atunolorate intagration or, tboveoystoms. 
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111. Economic Analxsa 

,A. loadandEnergForeasts 


Project~ed load growth han boen baoed upon a dettifllod atuly

by the NREQA team of' conditions which would 81v r1.e~to JoiwuO In
 

Sthe service area and of' actual demand upon other utility .tyidteuw Lit
 
the Philppines. Conaervautive etimates of' initial demand, of rnt
 
of' growth, of' the number of' users$ and of' average annual incroaw in
 
-,emand.-havaeenue.~~-___ __ 

An upward revioion of' the inittilaveralle monthly 'MI utlixld'mo
 
per worker user from 20 'to 25 KJf, which increase ivref'lected. for all
 
operating yourn) Is considered justifited by tht loart coamttou toil
 
supported by the NRECA toam. Thin Is becauze the Ilin4owntfr plitnto~rai


'hve agreed to pay the minimum monthly charge of' tr W.2,7) m,(r th' 
worker users and to pay the fiLnancing contr Cor their hou*owiltg 

Sand because the current installation of' the excens property(Writgura
vwill permit early initiation and developmint of' load dewa.l 

inTo. indicate the order of' magnitude of' power utilizati ladictt 
ithe projectiona) 25 KWH corresponds to the useo of' twu 50~ watt, light.


bulbs six hour., per day plus a radio 14hours per day. A diaouss ion
 
of' the bask4 f'or the average monthly uce projections by clams In in
 
Annex 5.
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:<:.
' <,' ,: .', ;:. NUM ER iOF CONSUMERS~i.
 

.,.Landowner-Planter 6 1 0 
: .. Orverseer : 3 6 - 23 . r,.'55 

Worke 
 Light 635 645.6o 67(
SScurity 50 . 67..12 52 75

#i;. . Commercial 50 52 5)7,70 " 7 ).i i 

School.s & Churches 30 31 32 3 
, "Irrigation 210 2 29 -t6 " 6 

Large Power 3 11 
i)... Other Utilities 3 "3 3 3 " '. i 

AAAAAA-A~. A L 10 

LanAAAA r-Pa ne 163 A90176 2051
 

/;'"¢:""rLandownerPlne 1-:,,.:.i0 190140 1540)' "
190 

-j,::'..." .. . 365 1-09
Overs eer -.. .. ... 32) )a 45 5 !!', ..•: ":::
Irrigf~iation200 20 2Opra)ionYe of . Work~er 0 50 72"0 71'35 75853... "..
.:-; 700..O 71'" 


Commercial 61 64 1767, 7.20 3 ... :
 
";":'Schools Lh I0035 307-II& Churches / 0-curt 3'5 3950 : 
!!;(!-:.,.. :q,: 2 1. 2 00 2 9 2 300 10 ::Irrigation 


. Large Power ,9:2001000 200)I, 40,
8, 200 ,. <
-'hworker 6350e 6475 ntt-- 673ate to7 -' 6600et:-: Other Utilities 30 310 36o 5;:3 , Aot 

i... Security Light "50. 17'5 -2500 5:.. 1-" 


',:-:i;")Landowner-lnr 16300 1760 12:::90.100 ' ' 
"0
 

;:•i"-•Worker 20 20 ,,5 30 35 ,11o,...k
WccurAA IoAA 50 oAy
Co0mmercial Lght vA W 50L IA p"1.25 13...5 145 8o5 2165i 

""choolsS;~i: & Churches 100 ... . A .. .A AAA.4.A-pA130 11 . !AA
 

":'Irrig 2500 ,
}
;[' 
I:: Aon 25O00 2500 L500p3 .. 

i:) Large Power 20000' 21000• 22000 ,5000o 2)5 (00
 
':[[ 'I"'Other Utilities 37000 4100 [ 8006 00!oo0
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SThese projections predict the basic operating characteristics of, tile system
such as the amount of' energy purchased, of energy sol~d to consumer, tilepeak
kw demand, the percent of losses, the load factor, and the revenues.
 

KWHI Sold and Generated
 

Y KWH Generated 

1 6,811,000 

2 3 ooo -' 40 

3 10,061,000 

000 

5 13,767,000 

6 15,980,000 

7 18,194,000 

8 20,516,000 

9 22,969,000 

10 25,859,000 

Losses 


17% 

,
 17 

15% 

15% 


14% 


13% 


12% 


12% 


11% 


ii% 


KWH Sold 


5,676,000 


7,062,000 


8,526,000 


10,140,000 


11,868,000 


13,986,000 


15,960,000 


18,156,000 


20,508,000 


23,088,000 


Annual 
Load
 

Factor KW Demand Revenue
 

38% 2050 840,218
 

4o% 2400 1,020,529
 

42% 2750 1,214,653
 

3100 1, 21,152
 

46% 3450 l64~8 

48% 3800 1,890,460 

50% 4150 2,151,330 

52% 4500 2,1103,20 

54% 4850 2,67h , I 

56% 5250 2,961,5 7
 

The importance of residential demand in assuring adequate revenues for 
the system needs to be emphasized. Figure 1 shows total revenue, by uscer 
type for the 10 years of projected operation. The prominence of worker 
rievenue highlights the importance of the initial membership drive, the 
availability of funds for house wiring, and the stimulation of increase-d 
per family KWH utilization.
 

-
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B. Rates to Consumers
 

Rate schedules will be adopted by the cooperative in accordance 
with the IRECA planning. The proposed rates will result in billings in 
the first year of operation, by class of consumer, as follows: 

Average Cost No. KWH 
Class of Consumer Per KWH Per Mo. 

centavos/centsrI 
" Motly Charge 

Landowner-Planter 11.2c (.0286) 1100 123 (31.38) 

2Overseer 14.3c (.0265) 350 50 (12.70) 

Worker 25c (.0638) 20 5 (1.27) 

Commercial 20.8c (.0531) 125 26 (6.63) 

Schools and Churches 19.0c (.o485) 100 19 (4.85) 

Irrigation 8 c (.0204) ,2500 200 (51.02) 

Large Power 9.9c (.0253) 20,000 1,990 (507.65) 

'Other Utility 9.4c (.0240) 37,000 3,485 (889.03) 

!Security Lighting 24c (0.612) 50 12 (3.06) 

Rates have been kept as 
low as possible and will decline with increased 
consumption. The rate schedule has been designed to accomplish two main 

bjecti~res:. (a) to provide revenue sufficient for direct cash operating 
costs, debt service, depreciation, maintenance and prudent reserves, and 
(b) 
to promote full and expanding use of facilities.
 

Rates have been minimized for two reasons. First, because unless
 
'rates are reduced sufficiently, demand will fall off to the point where
 
overall system economics are adversely affected by the higher per unit
 
power cost; and secondly, because a departure is desired from the current
 
private utility practice to charge very high rates while serving a small
 
demand.
 

A demand charge of 5 KWH demand per month.has been included for
 
some classes of service. The rate schedules appeE.r in Annex 8.
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C. The Wiring Program and the Minimum Monthly Charge
 

As part of' the local currency component of the project, P363,000 will 
be made available to the cooperative for loans to finance the cos-t (i'o1 i w­
wiring. Because many workers niay be unable initially to pay the enltre 
cost of house-wiring (about $12.50), the cooperative will make, tht ]oa-iiw 
to cuotomers during the construction of the expanded System and thereaftVLO, 
and the loan will be repayable over 5 years with interest at 5 or 5-0.) 
percent. 

Since worker families as a class represent by far the largest consumers 
of power, it becomes crucial to assure that the cost of' worker hOiwe.(-wiririgr 
can be met and that the workers will be 'willinfpr able to pa Eand 	 Im'itWli~ 

* 	power bills. The local chapter of the Sugar Canie Planters Assu(ctfnI1 (W* 
the Philippines (which represents the swane group of planters who partclcipatle 
In the marketing cooperative) has agreed to undlertake repayment of tile 
house-wiring loans and to pay the P5 minimum monthly chiarge,( for the ore' 
employed on the haciendas of the Association.s membero. Virtually til 
workers will be incluided. The monthly bill for service to the wol-ker 
family will be zero during the first year, based upon the 20 K,n average 
monthly projections of the report, and Pl ($ .26) based upon t)e 25 KW/monlth 
utilization accepted herein, and will increase in gradual incremeiits t,,
 
U~.36 monthly during the tenth year of operation as average.KWhT itiliza,,tion 
increases. This cost Is comparable with a current cost in excerl o'f 
($1.27) for kerosene for house lighting. A commitment by the Acstciatiom!('? 
is a condition precedent to disbursement of A.I.D. loan fiand-. 

House-wiring will be undertaken simultaneously with con:,triction if' 
the system and no delays are foreseen in providing cutmr cci-viw( ,i:­
soon as power becomes available. Metering will be provided t(. elachus, 
but the meter will be provided by the cooperative and will nubt be 1lciu1dedl 
in the cost of house-wiring.
 



IV. TECHN'ICAL ANALYSIS 

A. Description of the System
 

-'At the present time the cooperative has no generatIng J.'aucIfties 
of its own. It purchases power from the Victorian M1illing Coi., 1'rum 

- the in Victorias and small d rill. toUdplant from a (680 kw) i loni 

in Manapla, on an interruptible basis. For six wee)k; dijrlrigr .-Itchu
 
year the Victorias Milling Plant is shut down f'or clrean Ing and:
 

i.-maintenance-,and--the -coop--ev cela--srdue o .- (-)uYO--w. 

Recently, the cooperative has completcd negc., te, i iz; t.il-~ ugI'1LtJ IXA 
for the transfer of five 300 kw generating units which liave teetii 
declared excess property at 0'Donnel Air Force- NISOIl1,i1i. ipp~l H0,1. TIhI 
units will permit the cooperative to become selt'-auf'lelnt. tiow Ii 
generating capacity, will permit some expansion ol' se\Lt iunJiel. 
and will be of considerable value as peaking and standby eapn.'I ty 
for the system. 

It is proposed to install generating equipment and to extond
 
a feeder line through the three municipalities, with the institl-lntitcu 
of' distrubition lines throughout the service area. Diagramis ot' Lthe 
present system, the proposed initial system expansion, and of' Llhe IWO­
posed system after five years of operation are shown In Annex 2 

The expanded system is to include generating capacity suff'icient 
to serve the demand at all times. Initially, two 2,000 kw Etatl,,nuary 
itnits burning bunker "C"fuel oil have been recommended. A thl rd 
unit is planned for addition during the sixth year of opera­
ti(n of' the expanded system, but that unit has not been includr fo
 
financing under this loan.
 

The generating units of the cooperative will be intercconnectedA 
with the generating capacity of the Victorias Milling Company. 
Victorian Milling has about 7,000 kw installed capar~ity most of' whiekh 
in provided by steam turbines which utilize bagasse) (the waste product 
of'sugar cane refining) as fuel. Thk2 cost ofi generation from those 
units Is extremely small. The VRESCO units will be operated 'as an 
Integral part of the Victorias Millin~g Company generating system. 
The larger turbine units will be base loaded, and generation will be 

pi-g-ramned In accordance with loweSt cost to the integrated system.
Power exchange will be metered and an exchange rate considerably
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below the cooperatives unit cost of' power generation will be negotiated.
 
Recognition of the positive economic impact of' this arrangemnt (whLch
 
will be substantial during the early years of operation, when inarjin 
are lean, declining thereafter) and.of the installation o' the exceen 
property generators has not been made in the financial ranlyttis for 
this project. 

Feeder lines are to be extended throughout the service region. 
-Astandard-7-.6/13. 2-v-3-Phas e--grounded-wye-- system has-been -neIe ted 
in conformity with standards established by the National. Powe ' 
Corporation (NPC) and the Electrification Administration (EA). The, 
basic system will consist Qf 7.6/13.2 kv stepped up rom goneraLtion
 
voltage of 4.16 kv or generated directly at distribiltion vol ige
 
and ,steppingdown to the lowest rural voltage of 220 V. The dosign
 
was recommended on the basis of economy of construction with d ,e 
regard for safety and strength of components and will provide ampte 
capacity in the lines for expansion and system improvements.
 

B. Review of the Feasibility Study 

Distribution System
 

The chapters, System Design and Voltage Caloilationn,
 
Section 5 and Construction Standards and Costs, Section 6 of' thy.
 
feasibility study were reviewed to compare the proposed do.,;ign and
 
construction of' the VRESCO system with similar sy-"fem. i rt th'! Unit 
States and with the Rural Electrification Adm.inist.raL,in il,;;' 
f'or U.S. electric cooperatives. The existing systetm whleh :tr',;: 
53 metered cuistomers has been built in gen,.ral .onl'ormrn,-jric witih. 
U.S. REA design however it incorporates an overhead reutr;il u::In " 
high strength steel which would not be continued +,,the exter on 
of' the proposed system. The design and conf'iguratIon of' t h extoerded 
system will consist of the standard 7.6/13.2 kv grounded wyo whlch 
•as selected first because it is baned on the most comn voltu.ge..
 
used by U.S. cooperatives, and second because It eunl'ot-ms with the
 
voltage levels established by both the National Power Corloration
 
and the Electrit'ication Administration.
 

Generation
 

The Chapter titled Generation, Section 7 of th! feaslbillty
 
study devotes Itself to the requirements of diesel. gneration to meet
 

:I
 
"
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execed lds: oif : :: Th

S,--

:.the .proposedisystem. existingl syse currntly:i

"t"ip h 4i4'h0 h by:,'h (44de44 ' ',,

operatesion excess power ~ipurchased from tevict-orias.MillingiCompan44j4 y, l' 4:P~ ~44~s40nifsowAae,:-44-


sysItem the report irecommends :the installationi oftw ls.
 
each o!f :approximately;2,0oo0 k'w:: ca~i.a :Since 'the:unitsso_:Sp ,
tec-ity.i wool~diho 

onyfr oreo oetereprtl reecommends- slw ped st~L:'loriury :.....,
 
te units... -This is i~nkeepig wihtegieies establisedb
 

"theFederal onstruction-Cucl ofthe.Nationl Aueyo Sc lec6
 

for Continuously !OperatedDiee Engnes These guidelines compal,.
 
advantages and disadvantages ofslwspeed stationary urdl ts wit,h: hdih
 
:speed portable equipment .for conLinuous operating base lod cundt!,luom...:
 

by nature slower-burning. reiul WhCI rof: acceptable ftiels,: incitding thu less exeie I 

i i: :2iess weur,, hencei} ii~i "2. L lung periods of unlnterriipt e so-rvle . ..• 

:iibetween overhauls: . ..
 

~~~~3. Longer useful liroe and Ureator ruil ,,b~lY,.::.?:i.
 

:.::::5. Lower fuel consumption per KWH.
 

i ... i .For.enginos or'hlgh rpm, L(900 rpm) Lhe advarit,,ajpu:tar: 

i/:.:: 2:.: Shorter "down" time foi., major: o-Verhus and ouLIa-I . :Q
 
for minor repairs..
 

initial cost..
SLower .. 

-:.:.
i~~i:::.:::4,. Greater ease of transport.:
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engnesistheir size and weight, which require larger Voundlitdini 
and other facilities that Impose higher Inital1 costs. TheL,~tiud 
disadvantages of high speed engines are increas~d malntoiianeeof i 
shorter engine life and the inability to, hurn othor than t-h molre 
expensive distillated fuel.
 

Army Engineer Research and Devcetopmoi.nbt-t-orlo'l-ton 
__________data furnished,_by diesel engine _manufacturer:31coi p[u!, i te~ma 

7 between rpm of' contintiously-operated diosel onugioo 'ndu.relationship 

depreciation rate. These data indicate tOhe unel'iit1. 1W that 1 
engine Is strongly influenced by rotatie opeods; in olhi, r id"'. 
the higher the rotative speed, shortei l'eu.1 I 1I TIthe th.! 'Ik! 
experience of the Rural Electrification Administration Coopoint1vo: 
is in general accord with these findings.
 

The proposed electric cooperative system as outlinod In 
Sections 5, 6, and 7 of the report will incorporate standard.,, and 
practices based on the latest state of the art established In Lhe 
United States will be in accordance with the U.S. Rural Electi'.V'lca­
tion Administration specifications. 

C. Planning and Costs
 

$....S" $. .. . . . . . ,S' ; . . . . . . . . . . . . . ' . . . " . . . . . •. . . . . . . . .- " " .. . . :The plans and cost estimates in the NRECA study htav(! lei1 reviewod 
and comments have been received from the U.S. Rural Etc~hia~~ 
Administration (RlEA). See Annex 9. Substantive technicaL und tFiancial 
plans are' complete and the estimated costs of' the pocc r 
reasonably firm. A detailed breakdown of' the costs i on in 
Annex 3. 

D. Implementation of the Project
 

The project will be' undertaken In two phatse,. When thr Init1al
conditions precedent have been met, the cooperative wIll. indortaJle 
selection in accordance with A.I.D. Capital Projecto Guid-Lines, 
o1' an appropriat-e engineer for the detailed deosin of' the,(sytLl.
The engineer will either be a U.S. firm, or a U.S. firm or indlv1iual 
consultant uindertaking the design jointly with a Philippinle F'irm. 
Costs for the U.S. firm or individual will be financed under the 
AM.D. loan. The engineer will. prepare spctfAications ('or proocurement 
of'plant and equipment. Procurement under the loan wtll hle lin 

.. Capital Projectaccordance , with A.I.D. .: Gutdelri.I I n 

i : 
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When the detailed design has been completed and the conditions 
precedent to the second phase have been met, procurement of plant-, 
and equipment and system YHI Theconstruction 1.e iniLiated. 
cooperative wil1 then select a firm, in the manner' desevrib d :Ov,, 
to construct the system aid Lu undeltae prcurement oV pL ant and 
equipment. 

Technical and management assistance will be 1)1,Jvidpd throu/rJ Qit 
on an advisory basis, by the NRECA team under vont raet to USAID. 

Conditions and covenants of the loan a:wremnnn "among A.I.D., the 
GOP and the cooperative are discussed in Section VII. A timptab&l 
for completion of the project appears in Annex (. 
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V. Financial Analysis
 

A. Project Costs Summary
 

Peso Cost Totatl in 
U.S. $ Cost In U.S. $ U.S. $ 

Generating Equipment 921,000 53,000 974,000
 
Outside Plant 807,000 176,000 983,000
 
General Plant 43,000 12,000 .,0055. 

House Wiring Fund - 92,000 92,000
 
Engineering 50,000 65,000 115,000
 
Working Capital - 00034,000
34o 


SUB-TOTAL i,821,,,000 132,000 ,.0,°'1-
000
 
(10%) Margin for
 

Contingencies* 182,000 43 000 P25,000
 
TOTAL 2,003,000 475,000 2,1478,000
 

Amount of A.I.D. Loan 2,000,000
 
Electrification Administration (peso loan) )175,000 (See Annex 16)
 

The proposed A.I.D. and EA loans will be sufficient to finance both
 
(a) the construction of the facilities to begin service operation; and (b)
 
additions to the system during the second and third year., of operation. The
 
latter has been included to assure financing so that the cooperative will
 
progress as scheduled during the early years until it can dev-'op a 
demonstrable load demand and become capable of obtaining financing through 
favorable channels. 

Interest on the A.I.D. loan is 5% to the cooperative and includes
 
-
a fee of 1 1/2% to the DBP. Interest on the EA loan i.,at .
 

B. Financial Projections
 

Prof' ,rm:. balance shects, profit and loss stat.e-rt. andl cash flow 
.
projections for the first ten years of operations by tlh- :opt anA
 

the financial statements of the existing cooperativ! ar- -,hewn in Atu,'x 1.
 

The proj-ct ions are based on the cost determinations" ain niia],'-s
 
contained in the NI'ECA Feasibility Study, with assimptioir and def'ini t.oils
 
as follows:
 

*Ts is in addition to a 10o contingency already included in tiie cost
 
items above, except for engineering.
 

*-The cooperative will repay the DBP ia level payments of principal and 
interest at 5% interest. The DB3P will repay to A.I.D. the principal awrounts 
scheduled to be paid by the cooperative, plus accrued inter,;t at ' 1/2.I. 
This yields slightly less principal repayint, in 'arly y,ar'; than would 
level repayment of principal interest 3 (81eaad at (/. Arn,.x 11) 
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19Long-terrm financing is. assumed to be available for system additions
 
J~in the following'amounts;-, J972,j2,6024,951; 1974, P2,6520i4li; 1976,P47iOO0,


and 1978, P471,600.' The availa1>llity of these funds isdiscussed below
 
~.(Subsection E).
 

2. Operating revenues - The calculations are based on the rates and 
consumption projections shownin Annexes 8 and 4. The operating revenues
 

<are, conservatively estimated, being bae nminimal.expectations of' kilowatt

<hou usage by the different types of power consumers.
 

on.~ Non-operating revenues are taken to be 7%on cash reserves based
 
othe-reserve balance at the end of' the previous operating year. This
 

understates non-operating income to the extent thab. cash reserves generated

~i~ti~ea e6.i~iiterest during the year and'toth xetta okn
 

capital funds may draw interest indemand deposit accounts.: No consideration
 
has been given to revenue to the cooperative earned from the wiring loans
 
to subscribers. The cooperative will borrow for the wiring program at 3%;

subscribers will pay 5 or 51% to the cooperative on the outstanding balance
 
of' the wiring loans.
 

4. Operating expenses
 

-The
a. Cost of'power cost of' power has been computed based
 
upon all power being generated by the units newly to be installed by the
 
cooperative. No credit has been given to cost savings resulting from an
 
interchange arrangement with Victorias Milling Company and operation of' the
 

~generators on the basis of' lowest, cost to the integrated system. The cost
 
of' power consists of' depreciation on generating plant, operation and main­

'tenance expenses 'for generating plant, plus fuel and oil costs, plus interest
 
on borrowings for generating equipment.


b. Operating, maintenance and general administrative hre are
 
computed at 3%of gross plant investment exclusive of' generating facilities.
 
This percentage was based on a recent surve fcssi the Philippine

electric industry. vfcssi
 

c. Depreciation - Rates were computed for all categories of' in­
vestment. A weighted averge rate of' 2.9% was proposed for distribution and
 

Stransmission facilities and 8.4% for general plant. The composite rate on
 
total plant was calculated at 3.2%. A rate of' 5%isused for generating

equipment. These rates are consistent with U.S. practice but markedly

lower than rates used by operating utilities *inthe Philippines. The rates
 
are believed to be real.istic for conditions existing inthe Philippines$ and
 
the departure from current practice inthe Philippines isconsidered to
 
reflect sound utility accounting.
 

d. Taxes - NRECA has included taxes at one half of one percent of.
 
the gross plant investment based on the provisions of the Philippine Non-

Agricultural Cooperative Act. Cooperatives having net assets (not worth)

less than 5OOOOO are exempt from sales, income, and other taxes,
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We cannot be certain that the cooperative will not lose its tax
 
relief status when net worth exceeds Y500,000 in year 7. As a condition
 
precedent to disbursement the COP will furnish evidence satisfactory to
 
A.I.D. of duty free status for all commodities to be imported under the
 
loan. This is expected to take the form of a submittal from the
 
Cooperatives Administrative Office that the cooperatives are exempt from
 
taxes including duty on imports and an acceptance from Philippine Customs
 
officials or other official authorized to take such action on behalf of
 
the GOP, that the items will be cleared through customs without assess­
ment of duties. The effect of taxes other than duty on imports will not
 
be significant. An undertaking from the GOP to seek legislative amendment
 
to R.A. 2023 to remove the $500,000 restriction will also be requested in
 
the loan negotiations.
 

e. Interest on loans - The effective rates of interest to the
 
cooperative will be 3% for local currency funds and 5% for thie dol]ar portion,
the latter representing 3-/ interest to A.I.D., plus a fee of 111 to DBP to
 
reimburse administrative costs and to compensate for the risk of loss in
 
the event of default by the cooperative. The higher interest charges 
are
 
reflected in the financial projections in Annex 1. For future borrowings
 
by the cooperative to finance system additions, an interest rate of 51y

ad maturity in 23 years, including a three year grae period on pa.Tment of
 
principal, has been considered probable. Interest at 7% and maturity in
 
23 years, including three years grace on principal payments, has Leeri 
 con­
sidered to represent the least favorable terms which the cooperativ may

reasonably expect. The financial analysis has a rate of
used f/'or
 
additions. See discussion Section V.E, infra.
 

f. Principal repayments - Amortization of the A.I.D. and Elec­
trification Adninisttration loans over 25 years begins in year 4 of operation

reflecting a period years from the date
grace of five of first disbursement. 
Repayment by the cooperative to DBP is in level payments of principal and 
interest. This will result in non-level payments to A.I.D. composed of' the 
principal wnoiuit scheduled to be repaid by the cooperative to IMP plus
accrued interest at 32// (See Annex ii). The effect of this approach is 
to reduce slightly the principal payments to A.I.D. in early years over
 
those which would result from level payments of principal and interest.
 

C. Balance Sheet and Funds Flow Preparation 

1. Reasons for reconputation 

Certain events occurring since preparation of the study have 
necessitated recomputation of the reverine-cos t projections: 

a. Fv,' 300 kw exce,;s property generators have boen purchased 
by the cooperative.
 

b. Th, local chapter of' th, Sugar Cane P.1ant,er.s, A,-.-oclator has 
agreed 	 to pay the i inancing charges for house wiring an) th, m.nirNuii mo fthly

for workers haienda,;use charfge th, on the a of' [ts members. 
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a, The Victorias Milling Company has indicated that it will pur­chase! an additional turbine generators and therefore, will have excess powerto mak~e available to the cooperative in the future*
 
d.,..dIt, was discovered that the coot of generating equipment pur­*chased from U.S. suppliers ininternational comipotitive bidding tosinii -

Ocatiy ,ower than when theli' dding to resticted to U.S. aiourco andI origin.

The~ average cost/kwh $istalled4 capacity has 4boon taken to incroaso Arom
 
$150 to $2150 and the size of'4ti unlitu has. boon incrased from 1,'j50kw to
2,000 1w$, the latter because it corresponds to a standard U.S, equipment4 

44size., 4'4~4< I 4'"'7 '' 

E fdotiveFit6iifti@-t weaV. - 664 ill b -f$or the dollar'loan and 3%for the peso, loan, 'A3%rate for all financing was assumed in
the feasibility study. 

As4'4
explained in Section 111, we have concluded and the conclusion is
 
supported4 by the NRCA team$ that the average monthly kwh utilization for

worker users in the first year should be elevated from 20 to 25 kWh with 
projections 'for future years being elevated accordingly. 

The revenue-cost projections have been recomputed using 20 kwh/month
initial average worker utilizations aMi the cash gain from utilizing
25kwh/mccth initial use has also been computed@Teefgrsapr

in Annex 1. heefgrsapr
* * 

2. Basis for recomputation 
4 

7 bass: 1evenueoont projections have been recomputed on the following 
basis
 

as All demand and revenue projections have been kept consistent

with the study, all additions to plant other than generating equipment

remain unchanged. 

b. The excess property generators have been added at a cost of
'43)40,0J for transportation and erection. This was financed half by ,nEAI loan, the remainder by the Victorias Milling Company. The loans have Dean*assured to be at 3%interest, 25 year repayment., 5y,-- grace period. 

co Two 2,000 kw diesel generators with a coat or $215/kw

installed capacity are to be installed Initiall1y. A third 2,000 kw
unit to be procured by international comipetitive bidding at an estimated
cost of $125 kw instal1led capacity ts scheduled for inctal Catton in 
year 6.
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d. Interest is at 5% on the dollar loan, 3% on the EA loan, 
25 year repayment, 5 year grace period; and 7% for additions after year 3, 
23 year repayment and 3 year grace period. 

e. interest during construction of about 150,000 has been in­

cluded, and the principal repayments have been moved up from year 6 to
 
year 4 to reflec! 5 year grace period from date of initial disbursement.
 

3. Additional beneficial factors
 

No account has been given in this analysis to the following
 
factors, which will improve the financial position of the cooperative, be­
cause there is no clear basis for estimating the magnitude of the financial
 
benefit:
 

a. The agreement for exchange of power between Victorias
 
Milling Company and the cooperative will permit sale of interruptible 
power to the cooperative at a favorable rate bac *d upon the very low fuel 
costs of the Mill and aill also elevate the load factor of' the cooperative. 
This will reduce the cost of power to the extent of fuel cost savings on 
energy purchased.
 

o. The purchase of excess property generators will permit early 
load development and early implementation of the project; will facilitate 
maintenance and provide a reserve for emergencies; will provide a source of 
peaking power and delay the necessity for installation of additional 
generating units. The capacity of these unit., has been taken into account 
in determining timing for installation of the third 2,000 kw unit in 
year 6.
 



7 4. Effect of current financial position of the cooperative
 

In the preparation of the financial statements, the projections for

future years of operation have been integrated with the current (1967) financial
~> statements of the cooperative. The financial projections, beginning at the 
end of operating year 1 (l969-70), reflect the status of the cooperative at

the end of 1967 with the additions planned for the future superimposed thereon.
 

The most notable aspects of the current financial statements are
 a small operating deficit of W42,348 ($10,700), net plant of V8391,931

($227,533), and cash contributions of members of_183O~(27,l)h~ 

--fiiiiiiil: -s-teet eart in Annex 1.* 

Amortization of the existing debt has been shown in accordance
 
with the principal repayments of existing debt used in the feasibility

study.
 

D. Financial Feasibility
 

The cash flow statement reflects generation of' sufficient cash
 to construct the project, operate and maintain the facilities and service
 
all debt. Cash reserves are positive in all operating years, except that

interest during construction of about 11150,000 must be funded out of working

capital. This has been reflected as a reduction of cash margins in the first

operating year to a net cash loss of Y1112,511.
"
'' -
f C>' " ' " ! " • " V " Cash reserves: will accumulate,

CC. : 
i v .'? : ; ; ' : ! "' " ! i ? G ": :7 : , '
 .¢ iii .;! .:iu : : i J " '
but reservesi : arei? lowi i in early:.i3! % years,ii: growing! very' : rapidly: , during' :; later years.
 '", , !! ,!! : : i;, .: - .
 

Because of the very high portion of operating expense attributable
 
to capita, 
cost of the system (about 56%), the time lag before positive net
income appears in the financial statements is considerably longer than
 
that for the M01RESCO project.
 

Using the 20 kwh/month average worker utilization, positive net
income does not occur until after the third year of operation and positive

earned surplus and net worth after the fifth year of operation. Applying

the more probable 25 kwh/month average worker utilization, positive net

income occurs after two years of operation and positive earned surplus

and net worth after four years of operation. 
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Thus, based upon conservative projections, the Cooperative can
 
meet all its obligations but will require several years before demand grows 
sufficiently for profitable operations. The alternative of elevating rates
 
to improve cash margins in early years has been rejected for two reasons: 
(1) higher rates will reduce demand, and in the long run, delay realization 
of a sound financial position for the cooperative; and (2) there is no 
demonstrable basis for concluding that higher rates will produce higher
 
revenues throughout the critical period. Because high capital cost
 
generating facilities have been required, it is critical that load be
 
developed as rapidly as possible. It may reasonably be argued that a
 
shorter period of deficit might be contrary to sound utility planning.
 

The basic question is, given the several year period of operating
 
losses, but with cash reserves growing, what is the probability of success
 
of the cooperative? It has been concluded by the NRECA team, and the con­
clusions are supported by USAID ,.nd the loan committee, that the projections
 
of the study are conservative an; that substantial beneficial factors,
 
particularly good management, strong financial backing and certain cost 
savings, will improve the economic position of the cooperative. More 
importantly, this period of opcrating. deficit is not unusual for U.S. 'o­
operatives and the record of success of these ventures has been remarkable.
 
(See Annex 15)
 

Accepting the long term payout, the financial statements indicate
 
that the cooperative will generate sufficient revenue to meet all current 
obligations, including the A.I.D. loan, and to develop cash reserves as may
be prudent to assure against such contingencies as (a) overruns an] delays 
in construction; (b) losses and uncollectible accounts; (c) non-realization
 
of projected demand, load factor, or total. sale-; and (d) currency devalua­
tion. 

Overnns and delays in construction would increase debt service. 
Adenuate funIr will be provide" ' .o mn,,ort an overrun of 10%above the I07 
contingency inc.lu led in the study. A 10% overrun would increase debt service 
by 10%, and oprating expense by about h',4 during the first 4i operating 
years. This result would/c iinge significantly the period in which the co­
operative will show an operating deficit. 

Losses due to theft and uncollectible accounts are expected to be
 
small. This is based upon current expe-ience of operating utilities in the 
Philippines, where theft losses have been indicated to be negligible, and 
uncollectible accounts on the order of l/4%. 

Failure to realize load demand projections will rediuce revenue and 
decrease operating margins, but there i reasonable assurance', that (lemand
will not decrease significantly below projections, barsed upon comparison 
with experience of other utility coompantes in the Philippinr-f_. (:;e Annex 5.)
Certainly, revenues are not (.xpecled to d(.eline below those;(! pro" 'cted for 
the 20 kwh average monthly worker ui, lltzmtilon and this f.,ii v,, 
adequate cash reserves.
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The cooperative bears the risk of loss in the event of currency de­
valuation. Devaluation would increase debt service expense proportionately
 
on the fo.eign currency portion of the borrowings. At present, no devalua­
tions are foreseeable. However, the sizeable dollar portion of loan financing
 
in this project and the low cash rer.erves during early years make this an
 
important consideration.
 

This problem has been suitably resolved in several instances in
 
Latin America, either by having the government institution bear the risk of
 
loss in event of devaluation and relend with a significant spread to the
 
cooperative, or by passing the risk of loss on to the cooperative, but per­
mitting the government to elect in the event of devaluation to accept repay­
ment in local currency at the original exchange rate and repay the A.I.D.
 
loan on extended terms. The latter approach would require modification of
 
the country terms, and the former approach is considered impractical because
 
proposed interest rates are already significantly higber than for other
 
A.I.D. financed rural electrification projects.* 

Fortunately the Philippines ha. a history of relatively good price 
and currency stability. There is little likelihood )f a devaluation of
 
the peso because of the sound domestic sector and the -rowth potential for
 
exports, particularly, for a number of agriculturalminin;g and forestry 
products as well as manufactured items under strong Goverument encourage­
ment. An additional favorable factor is the current breakthrough in rice
 
productivity, which is expected to lead to self-sufficiency this year or
 
next. (See Annex 12).
 

If a devaluation were to occur during the first few operating
 
years, some relief from debt service would be required. By the end of the 
6th year of opration, however, the cooperative will have attained a sound 
fihancial position and will have cash reserves of 10% of outstanJinF, debt. 
Because P devaluation is not anticipated in the foreseeable future and 
because of the relative price stability in the Philippines, and the pro­
jected increasingly favorable financial position of the coope.rative aftLer 
the first It years of operation, it is concluded that the pro, 'rct warrants 
support.
 

4-Interest rates to the Government Borrower in the Latin American PFural 
ElectrifI.,ation Projects range from 3/4 (' a 10 year grace lvriol. an!during 
2- rlurirg a thirty year repayment period thereafter, to 2 125 "or both 
grace and repayment period, a 5 year grace perled, repayment in I0 yenrs
thereafter. Terms3 to the cooperative do not exceed 2T durint a ,race 
period of generally 5 years, and range from 21 to 6% d]uring a repayment 
period of 25 to 30 years. The risk of maintenance of currency value 
generally falls with the Government. In some Instances the Government may 
elect repayment in local currency, and repay to A.T.D. on softer ternms; 
10 year grace period at 3/4,11, 30 year repayment at 2,. In only one instance 
is no relief provided to the cooperative from r1sk of loss from devaluatlon. 
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Availability of long term capital for future additions 
after the third year of operation is a concern in this paper. 
Considerable attention has been directed to the institutional
 
role of the GOP and to the public sector financial support,

in the form of long-term reascrable-cost loans, which is 
anticipated for a national prorram for rural electrification. 
That significant additional long term capital will be made 
available by the GOP to support rural electrification is the 
principal factor upon which A.T.D. is relying in supporting 
loans for the two projects. Also to be noted is tLe potential. 
for raising additional capital within the benefiing, 
comunitiej.
 

Nevertheless, we have considered the effect I, itnavail.­
ability of additional loan funids upon the abl iity W" ,te 
cooperative to repay its debt obligations. rsinF the Funds 
provided in the initial loan, tfh cooperative will be able to 
make all expansions programned througlr L,e enn of operafJ1 1 
year 3 with no new sources. After yoar 1, w lave assumed 
no new loan funds, but that the cooperative will expar the 
distribution system as progrunsed usiln c'usn' res,rv,,s; ti, 
the liimit of firm genoratiriC capacity :in reached. ,yslm 
improvements and non-essential addi tions will not. W mn,,II, 
but the basic operating standards will be rtained . ihe 
cooperative will not uudertake Further expansion uiess cashI 
maru ,:;, provide sufficient internal cash gereratim. ;iV. 
coop ratLive might seek elevation of rates to increase iernal 
casn yeneration. This wau.u ri;:,n " about tLh, end 'of )-, j. 

Based upon threse criteri a, profit and loss and sa: flow 
statements have been prepared for operating years A through 7 
(a-'ter which operations would be forced to stabili'e, unless 
internal cash generation would support future expaniron). 
These appear in Annex 1. The results indicate positive net 
income and positive cash margins for all years, with an 
adequate revenue base for continued opwraion at the level 
attained in either year 6 or year Y, including payment of 
debt service obligations on a current basis. 
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Based upon the foregoing, it is concluded that the cooperative can
 

meet all obligations on a current basis under foreseeable circumstances.
 

E. Availability of Long-Term Financing for System Additions
 

As the financing plan for this project indicates, the Electrifica­
tion Administration has authority to finance electrification projects on 
terms of 3Q, 25 years. It is expected that, if this project is success­
fully :arried Dut, demonstrating the feasibility of large scale area coverage 
electrification for the advancement of rural electrification in the Philippines, 
the GOP will desire to carry out similar projects, similarly financed. For 
this reason, USAID is of the opinion that the Congress may be receptive to 
appropriate additional resources for the BA revolving fund, presumably to 
be made available by EA on the same 3 , 25 year terms. It is believed 

probable 	that capital from other sources would be available at a composite
 
cost of 57, 3 year grace, repayment thereafter over 20 yenrs, or better. 

As a limiting case, additions to the cooperative's system might 
be alternatively financed, in the opinion of U{7AID and the NRECA team, 
through (a) issuance of progress bonds by municipalities and (b) estaL.ish­
ment of a foundation with investment by local businessmen in conjunction 
with an arrangement for tax relief. It is believed that such capital would 
be available at 7%, with a comparable period of repayment. The financial 
rrojections have been based upon 7% interest for system additions after
 
)otratin- v -ar 3. (S!ee Annex ].) 

F. (()P 1,,: 1 ,nt Capacity 

As shown in Annex '(,the financial condition of the Development 
Bank of the Philippines indicates ability to carry out its responsibilities 
,'LLorrower of, thi:l loan. 

1 ' i:.pin external debt service is currently estimatt d at 
about 1,% of -' , earninns, the country's ability to service this loar. 

Arnn tn-i r v i Ps aIvbrf'u,,vajn d iscu-s ion of t!he economicxI 	 r i ( 
* 	 tuoti ., n tI Pe1 i i i (n-s. B11,a.:d ,t and surrent eveis (-)f' 

,.'.r- j'o,e,-ct:i Y i-] nof: (n trauditi onal qrricultur ,l ( xports-;, 

&r exchiante ftairr I7: and uln1(er'rai nt it,; : u e'1'oundin the- renelut i at ion of 
tie: Laure!-Lan y.va~re.,eme.nt., interedi ate lean termsi as approved by the 

. .'. i st rator c ontinue to ap t arAu 	 .1usti f'id. 

http:a~re.,eme.nt
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VI - Institutional Development 

A. Support for Rural Electrification
 

The ultimate objective of these pilot demonstration projects
 

is that if successful they will be emulated and a nationwide pronram 

for rural electrification will be initiated. This will depend upon 

both private and public sector support. 

The private sector support is clearly forthcoming. Comnunities 

have shown twm:;.lvws to be anxious to invest substantial manpower and 

financial resources in support of reasonable cost electrification. 

Public sector support is less clearly identified. The Philippine 

Government has indicated a strong interest. wbich USAID cnnsilers to be 

sincere, in support of this program. The President f'the Philippines 
personally supports these projects and has indicated his intention to 
commit increas le;g Lam legr resources for a national rural lect rif'ication 
program.
 

Senator Pelaes of Mindanao, who is a strong supporter of n national 

program and one of the most influentiat members of' the Philippine Con­
gress, has stated that ho intends to introduce legi sla;tion to modify the 
existing goveramntal structure to permit more meaningful support for 

rural electri'Pcation and has asked the .RECA terun to assist in prepara. 
tion of the ],gisIsl tion. Also, a bill currently pending before the 

Congress wouli increase the revolving fu-d of' the Electri fiet ti On 

Adminis tration from PO to P) million pe sos. TIhese fund s, if" provided, 
would be avn ilnb] e pr'i n1 l ] 'o rural e lec tri I'i cation projects (Annex 17 

B. TO ho, o[ Coopirstiv(; in Rural lect rif' (at, icon 

:rating PVU cocprativeO ae riiloopty a rural eletrip, is to 

provide service to all within the ser'iice area based upon ::t;rndar', rate 

schedules which hav' been kept as low Na economiealy Fetasible) in order 

to promote systesn"xpanninn. 'The cooperntdw Lie,s the' ,to 'mh,.ri or the 

community to it:: operations through tthuei r member:hi p and ti r pnrtici­
pation in tth, :selection of directors. 

In tih' Philipi n's, the cooperative a] so r'prnpskl;: the b'Ieinnin of 

a movement. 'i0: .oarunit,' support N'u, the backirn W li sol it nut ional 

p0T if.i cin''e' Ov" el !or !reJ,,,a flvernrieVin' 1''t inianna( ndl 
Pedro Roa, I' mi. Otriental , hecome tn ip:,ptw t l']T 

''i 

bot 7i can i L i c'ic 

upon thi' f;01) to ino.pa: its portipiptotin in rurlt PI''t~rio ion. As 

the numibf,r orf'':,t no 's ioe'rirts's i, )o coopera­i : :ti 

tives ansn be)''', iih.'ip' I w(4 .Ni 1i usas by 1i n nviw nn.1LW r mi Vt 

techni Ical, oiarui :atonal, tNOIpohaps;I rcIal i p pact., t,:) cowsyi m 



T movemen .. . .. . .......... s ....
e cooperati.ve in. .. 

iFiF t fa I F'I FFi; F 

s unitsF. There i1sparticular need to realize these1generati 

tin fromimos taes: including; income; and ,property ?:taxes ;;and :tax upon ; ... , 
importation ofeqipmnt solongas net assets remain iless than P500o00,.-i,,,; 

i si-.be li eed--t-tlhi s _,rquifrementc an be comied with for ::these tw 

pro'jects i;. iA~s a condition preedentt nt ial disbursement, an ;opinion : 
o6f the. :Secretary o;f Justice iinterpreting ,this •provision will be" required , .,, 
and 'aplan for achieving compliance with the' statutory criterion for ltax. ' 
exemption will .be,submitted by the cooperative;. i . ! 

FC.' PriiaigAenciesFj and Their Role 

eveopmntBank of the Philippines, will reoen
Theborowe, 

thefudsto the Cooperative and undertake 'general loan supervision .
 

for ,the GOP.* ,In_ implementing. the "loan, DBP. will' rely upon ithe coopera­

tion of NIPC to provide technical supervision o h rjc o h
 
GOP.** This is.considered a positive,step because NPC has competent •
 

personnel :to supervise implementation :of the loan and because INPC has ' 
an interest in developing load demand along its grid.system. 'Exposure
 

?;'to the construction and initial-operating experience of ithe Cooperative 

iii ii;will-educate" ad prhaps induceeNPC in promotion of load development. 

g";!:;" The role of the Electrification Administration .will be limited to
 
the, f"ur"nishing of: local currency funds for the project. -­

!;:. !!i' A description of DBP, NPC and EA is. in Annex. 7. :"; 

'
 or : ii i Justice interpreting this provision:. will be,;,i'-required,;:; !. i~~i the Secretary, of ,;';::-'; ',:;; -. :; ... !.i, 

adanta to the desireofA.ID.and of the DBP, the risk of loss 
tinte event of default by the Coopercatnve will fall pon the DBP, which . 
s te reason a fee of. Th will be charned, ti. ppres with . -. 

;, DBPfs nornat2%guarantee fee In the 1hilippi, legal frwnework a 

loan toin t e praeo eto ra privatorgana.zation mu bef x­
iohneled throuh one of the woGOP dve lopmentbankxi, and there is 

, n mechanism by which.. the GOP may relieve the development bank, of thei'";;"lo 

iAnioreement tween DBP andNln ca ing upon P to provlde personnel ..
 

to monit-or the projectandto recomend .time andmedgnitude ofdisburse-,
 
mentpof loan funds will be a conditionprecedent toinitial disbursement.
 

http:cooperati.ve


-31-


VII. Implementation Plan 

A. Plan for Implementation of the Project 

The A.I.D. and IA loans will pass through the DBP as borrower to the 
cooperative as sub-borrovter. A.I.D. approval will be required initially 
for all invitations for bids including specifications and for the awards, 
for items to be procured (A.I.D./W approva]. for generators), except those 
specified in the imnlcmentation plan. It is anticipatei tomt after the 
first several procurements procef l nbduring which ,es wilL to i ailed, 
this requirement ma. be relaxed and prior review :oerpl red only fVr injor 
items of procurement which will be identified at that Lime. iith 
respect to local currency, the peso loan finds wil]11e deposi 1,.d bj y l!A 
in escrow account at the DBP. The National- Power Cororration or i'!A will 

serve the DBP in an advisory capacity. It will advise Pon Lecicl 
matters relating to the loan and on status of proe:ct implemari Ltt.ion. 

A timetable for completion of the project :is in Anex 6. 'iFnre 

months will be provided from date of signing t Lime Q('r cmrplo,l i on of 
conditions pI'eceoent to initial dis bm'samenl.. The, ii (1uL.ty in rw.,.clnt g 
the CP's in the F'Y 67 Irrigation Loan Is recognizucd, but i.t shnl I be a 

negotiation these out L"hepart of the o loans Lo work a t]he FLWL:or 
projects and to adh, re to its requirements. Project imipl rm'-. MlL .i(,u will 
be undertaken in Lwo phases: the fi.rst will. be c, i,'cni i h i,. i, , 

d''sori, p.epa'a tion ror onstrmetioni F ',h, expandhd :;y:;t.m; LAY :,erav=d 

phase will . nv t]ve pronu:'er.ent of eullJrlp fl t aind r t,'r i, I. i 1. 

A dia;ram of in ,eiA,Ltion .csponsiitIes ,pp:ar:s i quIc 2. 
cnh onnstci uil byDesign , i rn W carried out the c ji'n r".iv, 12r,',,gh 

ti: c(p - a ,n (," , ace 'I .; a1ln,,C( ns('ll([;J on ti '1" 11i t(Wiig ,i 
' innLiL''Ciiiii - q ,.1, , fl': :;tanl ,- L tao.e c'oopz:'O w asa:; u 

wi ] :' n''Qe bV the IIfriCA on the A.].1). side ari t,. 1VI'C or !A 
for theu G)P. 

B. Conditions Precedent and Covenants 

Conditions Precedent to Initial Disbursement (Phase 1) 

Evidence will be submnitted affi rmin; that: 

1. The obli;'I. ir:; contemplatc] by the IBP and thu guaruty from 
the GOP arc vMlid l than&Y in nthoriLy for ,.i(ch GOP ngircy to 
ln(hrtak] .n, ant rlr 5 plannimi (A.I.). / "pproval);: a 

2. INc c u'unni:vas ,o;t.i ino tIhiapp].ication to .I.U. 
pro.,..t 1,. Hot i1lding 
1 crrmey Let Ln 

for tie ve a ,d with I, n ' 1 


tl'or, I.L,. to'ii i " ' ti
adlqu c to S aprr , wi r'iza r l' ' Y1nr a rd 1Flw. r 

capital (A.I. B./. a mprovl); 
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3. the cooperative is validly i.icorporated, it has authority to 
undertake the actions contemplated, and it has binding obligation
 
to perform the actions ctIemplated in the loan agreements (A.I.D./W
 
approval);
 

4. the cooperative has selected a qualified firm or firms to 
conduct detailed design, to prepre specificationi, and to supervise 
procurement and construction. The selection will be made in 
accordance with A.I.D. Capital P:-ojectsGuidelines and will be 
subject to A.I.D. approval (A.I.]D./W approval). The firm or 
firms wiLl be required to have e:perience in the lesign and 
construction of rural electric systems in accordance with standards
 
of the U.S. Rural Electrification Administration. A breakdown of 
dollar and peso components for engineering servics,will be required, 
with only the dollar component being funded under the A.I.D. loan;
 

5, a certificate of registration has been issued by the Cooperativeh
 
Administrative Office;
 

6. the DBP has entered into an cgreenent with INPC or EA, whereby 
NPC or EA will undertake to advive DB]2 on technical matters relating 
to the loan and on status of pro,:ect :i.plementation.
 

7. duty free status will pertain for all comnmodities to be imported 
under the loan (A.I.D./w approva.). 

8. an undertaking from the local. Sugar Planterts Association to 
bear the cost of financing for house wiring and of the minimlm monthly 
charge for worker families on their ha!iendas has been provided. 

Conditions Precedent to Al Other Finarcing: 

Upon completion of Pha!e 1, the Cooperative will. rubinit to A.I.D.: 

1. a detailhl ,iertgn fo- thr, syr tenm fYnr which A.T.D. apprnvn1 
(A.I.D./ aw1 ,vr]) !i r! 1 H1 1 ti ) it, )i, 1' ; 1 P.H,-

Also r ,,uii i r ,.1i]- i t,!-1 f i m r i i t, 1 p3lc i'. f," p:'ojeet 
(A.I.D.D,/h:LH'apt'oyal ) ,:i irl i 

(a) a t ,n' able fur '.on "H Iii 1 I op-.ni lon;-triv'ml iii 

in cw ita',ntlle X,: ,, Ii1. ,. . )it. :' _ " ' . 1' . ivJl' 

(c) a conir;t. lotJon (!o;t ,.-on t, :ol ,t accoi hi , 'y tem J'or the 
D~ro. * :, , : 
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(d) 	 a plan for maintenance, depreciation, testing and replace­
ment of cquipment and an outline of the sources of funds 
for each and for the establishment of a reserve against 
co;.,tingenc ie s; 

(e) a program for hiring and training personnel as needed for 
tim o'oitplction of the proje:t nQil for initial. operations; 
and 

(f) arrangements satisfactoiy to A.I.D. with a firm or firms
 
for construction services.
 

2. evidence that it has adopted the rate schedule proposed in the
 
feasibility stuJdi, or a modification thereof acceptable to A.I.D., 
and that tht rate schedule has been approved by the Public Service 
Commission; 

3. evidence that the cooperative has received applicatlons for 
membership and for receipt of electric service from con.wumers, 
11ho, based upon the average monthly consumption projections of the 
feasibility study, would cause a loaJ riernand at least equal to 
80 percent of that projected in the feasibility study for estimiated 
conswaers initially connect.Ing to the !ystem. 

4 . evidence that all rights-of-way have been obtained or will be 
obtained and that adequate funrls have been set aside for their 
purchase;
 

5. evidence that the cooperative has employed a qualified full-time 
manager. 

Covenants 

The DBP will convenant that:
 

1. it will make timely disbursement to the cooperative of local 
currency DTild, I'or the project and take appropriate acUlon to 
assure prompt vnl satisfactor completion of the project; 

V2. it will mcn.itor the lotui and :ubmit progress reports periodically 
to A.I.D. on the status of thc project and on rinanc.ni. condition of 
the cooperati-v, (the agreement will also reserve to A.I.D. the 
right of inspection and the receipt of regular reporLs from the 
cooperatives ). 

http:rinanc.ni


The cooperative will convenant that it viii: 

1. conduct training and maintenance programs for its employees 
as outlined in the implementation plan; 

2. furnish periodic progress and financial reports; 

3. apply to the Public Service Commission for rate adjustments, 
subject to prior A.I.D. approval, as necessary (1) to provide revenue 
sufficient for direct cash operating costs, debt service, depreciation, 
maintenance and prudent reserves and (2) to promote full and expandinG 
use of facilities.
 

4. not incur any future long term obligations without approval
 
of A.I.D. and the DBP.
 

5. not pay dividends nor return cash contributions of members 
without prior A.I.D. approval, other than the membership fee upon
 
separation of a member, unless there remains a cash reserve at
 
least equal to any negative net worth plus the excess of debt
 
service over depreciation, plus a sum equal to the ncxt annual debt
 
service payment. 

Authorization
 

The authorization shall lapse 120 days after signature in the event
 
that a loan agreement has not been signed, unless A.I.D. otherwise agrees
 
in writing.
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AmexLI 
PROFIT AND LOSS STATEMT Page 2
 

(Thousandre of Pesos) 

Cperating Year: 1 2 3 4 5 6 7 8 9 10 

-­ ue fret.Sales 84o 1,021 1,215 1,h21 1,643 1,890 2,151 2,403 2,674 2,962 

cn--peratin Revenue - - 5 27 44 73 113 166 236 321 

:otal Be enue 840 1,021 1,219 1,448 1,687 1,964 2,264 2,570 2,910 3,283 

Tuel and Cil 129 154 176 207 241 280 318 359 1402 453 

rreraticn and Maintenance 
(3enerators) 82 82 82 82 82 102 102 102 102 102 

interest 550* 406 420 425 423 464 506 508 505 505 
-erecia-icn 359 363 374 379 385 445 455 461 469 476 

4peratingz. .aintenanceand 
.eneral n-iztraticn 1ll.48 158 163 168 179 188 194 201 208 

axe 37 5 6 054 56 58 58 59 

-Us-al Ceratini Expenses 1,?-9 1,193 1,255 1,301 1,345 1,518 1,625 1,682 1,736 1,802 

nzcme (:eL59) (170) (36) 147 -41 44o 639 887 1,174 1,480 

£ash 3a-.. at 25 KhVH/ 
- .:rkr 71 73 74 75 77 61 62 64 65 

:t5, 51..ix-+rst duri:.r construction. ',-is amount normally al4 'e. but hi not been, capitalized 
tni'-4.t scussicn by te -,cperative with suitable accounting consul*ants. 
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V-M-C RJLElEURlRIC SERVICE COOPERTIVEs 
VJictoxias, Negros Occidentzal 

, C. 

As 
1BAWAICE SIEEr 
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SIrc r± 12lUlZ735-69 
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Diagrams of Existing and Proposed Systems 

AID-DLC/P-731
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U. S. 
C(T ESIMATE 

DOLTAR-PES0 COS CVIMVxi 
Annex 3 
'z-e 2 

Comunicat ion Equipment 
3 Base Station 
6 Mobile Unit 
1 Antenna & Assoc. Equipment 

KW3 cost/ri 

Pesos 

Total Cost 

50,000 

W 

12,800 

EO 

-0-

Line Tools-Shop Tools 

Off ice EquipmentTotal 

25,000 

60oo0
IP235,000 

6,400 

$,6 0 

-0­

6000
6,000) 

Wiring lan Investment 

Wiring Plan (Nipi) 6,600 R P50.00 

Contingencies @ 10%Total 

ea. 330,000 

33,000
V363,000 

-0-

-0 

330,000 

33000
P3,000 

Sub Total 

Wrking Capital Required 

P6,621,200 

137,000 

$1,821,510 I,491,020 

-0- 137,000 

Grand Total Pequired i6,758,200 $1,821,51 P'],628,O2O 

* Pesos to tS Dollar Rate - 3.92 
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Annex 5
 
Supporting Data for Projections
 

The projections of the feasibility study have been based upon the 
experience of systems operating in the Philippines and upon the judgment of 
the IT-ECA team. Additional supporting data is available from one of the 
several A.I.D. financed rural electrification projects in Latin America.
 
The project in Nicaragua has been in operation for about 1.1, years. The
 
other projects have not progressed far enough to offer reliable data.
 

The items under review are ability to pay power bill, demand projections,
 
load factor, theft losses and uncollectible accounts.
 

1. Income levels
 

VRESCO 	 average worker income Y1500/yr ($375)
 

MORES2O 	 average worker income Y1750/yr ($446)
 
average family income for the community ?2500/yr ($368)
 

Iligan 	 ) 
) higher but not significantly different 

Cagayan de Oro)
 

Nicaragua average worker income $6 1 /yr 
average family income $l,O(14/yr 

2. Cost of power($) 20 KIPI -1o KW I 40 KWIf 50 MWJ1 6o KWi 75 KWH 

'7rESCO 1.28 1.79 2.30 2.81 3.21 3.83 

40MECO 1.02 i.140 1.79 2.3.7 2.55 3.13 

Iligan 1.02 1.40 1.79 2.17 - 3.01 

C(j2a -n Orc, 1.38 1.84 2.19 3.0914 (ie .(r ­

I;ir1aragua 2.61 .75 4.61 5.147 6.32 7.30 

t1.25 paid by 	 ruirar planters 



*Pg 2 

- F year 

3K~.L.oad Projections 3-4-12 


14ORE1SCO 40 45 50 ­55 

Iligan, (actual) -

Cagayan de Oro (actual); 80 
flcaaua (rject 44~. 

(actual) 64 71­

4. Lad Factor 

Load factor for Nicaragua tas taken initially at 40 percent. This 
1was exceeded during the first year and has continued above projections there­
1after, Load factors for Iligan a-adCayndeOorebtsutnily
 

~above 40 percent. ayadeOoaebtsu tnily 

5. Theft losses and un'-.ollectibles 

Xrligan, Cagayaui l~e Oro, and Visayan Electric Comnpany of Cebu City
'all report theft losses as negligible and -uncollectibles of about 1/4%..
The Nicaraguan system was originally municipally owned, Unollectiblo were 
~at 50 percent, with public officials considering f'ree ser'vice as incident to
their position, The municipality began thr~eatening disconnection for non-~ 
~payment and uncollectibles fell, immediately to 15 percent.
 



--

Explanation of Projections 0±' t<'ad Growth by User. . {77 

1. Worker
 
Projections fromn worker utilization of' electric power are based 

upon initial electrification to 80 percent of. the worker families on aitd. 
within the service area. Since the inutalatJon costs and the inhlrrnm1u~n~f4o 
J5 for the first 20 KWH will be paid by the planters) and since there isl votr' 
strong support by the planters for electrification, this 4figure la consider4Q (­
reasonable.-
 . . 

A modest level of inereae 'in the number of' worker farilieu .reoC4vIn 

:rvi a~-I -r ted-ae-h - _yeerper I d ,.takin -nt oaccount nrmI ' 
service inraepplto gr'owth, and population movement into the 

-

4 

An Increase in average demand of 5 M1] per month each year for the 
first ten years of operation is projected. This average incltudes3 new service 
additions. However, the initial average level is taken as the 25 KWH2 which 
reflects a cost of ~1($ .26) to the worker. -At the end of ten years of' 
operation theverage worker family will consume ain average of 70 KWH at a 
cost of~t14.20 ($3.6~3). This corresponds to a charge of P9.00 ($2.36) per 
month to the worker (P1.4.20 less 5 minimum charge paid by the planter). 
While this represents a significant cost to the worker family, the low 
capital goods consumption level.of the worker's mode of living hould be.­
considered. For example, the typical nips, hut which provides shelter for 
the worker family has a capital cost of about 80o (slightly more than $200). 

2. Landowner-Planter ,,. ~ 

The load forecast estimate of 1100 KWH per month for thio clans of 
was taken-from existing records of the Cooperative. The Cooperative 

isnow serving 4+8 haciendas and on each hacienda the owner hua hio renidetice, 
which ismodern with many conveniences. Upon receiving~ electricity the owners 
will install a variety of electric appliances. The main house will- be air­
conditioned, electric ranges installed, water pumps, electric irons, and 

-----many other small appliances purchased. It is expectp'd that all new cu~stomers 
inthis rate classification will-do an their neighbor - go all electric. ­

--customer 


4 

The rate of growth in taken from the existing consumer load growth curves,)
 
therefore, it is expected that within the study period each landowner-


planter~ will be using an ekvereage of 2210 KWH per month Inthe tenth year,
 
This represents a progressive grow-heach year with the initial KWH usage
 

-and -­

doubling during the 10th year. This class of customer inithe U.S. would1 
normally have-a-rate of1 growth that-would double his-KWH-usage -in6 to 7 -N­

-years ­with a higher Initial conumpqtion. 




- -

A~ nex 

Th lagowhofthoclass ofcustomrwstknfo growth
 
chrt ohiipinsimla customers served by otherl electric utilities inthe­

4.Small Commercial
 

The number of smal-commercial users was estimated based on an 7. ' 

actual field count of such establishments and again the usage and load 
.. 

~growth ±0 taken from experience of the NflECA'team and comparison of' similar 
cuatomers of other electric utilities In the Philippines) namnely, A.S.
 

~Diaz Electric Company of Bacolod City, Negros.
 

-~ KWHusage for irrigation is based on installed fl.P. znotor3 and pumps.

A special off-peak incentive rate was designed for this class of customer
 
and it is. expected that the Planters will use irrigation to increu: e their
 
c~rop yield.
 

Many of the planters in the cooperative area have expreooed -an
 
'interest in irrigation. A special pilot irrigation project has been set
 
~up on the" cooperative's 'existing lines.
 

6. Schools and Churches 

Community activities are centered around the schools and churches in
 
the region. All of these community and public buildings will install or have
 
Insltalled electricity. The KWH usage' and load growth projection are judgments

based on other applicable experience. The electricity will be used for lights,
 
fans, and water pumps.
 

7. Qtber Utilities 

The Cooperative has an existing contract with three private

'franchiseholdere. These private companios serve the Poblacions of Victorian,
 
1Manaplo. and Cadiz, which are properous and have some light induntry. One
 
.electric power is made availablos to these Cranichisoholdera in an unllimit(:1
 
qluantity new load will be added and imnprovemebnt made in their electric 

4 -,yoteitw. The Cooperative has just taken over service InManapla. 

-Consumption 
 rates of'each utility have been determined by checking

'' Cooperative's records. An average load growth of 11% ijprojected

urnd experience of other utilities has shown this estimate to be realistic.
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VRESCO: 

2 3 

Implementation Timetable 

MONTH 

5_6 8 19 lO 1l :12 13 

AID-DLC/P-','31 
June 4, 1968 

Annex 6 

14 ;15 "16 17 1i8 

Engineering design and surv-y 

Plans and specifications 

Construction contract bidding 

Material orders 

Construction 

Close-out 

I I 

' 

I 

" 

I 

'I ' Iii 

This is a preliminary estimate of timetable for the project. 
a more detailed chart when design work is accomplished. 

The Engineering firm will prepare 

N 



tl 

AID-DLC/P-730

AID-DLC/P-731 

June 14, 1968 

Annex 7
 

Participating Agencies of the GOP
 

1. Development Bank of the Philippines
 

DBP is the larger of the two public sector development banks.
 
The DBP loans and guarantees portfolio includes generally medium and
 
long term financing for the entire spectrum of the private sector,
 
with principal emphasis on the urban industrial sector. Recently,
 
increased emphasis has been placed upon agricultural and agri­
business projects in rural areas. Interest rates are about 9 percent
 
and the normal guarantee fee is 2 percent.
 

DBP has authority to undertake foreign borrowing. DBP has floated
 
bond issues within the Philippines and abroad. Foreign borrowings
 
may be guaranteed by the GOP.
 

Relations between AID and DBP are good. AID's predecessor ICA
 
made a local currency loan to DBP for a program of small agricultural
 
loans. Implementation of that loan has not been wholly satisfactory,
 
because the very sizable requirement for administrative time and
 
attention was not forthcoming. Recently, DBP has entered into an
 
agreement with AID to accept assignment of a defaulted AID loan and
 
make repayment cn a rescheduled basis, undertaking themselves to
 
recover from the borrower.
 

Under this project, DBP will serve as a conduit for the funds, and
 
the A.I.D. loan will be guaranteed by the GOP. DBP will receive a fee
 
of 1-% to cover the costs of administering the project, plus the risk
 
of loss in the event of default by the Cooperative including reimburse­
ment of NPC for expenses incurred in technical administration of the
 
project for the GOP.
 

Financial statements for DBP appear on the following page.
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CONSOLIDATED STATEMENTS OF CONDITION 

RESOURCES June 30_1.967 June 30,1966
 
tosh and Due from Banks ............................................... P 174,374,351 P 6.,243,3j2
 

lvestments in Securities ................................. ............... 107,217,805 48,321,537
 
g,riculturol Loon! ..................................................... 277,390,183 244,020,795
 

6 dustrial Loans ........................................................ 766,455,769 679,563,83?
 

Real Estate & M iscellaneous Loans ......................................... 101,403,178 88,056,952
 

Stocks & Advances - Private Development Banks ............................. 45,671,564 42,4S9,5F4
 

Sank Premises, Furniture and Fixtures ....................................... 27,218,579 18,679,70
 
30,083,392 23,282,547Other Resources ...................................................... 

162,993,001 159,544,904trust Fund Resources .................................................... 


Total Resources .......................................... P1,692,807,827 P1,368,208,210 

LIABILITIES AND CAPITAL 
Long Term Liabilities ................................................... P 958,320,678 P 726,044,436 
Savings & Time Deposits ................................................ 74,115,671 38,218,574
 
Other Liabilities ...................................................... 72,252,879 36,309,834
 
Capitol & Surplus ..................................................... 425,125,598 408,090,412
 
trust Funds .......................................................... 162,993,001 159,544,904
 

Total Liabilities & Capitol ...................................... PI,692,807,827 P1,368,208,210
 

CONTINGENT ACCOUNTS 
Loans Guaranteed Outstanding 

Long Term .................................................... P 193,755,636 P 98,568,098 

Short Term ....................................................... 26,896,052 --

Com mitment on Deferred Payment Loans ...... : ............................ 10,959,879 17,519,067
 

Total ....................................................... P 231,611,567 P 116,087,165
 

CONSOLIDATED STATEMENTS OF EAI 'INGS 

YEAR ENDED JUNE 30 

1967 1966 
IAAP N I N G S 

Oterest on Loans ..................................................... P 83,818,350 P 63,831,629 
Other Earnings ...................................................... . 20,540,176 7,784,877 

ri'ust Funds Earnings ................................................... 7,225,590 6,595,281 

Total Earnings ............................................. P 111,584,116 P 78,211,787
 

"XPENSES
 
Wtriinistrotive Expeses ............................................... P 32,158,565 P 23,180,669
 
h=erest Expenses ...................................................... 44,319,577 37,043,537
 
ilcome Tax.......................................................... 8,167,823 2,859,-02
 

riust Funds Expenses .. ................................................ 1,093,297 • 1,143,637
 

Total Expenses ............................................... P 85,739,262 P 64,227,145
 

ikt Income Before Reserves ............................................. P 25,844,854 P 13,984/.42
 
esrve for Conlingencies .............................................. . 1,200,000 1,200.000
 

Net Income ................................................. P 24,644,854 P 12,784,642
 

_ Gunrnninet. I1sued - P194 5.A67 

http:13,984/.42
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2. National Power Coporation 

The National Power Corporation is a holly-owned Government Corporation 
of the Philippines, created by the C onwealth Act No. 120 in 1936, and 
reconstituted after the Japanese occupation in 1945. The Act nationalized all 
potential hydroelectric sites and reserved them for use of NPC for develop­
ment of hydroelectric power. NPC's corporate existence has been extended 
to the year 2000. NPC has been given broad power to carry out the purposes 
of its creation. These include: the right to own, operate and construct 
facilities; to sell, lease and mortgage property; to sell electric power 
and to fix rates which shall not be subject to review by the Public Service 
Commission; and to exercise the right of eminent domain. The Corporation 
is exempt fraall taxes, except real property tax, and from all importation
 
or other fees of the Government of the Philippines or local governments. 
The total authorized indebtedness of the Corporation is 500,000,000 pesos. 
Long term indebtelness at the end of 1967 vas about 
316 million pesos ($80 Million). Projects increasing the indebtedness 
must be approved by the National Economic Council (HEC). 

The Corporation is authorized to borrow up to $100,000,000 of foreign 
exchange from the Ex-Im Bank, ]hMD or any other international financial 
institutions. At the end of 1967, long term foreign exchange borrowings 
were: 

IU) t188.3 million $8.03 
Ex-IM Bank 27.5 million 7.02 
Japanese Reparations 1 million 

Approximate Total 233.6 59.59 

In addition a loan of approximately t48 million, (12 million dollars) 
was authorized by IRD for the 75 mre Bataan Thermal plant. 

The President of the Philippines is authorized to guarantee these 
borrowings unconditionally on behalf of the GOP. Authorized capital stock 
is p250,0 O,000 wholly-owned by the government. NIM also id authorized 
to float bond issues, with approval from the President of the Philippines. 
Therefore, there is considerable capacity in NPC to obtain both dollar 
and local financing to support a program of rural electrification. 

The Corporation is run by a five-man Board of Directors, appointed 
by the President, for a term of three years. Administrative responsibilities 
rest in a General Mauager but basic decisions are generally submitted to 
the Board.
 

Electric power generated by NFC is almost entirely from hydroelectric 
stations. A 75 mw thermal plant is presently under construction. NPC 
maintains and operates tow distribution grids: one in nothern Luson region, 
the other on the Island of Mindanao. The grid system in northern iuzon is 
interconnected with the Manila Electric Coppany (KERAICO). Meralco has 
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been expanding its installed generating capacity at a very rapid rate 
and NPC is threatened with possible excess capacity in the not too 
distant future. 

NIC load demand for northern Luzon is about 180 megawtts and for 
Mindanao is somewhat less than 50 megawatts. 

The Mindanao system consists of 69 KV distribution line running fr 
Maria Christina hydroelectric station near the City of fligan to the City 
of Cagayan de Oro. 

The Maria Christina site has a potential of 700 megawtts of hydro­
electric power, of which 150 megawatts of firm capacity are expected to be 
completed within the next year. Because the fligan Steel ill may abandon 
its plans for an electric furnace, load demand is considerably below 
expectations and thenis a large block of loy cost power available for any 
potential market. 

NPC is a favored institution for the promotion of & mationa1 program 
for rural electrification. It stands to benefit substantially through 
expanded sales from the deve o ment of syutems inter-conneated with its 
transmission lines in northern Luzon and Mindanao; it has a competent 
engineering and plannin staff of more than sufficient size, particularly 
at present since no hydroelectric power plants are under construction; 
technical assistance can easily be offered to projects financed under AID 
loans or other loan sources; and NPC enjoys good relations with international 
lending institutions and foreign banks, particulary with I=. 
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3. 	 Electrification Adminstration 

The Electrification Adminstration was created by RA No. 2717 in 
June 1960. This was implemented on October 1962, with the Agency charged 
with the following functions: 

1. 	 To furnish cheap and dependable electric power and facilities in 
order to promote and accelerate the agricultural and industrial 
development of the country; 

2. 	to make loans for electrification;
 

3. 	 to plan, coordinate, program and supervise production, transmission 
and distribution systems for electric power; 

4. 	 to make studies concerning the condition and progress of electri­
fication of any region of the country; 

5. 	 to encourage and aid local governments and cooperative electric 
consumers associations; 

6. 	to publish and disseminate infegmtion; and
 

7. 	 to undertake research for the greater use and development of 
locally available fuel. 

The agency is responsible directly to the President. Offices are 
established inQueson City with a permanent staff of 125, plus casual labor. 
The Adminstrator isMr. Rizalino E. Lopez. Funds for the administration 
and operation of the agency are provided annually by Congressional action 
on the national budget proposal. 

A.revolving fund is established for financing the loan program. This 
fund in authorized at f25 million, but to date only about t2O million have 
been made available. Loans are made at 3%interest and for periods not 
more than 25 years, but require a maximum return on rate base of 6%. For 
all practical purposes, this eliminates private utility operations. 
Principal repayments are returned to the revolving fund. Interest is used 
in a special fund at the discretion of the Administrator.
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In FY 1965 A.I.D. extended assistance to the Electrification 
Administration In the amount of )5 million from P.L. 48o Funds to be 
used for supplies and equipment in association with the procurement of 
diesel generators under the Reparations Agreement with Japan. This 
program aimed to bring electric power to over 217 aicipalities In 
rural areas of the country which were without any source of electric power
supply. In FY 1967 the amount of peso loan wa reduced from t5 milion 
to h.4 million owing to delays in the receipt of reparations equipment.
The number of municipalities receiving assistance was also reduced. 

The Performance of EA 

There is a general absence of established p4lioies and prodedures 
at EA. There is no long-range planning or program and decisions are made 
in accordance with the expediency or pressure of the moment. All major
decisions and many minor, even trivial ones are reserved exclusivley to 
the Administrator. The agency is grossly overstaffed in relation to its 
accomplishments. 

Funds available to EA are i Mequate to support a substantial nation­
wide program. The direction of funds has been influenced by political
judgements and emphasis has been placed upon a wide distribution of funds 
to induce recognition ftom a large number of people. Smll generating
plants have been authorized, and most lack the capacity and feasibility
to help the economy of rural areas. Many projects have never been completed. 

The Role of EA in the Natidowide Prorm 

President Marcos has recognized the inability of EA to mobilize and 
support a sucesaful nationwide program for electrification. The President 
indicated by his own words and tburaugh Secretary Salas that the support of 
other agencies, particulary the National Power Corporation, is essential. 
Therefore, the GOP has endorsed a role for EA, limited to financing the 
local currency cost for this project. 
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Existing Schedule to be Retained Annex 8 

Schedule III - GENERAL POWER RATES 

Availability: 

In the area covered by the distribution system of the Coop­
erative. Customers located in areas covered by the franchise 
holder of the town of Victorias are excluded. Also available to 
the franchise of Victorias. 

Applicability: 

Franchise holder of the town of Victorias and customers 
who guarantee a minimum monthly billing demand of 40 kilowatts. 

Character of Service: 

13, 200 volts, 60 cycles, 3-phase. 

Rates (Per Month): 

Demand Charge: 	 For each kilowatt of billing demand -
P5. 00 per KW per month. 

Energy Charge: P0. 075 per KWH. 

Minimum 	Monthly Bil* 

To be based on the billing demand but not less than P300.00 
per month. 

Note 1: 	 Billing demand shall be determined by measurement 
using a maximum demand-meter with a 15-minute 
demand interval. 

Note 2: 	 Power Factor Adjustment Clause: 
The energy charge of P0. 75 per KWH is based 

on a power factor of 85% lagging which the customer 
agrees to maintain. If the customer's average 
monthly power factor vary from 85% lagging, the 
KWH metcred during the month shall, for billing 
purposes, be multiplied by the following constants: 



Existing Schedule to be Retained 

Schedule III - GENERAL POWER RATES 

Average Monthly 
Power Factor 

1.00 
0.95 
0. 90 
0.85 
0.80 
0. 75 
0.70 
0.65 
0.60 
0.55 
0.50 
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(continued) 

Constant 

0. 960 
0. 970 
0. 980 
1.000 
1. 025 
1.050 
1. 075 
1.100 
1.150 
1.200 
1.250 

For Power Factors between any two steps 
above, use the constant corresponding to 
the higher power factor. 

NOTE: 	 RATE SCHEDULE IN CASE NOS. 63-5143 
AND 63-5144 ARE PROVISIONALLY APPROVED 
BY THE PUBLIC SERVICE COMMISSION. 
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New Rate Schedule 
Replaces Ex:isting Sch.dule I 

Schedule A - RESIDENTIAL METER RATES 

Availability: 

In the area covered by the distribution system of the Coop­
erative. 

Applicability: 

Residential customers for all domestic purposes, and/or 
small churches c" schools. Where a customer conducts a busi­
ness or industry in the same premises, this Schedule A will 
apply, provided that more than half of the total connected load 
are for residential and domestic purposes. Otherwise, said 
customer shall be billed under Schedule B, Commercial Rate 
or Scheduale C, General Power Rates, whichever is applicable. 

Character of Service: 

Single-phase, 60 cycles, at available secondary voltage. 

Rates (-Pez Month): 

For the first 
For the next 
For the next 
For the next 
For the next 
All over 

20 KWH at 
30 KWH at 
50 KWH at 

200 KWH at 
700 KWH at 

1000 KWI at 

P5. 00 
P0. 20 
P0. 16 
P0. 13 
P0. 10 
P0 BO 

per KWH 
per KWI 
per KWH 
per KWH 
per KWH 

Minimum Per Month - P5.00 
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Replaces, Existin:, Schedule I 

Schedule 3 - COMMERCIAL ME''FR RATES 

Availability: 

In the area covered by the distribution system of the Coop­
erative.
 

Applicability-


Commercial customers using the premises for business 
purposes. Where customera resides in the same prerilises,
this Schedule 13 will apply, provided that more than i'alf the
 
total connected load is for commercial purposes.
 

Character of Service:
 

Single-phase or three-phase, 
 60 cycles, at available
 
secondary voltages.
 

MonthilE_ "ncrgv Charge: 

For the first 40 KWH at '10.00
 
For the next 60 KWi 
 z t '0. 20 per MV1t
 
YF:' the znit 
 300 KWI at 110. 16 pcwr KWH
 
For the ncxt 600 1KWI1 at i10. 13 per K V II
 
All over 1000 1KW11 at 10.10 p,!r KV
 

MonthIly r~e marl0( Ch. r ,t: 

First 20I V, no deinand charge

Next 230 MW, of hillip', cmnand at 115. 00 per KIV
 

Mi tminm pr), mon th ­ i1i0. 00 or corntract dcl ,imaud. 
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- IRRIGATIONSGHEDULE 

AvailabilityL. 

covered by the existing three-phase distributionIn the area 
lines of the Cooperative. 

Applicability: 

To any customer, for irrigation purposes, who agrees to 

use electric services only during off-peak hours of the electric 

pay the cost of systemdistribution 7,ystemn, and agrees also to 
to provide the service.improvement and additions necessary 


Otht r%% is;, Schedole B will be applicable for such service.
 

Cha,,-.ctcr of Service: 

Three-pha'<:, 00 cycles, at available secondary voltages. 

Monthiv Enerpy Chiarge: 

Fnergy charg,' - P0. 08 per KWH 

.Minimuin Month l Bill: 

Minin-'un P30. 00 per month. 

C j t, -.I_ TI t nt 

to provide all funds to the CooperativeTh," cii,-tomnr agrees 
cn;.'tl investment the Cooperative would have to makefor any nw 


tro c z '2ch irrigation load.
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SCHEDULE SL 

Availability: 

In the area covered by the distribution system of the Coop­
erative, and where the municipal street lighting service rates 
clo not apply. 

Applicability: 

Applicable, only under contract, to security lighting of cus­
tomer property by means of Mercury-Vapor luminaries support­
ed by short brackets mounted on wood poles of the Cooperative's 
existing distribution system or extensions from this system. In 
all cases the Mercury-Vapor luminaire, bracket and control equip­
rnent shall be installed, owned and maintained by the Cooperative.
Security lighting service will be provided only .t locations which 
are accessible to the Cooperative trucks for servicing purposes. 

,ate (Per Lamp per Month): 

Lamp Size 
7000 LUMEN-175W PIZ. 00 

NOTE: 1. Where it is necessary for the Cooperative to in­
stall an additional w(.od pole in order to provide 
security lighting service, a monthly charge of 
P4. 00 shall be made for each such pole. 

2. The word "maintain", as it applies to security 
lighting, is defined to mean the replacement of 
lamps, glassware and photo-control units as re­
quired, as soon as can reasonably be done after 
notification of the Cooperative by the customer 
that service has been interrupted. However, the 
customer shall reimburse the Cooperative for 
the cost of ali such maintenance work which is 
required because of vandalism. 
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Annex 9 
UNITED STATES DEPARTMENT OF AGRICULTURE 

RURAL ELECTRIPICATION ADMINISTRATION 

WASHINTON. D.C. 20250 

FEB 2 6 1968 

Mr. 	 John P. Olaws 
East Asia Engineering
 
Agency for International
 

Development

Washington, D. C.20523 

Dear W. laws: 

We '4ve reviewed the engineering feasibility and loan application report
for the Victorias-Manapla-Cadiz Rural Electric Service Cooperative, Negros 
Occidental, Philippines, which you left with us earlier this month. In 
our 	opinion this is a well prepared, comprehensive and detailed report to 
support the loan application. If the distribution system can be extended 
and the load and energy forecasts develop as outlined in the report, the 
distribution portion of the project should be feasible. However, we have 
some reservations about the diesel generation investment cost estimates 
and the lack of details of the proposed operating agreement with Victorlas 
Milling Company. Our specific comments are: 

1. The cost estimate of $150 per kv for the diesel units is less than
 
what we would use for installation of similar sized units inthe
 
U. S. The estimate of $150 per kw appears to be approximately 
one-half of what could be expected for this proposed installation. 

2. 	 Itwould be desirable to have a definite understanding in an 
operating agreement with the Victorias Milling Company as to the 
operation of the diesel units, handling of the accounting, etc. 
as the proposed power supply arrangement will be one of the 
critical factors inthe feasibility of the project. 

3. 	 The cost estimates for distribution materials appear to be reason­
able. However, 20% of the material costs for labor is low by 
U. S. standards. 

1. The system load faztor increases during a ten-year period from 38% 
to 56%'and the reduction in system losses from 17% to 11% both 
appear to be optimistic. 

We appreciate the opportunity of reviewing this report and are pleased that 
RFA standards and procedures have been used for the proposed distribution 
construction, the financial forecast and voltage drop calculations. 

Sincerely yourb, 

. .' 

J. B. McCurley, Director
 
Electric 	Operations and 

Standards Division 
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U.S. AGENCY FOR INT-INATIONAL DEVELOPMENT Annex 10 

Manihla, Philippines 

1200 Roxas Boulevard Telephone: 5-80-11 

CERTIFICATION PUR"SUANT TO SEC'ION 611 (e) 01 THE 
FORHIG- ASSISTANCE ACT OF 1961, AS AMNDED. 

1; V. C. Haraldson, the princi1pal officer of the 

Agency for International Development in the Philippines, 

having taken into account, amon3 other things, the main­

tenance and utili:-.:tion of projects in the PhilLppines 

previously financed or assisted by the United States, do 

hereby certify that in rf.y judgmernt the Philippines has 

both the financial capnaoility and the huw.nn resources 

capability to effectively rainta.n and utilize the pro­

posed Rural Electrification Project Loan. 

This judgment is based upon the project analysis 

as detailed in the Phiilippine Rural Electrification 

Capital Assistanr:e Loan Paper and is subject to the 

conditions imposed therein.
 

W. C. Haraldson 

Dat C 
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Annex 11 

Amortization Schedule
 

The Amortization Schedule has been prepared for 07,140,176 
($1,821,473), representing the estimated cost of the project as outlined 
in the feasibility study, as amended. Including the 10 percent margin 
above cost estimates,the total principal amount will not exceed 
$2,000,000. 

Preparation of the Amortization Schedule is based upon repayment 
by the cooperative to the DBP in level payments of principal and 
interest. Interest is at 5%, including 31 on the A.I.D. loan and 
a fee of lS to the DBP. DBP will repay to A.I.D. the principal 
amount scheduled to be repaid by the cooperative plus interest 
accrued through date of payment at 32 . 

The use of level payments of principal and interest,rather than
 
level payment of principal.,decreases substantially principal payments
 
during the early years. Use of level payments of principal and interest
 
by the cooperative at 5% interest,rather than by DBP at 3-,' interest,
 
decreases very slightly the principal payments during the early years.
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Annex 12 
PHILIPPINES ECONOMIC PROBLEMS AND PROSPECTS 

Su=mmar
 

While both the domestic and external sectors have short-run diffi­
culties, the Philippine economy as a whole is in better condition than it 
has been in some years. After a setback in growth in 1966 when the GNP 
registered only a 4.2% increase (a per capita gain of less than one percent),
 
the tempo speeded up in 1967 with the GNP growing by 5.6% (per capita 2%). 
Construction, which jumped from a decrease of 6% in 1966 to a 10.7% growth 
in 1967, increased more rapidly than any other sector but still accounts
 
for only 4% of total GNP. Agriculture, one of the most important sectors,
 
made a less dramatic but more significant recovery, particularly in the
 
output of rice and corn. The industrial sector is growing at about 5%
 
a year but has not yet recovered the momentum of the 1950's.
 

The major difficulty which developed in 1967 was in the balance of 
payments, largely because of an excessive expansion of imports while exports 
fell, but improvement is expected in 1968. In addition to the well-known 
"Rice and Roads" program, the Marcos administration is taking steps to 
increase government revenue, improve the climate for investment, restore 
and expand the infrastructure to a level necessary for accelerated growth 
in the econory and also streamline the machinery of government. 

Agriculture
 

Although the land is fertile and the climate is suitable for year­
round production, only about two-thirds of the arable land is under
 
cultivation, and during the last 20 years output has failed to keep up with
 
population growth. Until the recent breakthrough in rice productivity,
 
which hopefully will soon put the Philippines in another class, it was 
grouped with countries having very low productivity per acre. Because of 
the primary role of agriculture (85% of export earnings, almost a third 
of GNP, almost 60% of total manpower), this is of fundamental importance. 

The outstanding development of the past year was the 4.2% increase
 
in rice production which represents a sizeable improvement over recent 
years. This achievement is all the more impressive because it was 
attributable only in minor degree to the utilization of increased acreage. 
Among the primary contributing factors were the development and dis­
semination of new improved varieties of seed, the widespread availability
 
of fertilizer and pesticides from the private sector, the initiation of
 
supervised credit programs on terms the farmers could afford, the improve­
ment of irrigation facilities and the effective coordination and upgraded
 
technical knowledge of agricultural extension personnel.
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Corn output showed significant progress in 1967, with gains achieved 
under rather low support prices (to the farmers) which are internationally 
competitive. Agricultural export crops were less encouraging, as neither 
production nor yields showed much change. Sugar did not keep up with the
 
demand represented by the U.S. quota and domestic consumption. Coconuts
 
suffered from unfavorable weather and abaca production was static, absorbing
 
more than its optimum share of resources. It should be recalled, however,
 
that the acreage under rice and corn cultivation is more than twice that 
under coconut, sugarcane and abaca combined. 

Mining 

The mining sector has been growing rapidly, reaching a level in 1966 
of (, above the previous year, and in 1967 more than 13 above the 1966 
output (see Table 1). In spite of the stagnation in the mining of coal, 
which because of technical difficulties in extraction fell in 1967 to the 
level reached a decade ago, this sector promises to continue growing
rapidly, and if the current trend continues could double its foreigh
exchange earnings by the middle of the next decade. 

Manufacturing
 

Whereas there are many government agencies servicing agriculture,
direct participation of the government in manufacturing is relatively
minor. Differential incentives, credit controls, import taxes and tariffs 
are used to induce private investors to go into preferred lines. The fact 
that these are the primary means used by the GOP to stimulate manufacturing
is a partial explanation for the failure of intermediate and h"vier capital
industries to make much progress. New planned investment Ir producer goods
for FY 1968/71 amounts to almost 3 billion, but is an unrealistic target
compared with the f-80 million of investment completed in 1966 and 1967,
and taking into account limitations of GOP administrative machinery and 
the shortage of experience and expertise in this field. 

The manufacturing sector has not recovered from the setback it suffered 
following the removal of import controls in the eakly 196 0'a. lowevr, the 
combined-value-added of mininig, and manufacturing contributes over 20!, to 
the net national product, which puts the Philippines in a relatively advanced 
stage of development compared with other Southeast Anian countries. Industry
had recorded annual rates of growth in 1950's of 10%and more,the because 
of the liberal policy of incentives and import restrictions which provided 
a protected home market. Unfortunately, development took place primarily 
in consumer goods industries with a high dependeice on import components. 
Manufacturing still suffers from considerable unused capacity stemming from 
the large number of small plants originally established in the 1950'". 
Idle capacity due to technical problems or a static market is also common. 



4 ~ ~~~Annex 12 
a-'" ~Page 3 

aAl.though ,intermediate and' heaver capital goods industries adid no 
experience the hoped-for pr'ogress, thosae~industres-which~ had engaged in~*'­
excessive, sorter boinduring theyear 'prior to the 962~ ~'a--'-~ 
decontrol are r'eceiving hep.'fiomr bhe Development Bank of the Philippines 
i1n 'restructi.ng their c-apital~iation.a- A substantial amouxntiIas been '~'A. 
Committeda-by theBan to lo~1ngterm loan sand eq iity' investments forA such 

adistressed firms.{>a-a-

"a"I<na-1a9616 thivsecbrreplyedI onlYi30 000 workers ,'a-aain ~of 18% ~. a 

-Sn0792:fre __-t ­est ,iee'p~es.Unfortuniately, -

The susiuto f.mr capital'intenive equiment~aia/or'increased ,aa-:-W"aA 

szbstantially in both years. otuhicesda'i-' 

g~-~row~taftr a ac~talfdeelin'i of6the ired;,a. in thi seto i-asomea­
yers oIts sae.%ofthe hoee e low -AiutrONPa-', ea-' 

(increasing at 5. 5%)- was the -other important contributor ato t-he-'5.6% GNP: 
a' growth in 1967, Just as it'had-been the main cause frrthe disappaointingF 

performance of only lf.2%~in GNIP -groiwth ma 1966.& The-vaue of itsa-outputa 
.rose in, 1966 by only 3-.4L%:and its, slare of national' income waIs ,thana 
it had',been in some, years.- 4iidng' mauatrnadservices registered 
progress also in.1967 wietasorta-showeddecln rot aes hl 

aFja-aa-both personal and government consumption~expenditures rose ain 1967, gross -'
 

invest Iment rose mor rpdy hwn almost Ia,13%a Jump -over> 1966 (in
 
contatprices) nd 'is" estimated~a,a about a17.3%aof "the, GNP. This" compares 
 a 

wi~~Tth a' .oyela-of only' 16 4%fro 1963 to 1966.1 (Sour'e a- - - a '-a 

aF''aaBalance of Palmns- -- -a a ,a - a 

June 1.967 measures',were~ taken aimed at'reducing bank liquiditya
and diverting credit fr~oma imiport finan~cing to domestic pr~oduction an~d the" 

$$aaIn 

expansion of exots h customary steps -were taken to limit the avail-
ability of credit and raise the cost of~ Central Ban~k credit, but* financing---

,­

of rice i~mprts continued on preferred terms land lar e overdraft facilities 
'a 

a 

a-a-wer exte~~nded. In adition, open market operations &yi were expanded. a -< 

'A~esl aa a exaso a-a-in doetccrdta-th akn 

aa a system together with anexpansion of 6mlloenth oe supply drn 
thafrt-inaonh of 1.967. A much greater inorease--P.365 million--,
occurred in the last three months of the' year)" bringing the total. expansion 

- up to 411 million. increased government exediue on pbi ok n 

a->a- the financing of thea-lar'ger rice crop 'were athe principal -factors accounting 

a-- - a 

a 

athe afor -the much higher rate of credit expansion during last quarter' of the -­

a,'aear. The total not credit~expansion in 1967 for official entities was
S ,8%.Noe~ credit to tb~e private sector increased by 16.8% in 1967 compared 

ap~aaa'~,~-to 13'4% in 1.966. a 

http:restructi.ng
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These factors, together with a high level of U.S. expenditures, which
 
doubtless influenced imports, contributed to an excessive expansion of im­
ports. This development, coupled with a decline in exports (ending a long
 
period of annual increases) caused a sizeable merchandise trade deficit
 
in 1967, which was only partially offset by receipts from invisibles,
 

Gross foreign exchange reserves (gross reserves of the Central Bank 
and net reserves of commercial banks) rose from $204 million in October 
1967 to $241 million in January 1968, but thdn declined to $219 million in 
March. The $37 million increase from October to January was about half 
of the increase in foreign borrowings of the Central Bank ($28 million) 
and drawings of $45 million from the IMF during this period. Nearly half 
the gross reserves of the Central Bank was pledged against loans from 
U.S. commercial banks. 

Although there were sizeable U.S. expenditures in the Philippines in 
1967, the economy ended the year with a negative net reserve position 
after taking into account the short-term indebtedness of the Central Bank 
to the IMF and to foreign commercial banks. Net reserves dropped to 
minus $19.7 million in March 1968. 

Pressure on the peso became increasingly great in 1967 and continued 
during the early part of 1968, but by late March-April there were signs 
that it was beginning to gain strength. Compared to the same period of
 
1967, disbursements for invisibles have declined substantially in the early 
part of 1968, primarily because of new requirements and procedures con­
cerning payments for imports on open account. This has improved the balance 
of payments position despite the fact that import payments have not declined.
 
Another encouraging sign has been the decIine in dollar sales at the Foreign
 

Exchange Trading Center, the only place where the agent of the Central Bank 
operates directly on behalf of the Bank to control the exchange value of 
the peso. Latest reports indicate that the spot rate for the peso has 
dropped from 3.919 to 3.916 to the U.S. dollar. 

Government Finances 

The fiscal performance of the GO1 has been one of the important 
factors limiting economic growth. There has been no change in the tax 
structure for a decade and current reventes have stagnated primarily because 
of the lack of growth in indiiecl. taxes. Father than make the painful 
effort to introduce new taxes or 1ivprove- ,-ollections, the Government has 
primarily resorted to deficit fV n-,(-Ing t.o cover the yearly cash deficits 
(see Tables I and II). Finally, to curb the Inflationary potential, the 
private sector has been denied its share of' :redit. 
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GOP efforts to economize in the past have usually hurt that part of 
the budget which was then considered of low priority, namely, development
expenditures. In fact, expenditures for capital maintenance plus new 
capital investment declined nearly 20% between FY 1963 and FY 1966. The 
resultant breakdown of the economic infrastructure has caused a significant 
drop in the efficiency of major sectors of the economy.
 

Progress Under the Marcos Administration
 

President Marcos has made considerable progress on many fronts during 
the period he has been in office. The rice and corn self-sufficiency pro­
gram, in which he has taken a leading role, is proving an outstanding 
success. Other achievements include an agreement with the Government of 
Malaysia concerning smuggling, an anti-smuggling campaign that contributed 
to a 37% rise in customs revenues in a year, reorganization of the pricing 
system for cereals, effective use of the armed forces for public works,
 
successful sale of some 200 million in Progress Bonds to raise industrial 
credit without inflationary potential, and a major effort to improve tax 
administration, resulting in an 20% increase in tax revenues in one year. 

Furthermore, his initial steps in streamlining the Government show 
what could be accomplished in coordinating the multiplicity of agencies
 
hamstringing government operations. He has already started to put the 
machinery in motion to improve and expand the deplorable condition in 
which he found the economic infrastructure, and has initiated a program of 
export promotion in the industrial sector. His tax program, if enacted
 
into law, will probably be more successful than the recently-enacted 
Investment Incentives Law, which promises little to attract foreign capital
and which gives an open field to domestic capital but little else in the 
form of new incentives. 

Economic Prospects
 

A number of lessons for the future may be gleaned from the difficulties 
experienced by the GOP in the external sector in 1967. The liberal amount 
of credit provided outside normal channels by government-owned banks to 
public sector entities was one of the primary contributing factors to the 
serious imbalance in international payments which became especially critical 
during the fourth quarter of the year. In December President Marcos 
established a Financial Policy Committee to ensure against a repetition 
of this occurrence. The Committee will be responsible for seeing that 
aggregate bank credit to the public sector shall not be incompatible with 
the maintenance of economic stability. Moreover, the order was given that 
the Central Bank should not allow credit to the Philippine National Bank 
or the Development Bank of the Philippines beyond a predetermined ceiling.
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The monetary squeeze imposed in the face of balance of payments 
problems is expected to continue in 1968, and price inflation of 5-6% is 
anticipated. The proposed new tax program would ease inflationary and 
balance of payments pressures and also help pay for needed public works. 
The recovery of exports adversely affected by weather conditions in 1967, 
and an accelerated expansion of other major exports together with a 
moderate rate of imports, are basic objectives to restore order in the 
international sector. 

The econormy slhould be able to meet a substantial proportion of its 
external resource needs from direct private capital investment. To this 
end, a vigorous promc tion program needs to be mounted to repatriate capital, 
attract the inflow of new private capital investment and reverse the outflow 
of capital abroad. Finally, the home climate for investment must be such 
as to attract new foreign firms and encourage investors to reinvest their 
earnings. 

A basic shortcoming in th. fiscal situation is the inelasticity of 
the present tax structure and the opposition of Congress to not only new 
tax measures but the replacement of phased-out taxes. The Marcos Adminis­
tration has tried to cope with these problems by reducing current expenditures 
and increasing revenues from existing taxes through improved administration. 
Fortunately, the dowlward trend since 1963 of public revenues in relation 
to national incorm is being halted. 

The Congress now has under consideration an impressive new tax program, 
for which President Marcos has marshaled considerable support. If these 
measures can be enacted, the prospects for increasing national tax revenues 
by over 20, will be promising. With the passage of the new tax program, 
there should be less need t~o resort to monetary policy for preventing 
deterioration in the balauice of pa rents, or to deficit financing for 
carrying out pull Ic sector projects. 

In manufacturing, a ma.lor aim of the Government is to encourage 
the production of' Int,.i-m-'ate goods which heretofore have been largely 
neglected. This air,) will probabl,, be rflec:te in the industrial priorities 
now under cons i leration lby thio nvwlj et.ublinhed Investment Board created 
under the Tnventmfnt ,ii:entev's Act of lu ,. It is to be hoped, however, 

' that in encou'rn-It1: lr",;trint:; which are (dened economically desirable, 
the Board will give nz (- iil n b1reak to Vort ign inventors as the law 
allows. 

Debt service on the external public delt currently absorbs nearly 
iO of foreign exchange earnintg;s. Tn r,ent. years there has bern a pre­
pond( rtu ce of nhort.-t.v'rii flh, t, at. 1.t:Y:-, twcount in1 ' for more than half the 
total extr'riul ii. I, . In ti, la t, f,'- y,'irs , t'h,. P'hilippInes has 
paid o!'f more Ini .Ohrt.-tin oL,}i a!. lor lia ui wan receivd in g;rants, long­

ion!;. I f'or-J, 11lo11d sub­term h01n; MAh rv'paritr I,, # 1 ' In .t',l:,L'n i be 
staiII nlly ln',r','t:;"A Ili thf,' nvxt, f'w y1'r, t.lle ratio o!' ,]ibti ,,tcrice to 
fore Ign exchful,,e fa i, J:; wo' li IIk,'ly: not. ec,'ed a n numpng,.al,le level. 
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~SELECTED.t~,. 	 ~ ANNUAL TRN SP ILP I E 

* .~ .. .~..9 

t ~ I'iTEM "i UNIT 19632 19614 1'95 1966 1967 i1968 
I1 A. POPULATION: 

(Midyea 
AiT;TTUaaOrovth; 3.4% 

(Percent Urbani:N% 
Thousanda~ 30,241, 31,270 32,3453 -3,477 34,656 353 

PRODUCTION ' 2. 
"2 B AGRICU~LTURE, '39790 

I.4'~~, Total production ijnex ........­ 9-0 119, 12 30 14 19 
2. Per capita production

.Sugwcanab. 
Index ..,4... 102, 

1,230 
105 

15,800 
'104 

:16,100, 
103 

13,280o 
104 

14,600P 

6.corn; shelled, ... '.... ,, 1,290 130 1,380 .1,4r0 I,M 

1r~13 C.INUT /am
1. Manufactuaring production index ,,1963-100 
2,4.r, nieme .. .. . 1,000 HT? 

3,9 Mininginde........ i963'100.,
4, Coal ....,... *~,** ., 1,000 HT?'' 
3., Iron ore (metal content) ,.'... . * - 2 

100 
950
100 
16o 
790' 

. 

10 
1,200

101 
115 
780 

3-11 
1,530

110 
95 
820 

1ii~21 
1,610 

1320 
94 
830 

125( Two) 
1,670. 207(jan)

136 
k(moo) 
450(6 mos) 

SD. 	MN/0RESTRY.,

1, Fish catch ,, ,..,..... HT 570 620 690
... 1 000 
2, Roo-ndwood production .....,,,.M 1 1cudMtr. 7.8 9.0 9,5

3,4 E. ETICITY 
1. Total production .,.... ,....' min JWq 4,220 4,610 4,960 
2.Per capita production ......	 004 150 150
,. 	 1 


F. GROSS.NATIONAL PRODUCT" 

1.Total GNP# current'prices ...... , Hill., poes 17,472 18,875 20,443 22,338~ 24,542
 
2.Total ON?,p current prices ...9.4## m4±1. us$ 4,450 k#40 5o4 5,728 6,293
 

5.Mnsexports of goods & servicas, 	 -893 -92 1,092 I,206 

6.Equals Total Available Resources . U4,959 3,214 5,459 5,644 6,225
7.Private consumption ...,.,... 	 3,501 3,571 3,736
8.ov't consumption (ic. doeene) 	 488 508 538 

3 
35 1 ' 

t3 
9,Orssfied ,,.,,,,, . 9905 1,050 1,097 1,091 1,200~ 	 ­

10. Change instocks ,,,,*,,, 	 63 65 88 79 70
 

11. Change In total GNvP (1966 dollars) Percent +7.6% +2.5% +3.9% +4.2% 43.6% 
12. ONl? per capita (1966 dollars) .... Dollars 1 167 166 170 1 171 175 

DOMESTIC FINANCIAL DATA 
PRICE.. 


j i:Cost of livinsl Xsnila ... , 106 lie 


0,aul 	 2911:10 10007 121M 2~J
 
00000 	 100 111 125 
 .26
 

7, 3. Cost of living, Philippines *@* ~100 106 112 117 WO3( moo 
6 x, l ouwz. Iun=* .............. .163op2o0 100 96 10 ~ 113 131 125(J~~i) 

8 x.cam wamm~ rnjpAcu 	 VIsel yearend nX~n :0 1).
ea~ti re~vnuss,,to Kin,. 1949 213 ,7@al 1 pesos 2109 2%,1 299 

2 xedtrs 	 2,23 2,686 2,6819 3,170
o1,995 	 2,629

3.Deficit or surplus .. ,..,.,-46 -123 -466 -534 -243 -221 

Netbod ofI ici. 30 12
4. oreign grats and lOuzAAG,.. 	 23 6Z 31 310 132 901 
5.Vmo'stic borroving and reserves 	 33 3 3. 1 3 

t - 10umber indicate basic sources listed on next page, nap, r blank speat goNt availablej a dush indicates &ero.
* - lass than one-half the unit shown. # * _LConverted at 39pesos per Us$, 

a rpya einng in year stated, 3l of crop harvested in---gyer - Cmoca 
production only, d - Revised budet. e ludget, 



TABLE.. ....... WofDt Id 4-+ -4 - ~4 + ........ P
" .4 I 4 .. , + + 

HPHLIPPNESSELECTED ANNUAL TRENDS (cont'd) 
IITEN UNIT 1963 1964~ 1965 1966 1967, 1968 

-,yF R441ONEQ TRADE 
6,f J. CO DITY n3ADE 

S1. 
 Exports, f.o~b* 4,,,...,, H411.,us 72? A7 768 838 8132.imports, @,ifs *4 *0 0 0 949ee 0# 491. a- 9 .. 1,172 

A8UCED TADfIO PAR7TNN
 
9,~K. Exports to$ 1.United States .,... ill, Us * 331. 361. 349 333 4252(10 moo)
 

20Y Japan 19 14 21 78 217 0

3. Neherlands .......... 70 60 8 5
 

9 .Iprsfroit 1. United States ,.. 282 3441435 32(0mo
(c '.2.Japant...m . . 11>7 1 32132 6 27 01e)

3.Indonesia 21 0 28.... 

6.KIN(OS(f.o.b.) ­

1.,Coconut products ........... Kil11. US. 242 247 268 280 215
 

3o Wood *.*e~...e.......133 
 3.43 161 208 177
 

7 N. KAIN IMPOM' (c.i.f.)
1.Machinery and tranap. equip. ..... Kill.3.us 29 27'. 276 !7 301mo
2. Petroleum an products ..... "62 77 77 84 86"3# Cereal and preparations ..... 59 66 95 53 68 

6 p. TEN OF DE (EXP f 100p) ........ 1.963-100 100 99 98
 
. Export prices....... 100 02 102
 
2. Import prices.. ....., ........ 00.3..o.
 

PAYMENTS A RESERVYES
 
10 Q. BAWACE OF PAYMI (selected Item) - -­

1.alance on goods and services .... 4i1A,~re 3.04 -24 38 84
 
2.Private direct investmsent .. ,,,-4 -4 -3.0 -15
 

Officil grants (nt) 1...2 14 24 3
 
4.Official loan receipts (net) ... 5 -1 47 1
 

6 itf. RILEsuUWU, aRossf usr laoP ........ Min. 2 8 (M4 r)
 

3. Foreign exchange. .0..62 8,. 3.00...147 ±22.1199 ZO8- "122 

8.oa nxwMIA OREGN ASSI OM~S
6#7 T. COomciAL BamO70maN ABssr,0oos of8B 74 92 121 W*(.lune) 

17LT ***** 

7 V. COW=M AWNLIA5ILTIZv ........ " 143 - 125(wief)
 

U.*CUElAL LAJU ***DI* to 
of 0 189 135 


6 W,XXcwHoMXT (officia)o ..

-1 IM ............Pe>omsA 2,00 2.00 3.90b
par Value ...... 


2.Official "free rate" 391 '3.9t3. 3 3.9..3..
3.1 b 

t BA S O htO .inanctia 6. 0 InternatOion, Itat ,"
 
1,UN "Monthly Bulletini of 3tsiistios.'1 7.Central B"n 'Wews D~igest.' and) "Statisticc.3

2,USDA lconosa Research Service (Wit)special calculations Bulletin." 
3#UN "Statistlcal Yoarbookl." 8,Based t'i eon U3~ AID)replie AID Yorm lu.-74 
4. UN "World Energy Supplies" and AID/V estimsates. adjustedt by PlC/511.
B. on national data adjusted by US Embssy end "Direction of Trade."ased 9. 1)0 

j ~ao~. IS - ~ .. , ­

1<no&* or blank space a Not availablel a da~sh indicates zero. 1.Tbe0 - End ofnperiod,.gs1 n - dt bae 11rjtlnateADV o, I a4wryt, 

444t~4n4a - Includes, reparations. b -The Philippine peso was devalued o- Nov. at 1960 frm 2 Isos 14e dollar to 
43.9 peso$ pets dollar. 
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TABLE II 

CENTRAL GOVERNMENT FINANCES" 

Fiscal Year ending June 30 
ITEM 1965 I I1966 17197Vc
 

-- ?illionr ' of l,;iss'- t.Mil] ion 

A. 	 REVUE - TOTAL ........................... 2 186 2a7 2,611 Z,977 "163
 

1. Doncstic Revenues .................... 2 2 l 2 	 756
 
a. 	Income taxes .......................... 477 f 577 =1
 
b. 	Sales taxation .................... 815 843 1,041 1,220 313
 
C. 	Customs ........................... 381 363 450 527 135
 
d. 	Other taxes ....................... 159 125 142 153 39
 
e. 	Other revenues .................... 331 334 364 402 103
 

2. Foreign Grants ................................ 	 28 7
 
a. 	U.S. Government ................... 9 9 16 7 2
 
b. 	Other (incl. reparation) .......... 14 14 21 '1 5
 

B. 	EXPENI'IMES - TOTAL ......................... 2629 1.1 "1170 13
 

1. Current ................................. 201 £Z' ,3 2,7 (68 
a. National defense .................. 297 2 35 3 
b. Grants and shared taxes ........... 229 213 112 29 76 
c. Interest .......................... 55 75 75 20 
d. Other current ..................... 1,510 1,040 1,51) 1,'(0, 461 

2. Capital ............................... --..538 1'47 'IAI 1- 155 
a. Direct............................. .. ... .. .i 
b. Grants/loans for capital outlay ... 200 3T O I C,, 

c. Govermven*. enterprises ............ 5,7 1 1 1 

C. 	DFICIT 2}YCRE FOREIGN GRIATJ; ............ -1466 -53 -- -57
 
DFICIT AFlT- FOREIGN GPANTS .......... , ,0
 

D. 	FII1AfCING '111E DEFICIT ................ 143 511li 1 O
 
1. Dcr,eztlc rourcs (nr ................ 7 77 T7. 77,
 
2. Foreig.r, 1r rrcwing. (net) ............... 231 #7Y '6.
 

a. O e......n..t .................... (1 (31)
 
14r 	 (.76)b. U G,............................. . ( 1) 


E. GROSS DEBT OUTS'ANDITV 	 ____ 

1. Don-stic .................................
 
2. Foreign ............................... 	 .. "
 

a. U.S. (kA)vrin, . .................
 
b. Othert. .................	 (......
 

a - Accral basis3.
b - 1vI 'v ,W!i t. 

C - !utgt.
d - C(nv,.rto.d at 3.') j'!ot pr dollar. 
S- E ri of ;r.'rio. 
f - Including local currency debt to U.s. Government. 

Revision No. 208
 

MAv 1w~R 	 A.Z.D. (PPC/:uwD) 
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TE BALANCE OF PAYMENTS
 
(Millions, of U.S. Dollars) 

ITEM 1962S 

A ANCE.ON GOODS AND SERVICES ......... -62 


.o.o..........7
l.a.~/Exports, ±.oob. 
imota . .o.b-618 

Trade balance ........ 4 to 

3. 'Freight and insurance o...........' -47 

4. OQther transportation, net .....o.-3 
5. Travel ........... -38 

6. Investment incomeb .......... #.... -17 

7, .Government, n.i.e. ....... . .25 


a. U.S. military expenditures ... (16)
81 Other services'.....to 46177 
8. Total services . ~ 

TRAIS PAYMENTS
 

9. Private ............
 

a. Pensions paid war veterans (iUS 
10.1 Central government (net) .... 13 

a. U.S. Grants (net) ******* 

b. Reparations from Japan ....... 8 

c. Other,..... .............. ... 1 


Nonmoretar sector 
ill. -'Direct investment ........... -3 

,12.; Other private long-torm .......... 


a. Loan receipts so.. a.. 1 17 
rb. Loan repayments .......... -14 

c, Unpaid balar,,,- owed on Manila
 
R~ailroad t ctric Company to ­

13- Other jrivate short-term ......... -27 


15. Central governent, net 2.... 
a. Loan receipts --total ... .4.. Bl~ 

b. Loan repayments ........... -2 
c'.Portfolio securities .... 
d. Local currency deposits for U.S.
 

account e 5..e.....~ 
a. Other liabilities ....... ,.....-


Moetrsectorn
 
IY1. Comrciml bankaj i4abilities ... 6 


a. Specia~l loans from U.S banks()
1.7. Comercial bankcu: ahsets (inar *) 13 

-0Less thin $500,000.
 
Bource: International Monstary Fund.
 

1963 

194 


74 


122 


-42. 
-2 


-22 

-17 

28 

(20) 


-82
 

(65).e3)*6 
(42) 

13 


3 
9 
1 


-4 

-31 


-U-5 
29 

27 


-22 


1, 

4o

)

.22 

ic,64 

-2)4 


757 
-780 

-23' 

-57 
-2 


-1.4 

-26 

31 


(25) 


0252
 

16 

-32 
11 


2 

-4 
28 

91r7.2 

-48 

-109 


.g2 
1 


-12 

1 

253

()()
14 

1965 

38 

-8o8_ 


-52 
-6 

-25 
-32 

61 


()42), 


13 
26 


22 

2 

-10 
-1
 

-38 

-
-118 


48
35 

-38 

to
 
1 

30 

-17 

Page 10 

1.966 19 6 7 c 

84
 

863...
863 
78_ 1043
 

0 2
 

-55 
-2
 
1 

-37 
o44
 
(57j) 

Z7?:::::: 

03) 
4
 

33 

-15
 

-38 

-1
 
-17
 

.2
 
424 

-46 

2 

-3
 

.29
 

Nots Thitm~nmbss~crrspond to'the item numbers used by IMF#. 

812RRSE BIDE FOR ?OOTI'U - -

Revision~~ No2 3AID.(P: SD 
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BALANCE OF PAYMENTS (CONT'D) 
(Millions of U.S. Dollars) 

ITEM 1962 1963 1964 1965 1966
 

18. Central institutions: liabilities ....... 7 -32 14 68
 
a. To IMF ............................... 25 - _7 _1 12
 
b. Other ................................. -18 -32 20 82 17
 

19. Central institutions: assets (incr-) .... -43 - -10 -53 _
 
a. IMVY subscription ..................... - - - -35
 

b. Committed assets (reflected in 16a) .. -12 12 4 12 12
 
c. Monetary gold ........................ -13 12 5 -15 -5
 
d. Other ................................ -18 -47 -19 -50 28
 

D. NET ERRORS AND OMISSIONS ..................... 19 -159 -51 -75 -75
 

a - Non-monetary gold included with totals for commodity trade. 
b - Data exclude reinvested earnings of forein-owned establishments. 
c - Extracted from May 24, 1968 IBRD Report on the Philippines. 

A.I.D. (vPC/3RD)
Bevinioa No. 205 

April 1968
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STATUTORY CRITERIA CHECKLIST FOR DEVELOPMENI Annex 13 

ASSISTANCE: Development Loan Fund 

COUNTRY PERFORMANCE 

A. Progress Towards Country Goals
 

1. FAA §201(b)(5), 201(b)(7), (a) Food production is top priority of
 

201(b)(8), 208. Discuss the extent to Marcos Administration with goal of
 

which the country is: achieving self-sufficiency in rice and
 

(a) making appropriate efforts to corn and accelerated production of
 

increase food production and improve livestock, poultry, fish, fruits and
 
means for food storage and distri., vegetables. Plans for expandedwarehous­
bution; ing and distribution of' the increased
 

output of grains are being prepared
(b) creating a favorable climate 

for foreign and domestic private and carried,out.
 

enterprise and investment; (b) The climate for foreign investment
 
(c) increasing the people's role is clouded by gro-wing nationalism. Th( 

in the developmental process; Investment Incentives Act of 1967 pro­
(d) allocatin expenditures to vides tax benefits and other inducements 
development rather than to unneces- to investment in certain type!; of 
sCary military purposes or intervention industries, but favors domestic investors. 
in other free countries' affairs; (c) The rice self-sufficiency program is 
(e) willing to contribute funds to the increasing the productive capability 
project or progrim; of Philippine farmers. The Presidential 
(f) maing economic, social and Arm for Community Development carries 
uolitical rcfcrm: such as tax out programs at the barrio (village) 
coilectio,- i:pr, vements and changes in level throughout the Phil ippines. A 
land tenurae arrmrigement; and making Decentralization Act providing more 

progress toward respect for the rule autonomy to the Provinces was enacted 
uf law, freeL(:r. (f expression and in 1'67. Provincial Development Counci Is 

of the press, and recognizing the are operating or beirw: cs tab!Lshed in 

import nee of in,i vidua! freedom, fifteen pilot Prcvino,,:;.
 
initiatiwye, and pr l'at ,.nterpri so; (d) More than 70 (A' the national budget
 

(g) responding to th, vit'l ec lomic, is allocated to ::ocit! and economic
 

politie!Ia and ca] conceen:; (' its development. O()I- r'.h 0' thv budlget
 
' peophl, an1d (#: ,r' :.' 'i1 i C1c0 0o u goes to educatlo'11, ?lurly 1O4 to agri­

determination to take ,ffectiv, self- culture and natiiratl r,':i; urce:;, and 

help measures. abno: t 2% to tl"ns i'tt ,011ion and cOM-
Municatilns . (Ui' r, t.'.ately these are 
predonminantly . 1r i u'tt,her than 

capital e.xpnditure:;. ) "' than 15% 
of the budget e It',i national dcfena C. 

(Sco Annex 1). 



... ... .. 


REelations with the United States
 

il. FMA §620(c). Inthe govern-
nt indebted to any U.S citizen o 

0ods or services furnished or ordered 
arxe such citizen has exhausted 
ailable legal remedies, including 
bitration, or the debt is not denied 
z'contested W the government, or 
*lindebtodness arises under such 
erment's or a predessor's, un­

onditional guarantee? 

2. FM.5620(d). If the loan is 

tended for construction or operation 
any productive enterpr'ist that will 
aupte with U.S. enterprise, hu the 

ountry agroed that it will establish 
ropriatn procedures to preventrt to the UI.S. of more than 20%
4bs enterprise' a annual production
ing the life of the loan? 

'~ AInex 13 

(e 4The GOP ~wilIl provide all 4Iocal,
~cuz'rency requirements oif thi project
loan. See Sections V and -VII. 
(f)Improved tax and customs admini­

straionconribued o'a2O%,rise
incenra government revenues during
9671',77 So e.:,eighteen-new7 tax measures-7 -'-- ­

are being~considered by Ithe -Philippine
Congress, with enactment of' many of' 
them considered likely.., In the past, 
two years President Marcos has declared 

but implementation isinthe early
 
stages. A National Police Commuission
 
has been established, and an anti­
smuggling campaign mounted. Private 

entrprseis strongly encburaged and
 

(g) President Marcos has mounted large- -
scale school construction and textbook
 
programs as well as embarking on road 
building, irrigation and other infra­
structure programs. New tax legislation
is designed to increase revenues by
 
1.2 billion Pesos to finance acceleratod 
social and economic development. 

A.I.D. has no evidence that the Phili­
ppinestii sooifdebted.-.
 

Not applicable.
 

. 
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3. FAA §620(e)(1). Has the govern- A.I.D. his ho evidence that the
 
ment, or any government agency or sub- Philippines, including government
 
division within the country, (A) agencies or subdivisions has taken
 
nationalized or expropriated p~operty any such action.
 
owned by U.S. citizens or by arty
 
business entity not less than 50%
 
beneficially owned by U.S. citizens,
 
(B)taken steps to repudiat or
 
nullify existing contracts or agree­
ments with such citizen or entity,
 
or (C) imposed or enforced dis­
criminatory taxes or other exactions,
 
or restrictive maintenance or
 
operational conditions? If soj has it
 
failed within a reasonable time to
 
take appropriate steps to disdharge
 
its obligations under international
 
law toward such citizen or entity?
 

4. FAA §620(j). Has the country A.I.D. has no evidence that the 

permitted, or failed to take adequate Philippines has permitted or failed to 

measures to prevent, the damage or take adequate measures to prevent the 
destruction by mob action of U.S. damage or destruction by mob action 
property, and failed to take appropri- of U.S. property. 
ate measures to prevent a recurrence 
anl to provide adequate compensation 
for such damnage or destruction? 

5. FAA 5620(l). Has the govern- The requisite guarantee programs have 
ment institut, d n investment been instituted in the Philippines.
 
guaranty progr%:% under FAA §221(b)(1) 
for the specific risks of inconverti­
bility and expropriation or confiscation? 

6. FAA §620(o). Has the country A.I.D. has no evidence that the 
seized, or imporo1 any penalty or Philippines has taken any such action. 

sanction againct, any U.S. fishing 
vessel on account of its fishing 
activiti:, in international waters? 

7. FAA §620(,). liti:; the country There is no condition of default under 
been in dofault, luring a period in any loan to the Philippines made under 
exc(,. : of' :o:nths in payment to the the authority of the FAA. 
U.S. on any FAA 1,,an? 
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e FAAe§620(t). Have diplomatic Diplomatic relations bet een the U.S
I latins -between and the Philippines notthe country and have been 

heUS. beens evered? If so, have severed. 
hey b)een renewed? 

App.. §196.,'Describe any The Philippines does not attempt
 
tep0madeby)thecountry.-tocreate to.create-sucn-distinctions. . ..... 
isaisitncten.because of race or religion 
n granting personal or commercial 
90655 or other rights otherwise 
vailable to U.S. citizens generally. 

Relations with other nations and
 
2the U.N. 

1. FAA §620(1). Has the country A.I.D. has'no evidence of such
 
teen representation on behalf of the
officially represented at any 


.nternationalconference when that Phiippies.
 
epreentation included planning
 
ctivities-involving insurrection or
 
ubversion,directed against the U.S.
 
r.countries receiving U.S. assistance?
 

2. FAA §§620(a) 620(n); The Philippines does not sell or furnioh
 
~p. §§107(a), 107b,16 Has the items of economic, military or other
 
ountry sold, furnished, or permitted, assistance to Cuba or North Vietnam,
 
nips or aircraft under its registry and has taken appropriate steps to
 
ocarry to Cuba or North Vietnam, prevent ships or aircraft under its
 
~ems of economic, military or other registry from engaging in such trade.
 
sitance?
 

3. FAA §620(u); App. §l4. What The Philippines is not in default with
 
Sthe status of the country's U.N. respect to its dues, assessments or
 

ties, assessments or other obligations? other obligations to the U.N. The
 
oss the loan agreement bar any use of Loan Agreement and disbursement pro­

do to pay U.N. assessments, dues or cedures will ensure that loan funds
 
rearages? are not used for payment of U.N.
 

obligations.
 



,Mk 

D. Miitary ttion 

1. FAn S2 the cIn our judgment thePhilippinesA .at is 
engaged in or prepared for aggressive neither engaged in nor preparing 
mility efforts directed againat'the for qpgresuive military efforts 
V.S. of countries receiving U.S.~ against any country cuntr. 
assist&nce? -

2., FAA §620(s). What is(1)the Defense expenditures were 12.5% 'orthe 
percentage of the country's budget 1967 budgets' ad of the total estimated, 
devotea to military purposes and FY 1968 Philippine budget, i14.4% is, 
(2)th6 mon of the countr'y's devoted to Nltional Defense, Approxi­
toreigh exchange resources used to mately one-third of this amount in 
acquirb military equipment? Is the for maintenance of peace a~nd order. 
country diverting U.S. development No Philippine foreign exchange 
asaiutance or P.L. 4+80 saaes to. resources are known to be used to 
militai-y expenditures? lIsthe acquire military equipment. We know 
country diverting its own resources of no diversion of either development, 
to unnecessary military expenditures? assistance or of P.L. 4.80 sales to 
Findings on these questions shall be military'expenditures. We are not 
made for each country at least once mre of any diver sion of Philippine 
each fiscal year and vi often in raouces for unnecessary militury 
addition as may be required by a expeditures. 
material change in relevant circum­
stances. 

3. App. 5119. Since January 1, Not applicable to the Philippines. 
196$, has the country purchued
"1sophisticated weapons systems", 
disbursements for which are required 
during the current A.I.D. fiscal year?
If so, his.the withholding of an 
equivalent amount of A.Z.D. assistance 
been adequately provided for? (N t 
applicable to Greece, Turkey, Iran, 
Israel, Republic of China, the 
Philippines and Korea.) 

+ ;: "+. : + .. - . . . , ". . . . 4 + + + J +" . r + "++ + ++ U 

~II~I 

Cl,-,.,-:+ ++++++ 

...: ? P : . ' '+I : :: " ;: - ": +':+ +:' + ' "' I' + " : ,+ '++ 'i "'IiL , L::)+ 

i 
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2. FAA §611(a)(1). If substantive Yes.
 
technical or fincancial planning is re­
quired, have engineering, financial,
 
and other plans necessary to carry
 
out assistance, and a reasonably firm
 
estimate of the cost of assistance
 
to the U.S., been completed?
 

3. FAA §611(b); App. §101. Have Not applicable. 
plans for a water or related land resource 
construction project or program in­
cluded a cost. benefit computation;
 
has the project or program met the 
relevant U.S. construction standards
 
and criteria used in determining
 
feasibility?
 

4. FAA §611(e). If this is a The USAID Director has so 
capital assistance project with U.S. certified. See Annex 10 
financing in excess of $1 million, 
nas the principal A.I.D. officer in 
the country ceitified as to the 
country's cr;.pability effectively 
to eatainutilize theand project? 

B. Relation to Achievement of Country
 
Lind Regional Goals 

-- Country Goals 

1. FAA §§207, 281(a). Describe
 
this i-cn's relation to: 

(a) institutions needed for a This loan will utilize the
 
denocratic society and to assure mechanics of a cooperative 
" xir pnrticipation on the to help the rural populace 
;':r f the pople in the task of provide electric power to suppor. 
Cc.vnoic developMent; increaaed agricultural 

productivity. Se Sections I 
(b)enabling the country to neet its and I.
 

food needs both from ito own 
resources and through develop.
 

ment, with U.S. help, of Infra­
structure to support increased
 
agricultural productivity; 



tioa n cmuiato systems;
 

pulcamnitain uran
 

(c):; meeitingtesinca ing nduortrined : 

(d)developi~n;proram to mee pulio. Annwxs1'aexistin 


activities, ildin industriua

cooperataunions,an 

agencies; improvemet of ransporta-r "' 

a p uaaac r 

;::' i/.; :;development; and modernization! of ; i 

:;: :-:::activity,'s consistency.with and ra- ' to the national goal of increased :')ilatiOnship to other developmnt7 agricultural pructivity, which 

. a::,:'i its contribution to a key element in the:: - - i! ! 
self-sustaining-- ii 

:ctivities,:-and in .. 
raiallograne objectives.-growh, achievemntSeeSectionof . 

. FA §201(b)(9). How will the The activity related closely 

• activity to be finaned contribute to to the national goal of increased
the achiev ent of self-sustaining agrioumturl produtivity4 which 
- olwtha s a dea key elemnt in the 

actiachevemet of sen-duitangiind 
d l wth. See Section el 

projacttisand iteal e heconrictiovetopi- leeti 


priaeloanci describe how such project directed at long-range extension 
w tioille the c ste c of rural eletrificatin to ....pr try's eo 
delpbl t tainit a count the help acelerte economic andmronthi e leeti h
 
countryvlo umn and mteriaatireoure social development. Se
 

...... i t oerecuir and re- t hlationthio oi
nts Section 
S abetioenutimto obetive oe the alv 



-- ----- - ------

.A4 e-444.n-	 eh ln 

-- Gener44 
4

,13 un s ----- 4­

1.roa FA S e o2044e2e1(b)(2).s t 	 he rate o:"f tert is 

of interest less :than: 2 per annum during 	 +I nterest: throughout the l:oan, 
+the race period?: Is :the: rate +of interest 	 - i n cl u d i n g +thegrace period will: 

-higher +thanthe country's applicable:+ : be at++therate of 3 1i+/2%pe~r
L.legalrate of interest? ... !+ annu;%, which rate is not + higher 

i , +./i ?-:. . + : : : than +the,applicableL:legal+:rate:+: 
.. .. of: interest in the Philippines.
 

1.FA44 21b)(1'). To what extent mExport-ImportThe 	 Bank and the4 ' 44 2 2,++: fl%4 + ? 	 4+++4:++ 
can financing on reasonable termsbeBRarunilgtocsdr 
obained from other free-world sources,: this :application. Financing
inluding private sources .wit.hin the is avail­imnot +considered to 'oe 

US.? "able Vrom private sources,
 

1.FAS§2O1(b)(2), 201(a).: 	 The project has been thoroughly­ri 	 anDescrib the ativity's econom 	 eiee o economcan 
t+echnical soundness; did the applica • technical soundness by a team 
tion, together with information and of Rural: Electrification 
assurancess indicate that funds will seciits (MC tam) as 
be rused" in :an economica.ly-and "well an+by. the ,responsible 

•:i+:::::itechnicall eoun manner? EA SAtaff. office and the loan 
+:+::':::+-' ..... Fro- detailed"committee 

: :1+: 'analysis:1. + .. . s e e tions I1II:and 
::': + :+: *IV,. Controls to be incorporated 
::+::r r.• + • in: the ijow4 Agre ment: will: 

+: :: ? :*+' .. . . ': L'" ensure Oti the fuInde .aro usod 

+++ 	 in accordunce with the +above 
snalysis and project plan. 

L ' 

+ 

• : 

+.. 
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a aa a a a a geaa a 

50 FA 5201(b)(3)." In what I aasdess exetdtat rura 

of""a .aa .... S ' 'a' ,a 
cotr' iin to'a devlopen ofeoomcia"e giclua 

reorcs or to inraeo rdutv$rdciit n xaso 

ca ciis of agiulua buinss 

6.~~~~~~~21b.Hwde FA h Tepormi ietda 

programaa under whcasitnei h ua ouain hc 

prvie h reonzatqlrcopie h aoiyo 

nes deiean caaiisoth utr dttl pou ao 

meMtand~suInr )) euato waysdes tecopetedithaforudrectwhi is 


ocnmc and emoctratiata~aeffactr~tipaticptoQn oiadevelopment nrae 
procesoetscesec' rdutv poduitivity
prcasd
 

How dill thes TepOlymidiretytrugh.. 
lonecognithe cth paftfolrt opuslfatuwin. 

................... FAA §6ol(b). (a 


y' pheraio 
flo conmpise goth;m*rtye 


privnes irtitivand cpeition;'thcoertryve otal ptopuato 

to: a)thicreaeof b oa
 

ah
 

u.e locstboeri 
ot cooperupivrt ceii uion wndilthaeoorte oportunirt.
anaingsi on assuoeird ns for privatio in intit sna 

'dio urage motic 


- . . (to encourage ittoaldevelopmen an opportuility though 

p ptonini prlitical; dectiopmn 1t cam "morb) 
preimprov ficec faolitca pehia pr)oceapliebl. 

industry,F (a) inietl throanh5601(a)ur,an ommeill ths nwer 
andnf) srengthe urenar unfonts? promotio appslf-ucaining 

aoun (a)inreyue the loan econthomigh (b)theloan
ofic rvh 
ging rctly toradevte enterpie renkipie ia piva 
goiva to interiateadcoeitin;tu cprtivzorgtin. Tem 
iu enoragter beopmoens and use bvailabilctyeof'nlor Loecost 
oriat eterrie; breinguseonso will cre o e opp.ourtunit 
ianesavns afdon asriati ouon; or ivaintatv,.a 

irndturnagriuse d o mce;e)eanwrst(ban 

pgongto intermdivate redit istiu rvt.zoren l tint 



actio issirire 
-­,v action is'~required wihi th oopein ftepoet 

ieipentc4 nty Whti h5bssIirdrt-comls h 

for~ resonalehatexpadedproramntiipaton hic th 

suc acin il4ecmpeedi oa s nene o tmuae 

tional chne th nnex 13ich 
fund wil le Paeaviage 1 
to'hepowr ystms 
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Pae 1 

SRegional Goalsi 

- 1. -M e§619.If this loan is The Philippines is not a newly 
assisting a newly independentcountry, independent country. 

permitsuc sisthd nce to be furnishedT 
through multilateral organizations or 
plans? 

t2. FA §209. If this loan is iThis loan is not directed at
 
directed at a problem or an opportunity a problem or an opportunity
 

-that 
 is regionalin nature, how does that is regional in nature,
 
assistance under this loan encourage The Philippines is presently
 
a regional development program? What a recipient of assistance
 
multilateral assistance is presently from the IBRD, IFl,and UN
 
being furnished to the country? Technical Assistance agencies.
 

C. Relation to U.S. Economy
 

nEployment, Balance of Payments,
 

Private Enterprise
 

1. FAA §5201(b)(6); 102, Fifth. The project's output of
 
What are the possible effects of electricity will not compete
 
this loan on U.S. economy$ with with or adversely affect
 
special reference to areas of sub- the U.S. economy in any
 
stantial labor surplus; describe the respect; all commodities and
 
extent to which assistance is services procured will be
 
constituted of U.S, commodities and of U.S. source and origin;
 
services, furnished in a manner it in probable that none of
 
consistent with improving the the items financed under the
 
U.S. 	balance of payments position? loan would be purchased but
 

for the loan.
 

2. FA 55612(b), 636(h). What The 	GOP will provide all local 
steps have been taken to assure thai, currency required for comple­
to the miximum extent possible, 	 tion of the project. The 
foreign currencies owned by the U.S. 	 Philippines isnot an excess
 
end local currencies contributed 	 currencoy country and foreign
 
by the country are utilized to meet 	 currency isnot available to be
 
the cost of contractual and other 	 utilized inlieu of dollars.
 
services, and that U.S. foreign
 
owned currencies are utilized in
 
lieu of'dollars?
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3 FAA §601(d), App. §15. It' Engineering and other pro­
$i.this loan isfor a capital project, fessional services will be 
~ owhat extent has the Agency en- procured inaccordance with. 
couraged utilization of engineering the Capital Projects Guidelines 
and-professional services -ofU.S. . from eith , -firms -orthe 
firms and their affiliates? Ifthe affiliates. No construction 
loan is to be used to finance direct will be performed by third­
costs for construction, will any of country nationals,
 
the contractors be persons other
 
than qualified nationals of the
 
country or qualified citizens of
 
the U.S.? If so, has the iequired
 
waiver been obtained?
 

4. FAA 5608(a)., ProVide in- U.S. Government excess property
 
formation on measures to be taken will be utilized where practic­
to utilize U.S. Government excess able in lici )fnew items.
 
personal property in lieu of the
 
procurement of new items.
 

mad FMA §602. What efforts have been Small Businems Notification
 
made to assist U.S. small business procedures will be utilized,
 
to participate equitably in the
 
furnishing of commodities and services
 
financed by this loan?
 

6. FAA §621. Ifthe loan A team from the NffECA which
 
provides technical assistance, how has prepared the feasibility
 
is private enterprise on a contract study for the project will
 
basis utilized? If the facilities of continue to provide technical
 
other Federal agencies will be assistarce. The MMEA
 
utilized, inwhat ways are they specializes in rural
 
particularly suitable; are they electrification problems and
 
competitive with private enterprise is peculiarly suited for
 
(ifso, explain); and how can they be serviceo n the present case.
 
made available without undue
 
interference with domestic programs?
 

7. FAA 611(c). If this loan Contracts for construction
 
involves a contract for construction will be let on a competitive
 
'that obligates in excess or basis to the maximum extent
 

1000), will itbe on a practicable.
 
competitivs basis to the maximum
 
extent practicable?
 



, Procurement 

,... , 

1. FAA §602(a). Will commodity 
procurement be restricted to U.S. 
except as otherwise determined by 
-the -President? ­----------

FAA §604(b). Will any part of 
this loan be used for bulk commodity 
procurement at adjusted prices higher 
than the market price prevailing in 
the U.S. at time of purchase? 

3. FAA §604(e). Will-any part 
of this loan be used for procurement 
of any agricultural commodity or 
product thereof outside the U.S. when 
the domestic price of such commodity 
is less than parity? 

D. Specific Requirements 

1. FAA §201(b). Is the country 
among the 20 countries in which 
development loan funds may be used 
to make lopus in this fiscal year? 

2. App. §112. Does the loan 
agreement provide, with respect to 
capital projects, for U.S. approval 
of contract terms and firms? 

3. FAA §62O(k). If the loan 
is for construction of a productive 
enterprise, with respect to which 
the aggregate value of assistance 
to be furnished will exceed $100 
million, what preparation has 
been made to obtain the express 
approval of Congress? 

a'! 
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Yes.
 

No.
 

No.
 

Yes.
 

Loun Agreement will provide for
 
A.I.D. approval of firms and
 
terms of contracts for pro­
vision of engineering, procure­
ment and construction services.
 

Not applicable.
 



.. i ... iiiii
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4. FAA §§620(b), 620(f); App. The Philippines is not 
§109(b). Has the President dominated or controlled by the 
determined that the country is not international Communist 

.
dominated or controlled by the movement

international Communist movement?
cuntry- s-a Commufiist-.I_--­

country (including, but not limited 
to, the countries listed in 
§620(f)) and the loan is ihtended 
for economic assistance, have the 
findings required by FAA §620(f) 
and App. §109(b) been made and 
reported to Congress? 

5. App. §109(a). Will any military No. 
assistance, or items of military or strategic 
significance, be furnished to a Communist 
nation? 

6. FAA §620(h). What steps have The loan agreement will
 
been taken to insure that the loan contain implementation con­
will not be used in a manner which, trols prohibiting such use.
 
contrary to the best interest of
 
the United States, promotes or
 
assists the foreign aid projects
 
of the Communist-bloc countries?
 

7. App. §118. Will any funds No. 
be used to finance procurement 
of iron and steel products for 
use in Vietnam other than as 
contemplated by §1187
 

8. FAA 6636(i). Will any No.
 
part of this loan be used in
 
financing non-U.S. manufactured
 
automobiles? If so, has the
 
required waiver been obtained?
 

9. FAA §§620(a)(1) and (2), No. 
620(p); App. §117. Will any 
assistance be furnished or funds 
made available to the government
 
of Cuba or the United Arab Republic?
 

.....I. . .- ... ., -: " , - .. . . . . . . . . ­
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10. FAA §620(g). Will any part No. We have no information
 
of this loan be used to compensate owners that any assistance has been
 
for expropriated or nationalized used for such purpose in the
 
property? If any assistance has past.
 
been used for such purpose in the
 
past, has appropriate reimbursement
 
been made to the U.S. for sums
 
diveted ?._ 


11. FAA §201(f). If this is a project The private sector is the
 
loan, what provision has been made for ultimate recipient of the
 
appropriate participation by the loan. The GOP servos merely as
 
recipient country's private enterprise? a conduit and as guarantor
 

of repayment.
 

12. App. §104. Does the loan The loan agreement will so
 
agreement bar any use of funds to pay provide.
 
pensions, etc., for persons who are
 
serving or who have served in the
 
recipient country's armed forces?
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CAPITAL ASSISTANCE LOA14 AUTHORIZATION 

Provided from Development Loan Funds
 
(Philippines: Victoriao Rural Electric Service Cooperative)
 

Pursuant to the authority vested in me as Assistant Administrator
 
for the Bureau for East Asia of the Agency for International Development
-
(hereinaftecalled 'AID.)by the-ForeignAssistancetAct-of-i961- a-


amended, and Delegations of Authority issued thereunder, I hereby
 
authorize the establishment of a loan to the Development Bank of the
 
Philippines, a development bank wholly owned by the Government of the
 
Republic of the Philippines of not to exceed Two Million ($2,000,000)
 
Dollars, the said unds to be relent to the Victorias Rural Electric
 
Service Cooperative to finance the foreign exchange costs of machinery,
 
equipment and related services for the purpose of operation, trans­
mission and distribution of electric power in the project area, Negros
 
Occidental, Philippines. This loan is to be subject to the following
 
terms and conditions:
 

1. Interest Rate and Terms of Replayment
 

This loan shall be repaid by the Development Bank of the
 
Philippinus
i within twenty-five years after -the date of the 
first disbursement under the loan, including a grace period 
of not to exceed five (5)years. The interest on .ho unrepaid 
principal balance of the loan shall be at the rate of three 
and one-half (3,%)per annum from the date of fitrot d1sburse.­
ment.
 

2. 	Currency of Repayment
 

Provision shall be made for repayment of the loan and payment
 
of interest inUnited States dollars.
 

3. 	 Other Terms and Conditions 

(a)Equipment, materials and services financed under this
 
loan shall have their source and origin inthe United States.
 

(b)A.I.D. approval of the detailed design for the system
 
will be required prior to financing of the construction
 
phase of the project.
 

(c)This loan shall be subject to such other terms and
 
conditions as A.I.a. may deem advisable.
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This authorization shall lapse one hundred twenty (120) days 
from the date hereof unless a satisfactory a ,'eer :'tw has ben 
negotiated and siCne(I by the )evelopment Bank of Lie Nhilippipnes, 
the Victorias Rural Ylectric Service Cooperative, and A.I.D. prior 
to that dafte. 

John C. Bullitt
 
Assistant A iministrator, E'ast Asia
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Annex 15UNITED STATES DEPARTMENT OF AGRICULTUF 

RURAL ELECTRIFICATION ADMINISTRATION
 

WASHINGTON. D.C. 20250 

OFFICE OF THE AOMINISTRATOR 

JUN 4 168 

1-. Lawrence L. Lorenzen
 
dmiFistrator, Far ezt Program
 

international Program Division
 
Vationa. Rural Electric
 

Cooperative Association

.Jshington, D. C.
 

Dear 1.r. Lorenzen:
 

This is in response to your request for comments concerning REA's electric
 
ican feasibility study procedures.
 

The irajority of our loans are made to existing borrowers under v'hat we
 
call the short form procedure. Under the short form procedure, the loan
 
feasibility study is essertially a recapitulation and review of the bor­
rower's history and trends bearing upon loan repayment capabilities.
 

it is my understanding, however, that you are more concerned with our
 
orocedures as they would relate to new systems and to systems where the
 
development of the borrower has been comparatively less rapid. In such
 
situations we would generally request the loan applicant to furnish us i 
10-year financial forecast, based on a year-by-year forecast of plant 
investrents, retirements, revenues and expenses, and including pro forma
 
balance shieets prepared as of the 5th and 10th years of the forecast.
 

arj:nirs for each Year are determined according to standard accrual account­
irg principles. 1e also obtain a cash flow summary. The cash flow su-zary
 
is the ner significant part of the feasibility study fo- several reasons:
 
"'A na!:es only loans, not grants, which must be repaid with interest.
 
ccondly, over a -:cricd of time it would be possible for a borrower to
 

e'eratc in the black but still rot have a cash flow adequate to make
 
prac.L.al pavements when due. Third, from cur experience, n-w systems
 
typically begin with operating deficits on an accrual basis.even though,
 
on a longer term basis, they will have a cash flow adequate to repay their
 
loans.
 

..


would not cxpect a now system to operate with margins on an accrual basis 
in its early years, and possibly for several years. From a caah standpoint, 
the loan to a new.system would probably include a small amount for working 
capital that could be used to help meet operating expenditures for an initial 
poriod, such as 90 days. The loan would include funds with which to make
 

*.fe 


interest paynents during the construction period and possibly for an initial 

http:prac.L.al
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operatirl :aricd. Principal payments would not be required until probably 
5 years after the date of the note. Such steps help to case cash bur,ns 
in the early years, when the system can be expected to be incurring deficits 
on an accrual basis. As the system becomes stronger, its principal repay­
r.ents can be made greater. 

Cne of the sinificant aspects of the electric utility industry is not only 
that it is capital-intensive, but also that construction and operating costs 
are heavily influenced by size. In general, the larger the unit of utility 
plant, ,hather that unit is a generator or a mile of wire, the cheaper the 
cost per kilowatt or other unit of capacity. In general, the more k.ilowatt 
hours a s'stem can sell, the lower the cost of producing and distributing 
the electric service on a per K'dh basis. A ncw system necessarily stArts 
with co:parativoly high costs; as loads develop and sales increase, unit 
costs will go down.
 

.nother significant aspect is that most items of electric utility plant can 
be exp:2ctud to have a service life of 25 to 40 years. Our experience is 
tha;, duri this tine period, the loads will rultiply several times. ThIs, 
to be economical over the long haul, and in order to avoid preaatura retire­
rent n ropacuo.nts of plant, most of the facilities that are installed 
necd to have a ca.acity considerably greater than required to meet current 
load. ilae this is true for old syst. as well as for new syst..s, the 
eono: inc ccn sequncen fall much harder on the new system. The dispoylty 
bQtwcer capvczy " 'ovided and the use node of the service is never so great 
as in the ginrZ .
 

Th; :q .. cover the full
 unnidn: qy not set rates high enough to 
cost of o'~v "c the beginning? Frum our experience, it appears that 
sucK a rate . robnbly be so high as to make the prooosal unfeaL.Mb . 
St)nr, rates; a:a L t to reflect sale; and costs on the basis of econcm'ic 
as;t :: L,.to th p&cble use of electricity and expenses after a few 
i:. .. - A.n.. Such rate, are much ,nine likely to pr ,,ut the 
c ......., i .....a ect/ city which i II r:,ult in the lower unit costs 

rec,, to :0a. the ol.rate in, thnesyatec;c black.
 

AL c;cvibed above, in general we would consider a loan to a distribution 
.....fasible if the ina al. forc, sne, that it could i,ent its 

cash c tion .... ure die (.:in, t,, rucest periud and if the cre­" than 
cast h. trnds indict2 a cont.n.. ability to meet its obligations. 

:.n.2osc: is a cowy of our DBuletin 105-5, "Financial Forecast - Electric 

is.ib Uc Sy..Uns," and the related forms. 

Sinceru~y yours,
 

ichairdti. W raoo
to 
Assistant Adninistrator
 

http:unfeaL.Mb


AID-DLC/P-730
COP Y 	 AID-DLC/P-731 
June 14, 1968 

Annex 16 
REPUBLIC OF THE PHILIPPINES 

NATIONAL ECONOMIC COUNCIL 
P. 0. Box 1116, Manila
 

May 30, 1968
 

Dear Mr. Haraldson:
 

This refers to our letter of April 30, 1968 regarding the appli­
cation for a loan to finance the two pilot rural electrification pro­
jects under the Program of Rural Electrification through Sprvice
 
Cooperatives.
 

With the authority of the Development Bank of the Philippines,
 
we request a loan of US $3,130,999 to cover the foreign exchange
 
requirements of the Victorias-Manapla-Cadiz Rural Electric Service
 
Cooperative in the amount of $1,996,500 and $1,134,469 to cover the 
foreign exchange requirements of the Misamis Oriental Rural Electric
 
Service Cooperative. The total loan requested for the two electric
 
cooperatives were based on tne 	feasibility study reports and recent
 
revisions on these feasibility 	reports which were prepared by the
 
National Rural Electric Cooperative Association team under the NEC-

AID technical assistance program. 

It is the understanding of this Office and of the Development Bank 
of the Philippines that the dollar loan will be for a term of 25 years, 
bearing interest of not more than 3- percent per annum, with annual 
repayment of principal to begin after the first 5-year period. The DBP 
will extendl loans to the rural electric cooperatives at an interest 
rate not to exceed 5 percent per annm. The peso requirement of 
1,850,000 for the Victorias-Manapla-Cadiz Rural Electric Coopera­

tive and V2,137,029 for the Misamis Oriental Rural Electric Cooperative 
will be provided through loans to be extended to these cooperatives by 
the Plectrification Aaninistration at 3% interest. The usual fix charges 
for engineering services, insurance and commitment fee will be waived 
by the E'lectrification Administration on thea.± two projects. The peso 
fund will be released in full and deposited with the Development Bank of
 
the Philippines in the account of each cooperative. The National Power
 
Corporation and the Electrification Administration will provide the
 

Mr. Wesley Haraldson
 
Director
 
USAID Mission to the Philippines
 

Manila
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necessary technical assistande to the Dcv iopment Bank of the Philip­
pines in the administration of the loan and to the electric cooperatives
 
in the installation of the facilities. The technical assistance will be
 
provided at actual cost to the cooperatives, that is, the cooperatives
 
will only pay the per diems and travel expenses of the technical per­
sonnel from the National Power Corporation and Electrification
 
Administration working directly on the project, while their reguLar 
salaries and overhead expenses will be borne by their respective
 
mother agencies.
 

Sincerely yours,
 

//
 

EDUARDO Z. ROMUALDEZ
 
Acting Chairman
 

COPY
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COMMIT?!! ON RULES 
COMMITTI ON COMMERCE AND INDUSTrY 

'PFMM0ANE Z COMMITTEE ON COMMUNITY DEVELOPMENTUL PETI 
COMMITTEE ON FINANCK 
COMMITTEE ON GAMIS, AMUSKMI[NTS AND 

TOURISM 
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Dear Mr. Love, 

On the eve of your departure from our country, I would like to 
express my gratitude for your sincere efforts to help us in our pro­
gram of national development. I refer particularly to the deep inte­
rest you have shown in the establishment of the first two pilot rural 
electric service cooperatives in the Philippines. 

Governor Roa and the other officials of my province of Misnanis 
Oriental, an well as the members of the Misamis Oriental Rural 
Electric Service Cooperative, have also requested me to convey their 
thanks to you. They have noted, particularly, that you took time out 
from your busy schedule to fly to my province on a week-end, in order 
to meet with them and inspect the area of the cooperative. 

Having been in public life for almost two decades now, I have 
had the opportunity to watch at close range the results of U. S. as­
sistance to the Philippines all through these years. I have seen many 
of these projects bring about a beneficent impact on the lives of our 
people. But, praiseworthy as they have been, not one of them offers 
so much toward, the betterment of the living and economic conditions 
of our people as rural electrification. 

Since the first day last December when I met Messrs. Robert 
Williams and Phillip Parker to discuss the establishment of a rural 
electric service cooperative in my province, the idea of rural elec­
trification has so obsessed me that all these months I have devoted 
most of my time to this ubie :t. And the more I connider i.n rnmi­
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fications, the more convinced I am that rural electrification is one of 
the principal keys that will unlock the door to national progress. 

I am happy to inform you that my enthuL:Iasm has been shared by
 
the highest officials of our government, including President Marcos.
 
I believe that the President himself is now convinced that rural elec­
trification partakes of the nature of an infrastructure, as much as law
 
and order and roads and bridges, and that therefore it must be given
 
the highest priority in our progrmn of development. Such is the Presi­
dent's interest in the establishment of these pilot projects in rural elec­
trification that he has personally issued directives to the governmental
 
agencies concerned to give their unconditional support to them.
 

As I look towards the future, I feel certain that the establishment 
of these two pilot projects will bring about a chain reaction that will ac­
celerate our development. In fact, I am equally certain that as soon as 
the approval of these two projects by both the Philippine and United 
States governments is announced there will be a rush towards the esta­
blishment of similar projects throughout the country. For this reason, 
I am now preparing a bill governing the establishment of rural electric 
service cooperatives along the lines of U. S. legislation on the subject 
matter. I hope to present this bill, *vith the President's certification 
on the urgency of its enactment, eithor in the special session of Congress 
next month or, at the latest, in the regular session early next year. 

I think you should also know that, with the new interest in electricity 
and electric power engendered by the proposal to establish these two 
pilot projects, President Marcos' adminititration is now giving rural 
electrifi,'ation the highest priority. Thus, we are reviewing the pollcies 
of the National Power Corporation, so that instead of merely serving 
existing private electric franchise holders, It shall give priority to serv­
ing rural electric servict, (,loperatives. We are al,,o taking steps to ex­
tend NPCts transmissirfn linrw through the construction of a grid to serve 
almost all of Mindanao. 

We are also Initiating a review of our irrigation prograi,. Whereas 
up to the present the Irrigation Service nit hasi programmed iIr 'ra­
tion projects having in mind pumps to be driven by dietel engines, we are 
now studying the feasibility of using the electricity generated by the Am­
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buklao and Binga hydroelectric projects to run these pumps. 

I have gone at length to inform you of these developments the 
better to underscore the crucial importance of the establishment of 
the two pilot projects in rural electrification. I hope that with this in­
formation, you will be in a better position to emphasize to the author­
ities in Washington how meaningful these projects are to President 
Marcos and his administration and to our people. We will give them 
our fullest support. With yours to boot, they cannot fail. Instead 
they will open the gateway to real progress in our country. 

Bon voyage and may you come back soon to see the realization 
of this and other projects which will serve as symbols of the friend­
ship between our peoples. 

Sincerely yours, 

"PA4MANE PLAEZ 


