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June 1h, 1978
PHILIPPINES
RURAL ELECTRIFICATION PRCJECT
VRESCO

SUMMATY SHEET

1. BORROWER AND SUB-PORROVWER: Borrower i~ the Deovelopment Bank of the
Philippines: guaranty from the Government of the Philippines. The runlis
vill be reloancd Lo the Victorias Rural Electrie Serviae Cooprrative (VRESCO),

2. ADMINISTRATION OF THE PROJECT: Local currency funds will be provided
to the cooperative by the EBloectrification Administration but the fuands
vill be deposited in an account with DBP who will handle all disburserents
The Development Banlk of the Philippincs will borrow the foreipn currency
required for the project and will relend both the dollars and pesos to

the cooperative The National Power Corporation will provide technical
supervision for the decign, construction. and initlal operating phases

of the pro'ect under o written agpreement with DBP.

2. AMOUNT OF LOAN: $2,000,000

-

h.  TOTAL COST OF PROJECT: The total cost ol the proiect is $2.475,000
broken down between dollar and peso cogts as {folles:

Dollar amount of the loan $2.,000,000
Estimated peso amount of the loan¥
(to be advanced by the Electrification

Adminictration) 575,000
TOTAL 32,075,000

5. PURPOSE OF THE LOAN: This is a pilot demonstration procat to initiate
& program of rural electrirication in the Philippines with the following
objectives:

(0) to demonstrate the econouic feasibility of raral ele-trification.

(b) to demonstrate the benefils to the repional neonomy from the
introdnction of electrification to rural areas of runsiantial

population.

(¢) to Jevclop public sector support, for a nationvile progsram. in-
cluding cale of pover, technyi al assistan e and financing

6. DESCRIPTION OF PROJECT: The projeect, vill provide for installation

of pencrating equipment and for substantial expansion of the distyibution
gystem of an exicling »lectric cooprrative in Vietorias, HNegros Oceidental
Electrie pover will be provided to an estimated 7,000 soncumer Cnmllics
(approxinntely 40,000 persons) and to franchischoldors in tvo poblnefons
(towns). The conporative will provide reasonable cost non- interrupl ible
pover serviee to all persons within the cervice nica depicing Lo Intereonneet,.
This is the first of two pro,icets for wvhieh USATD Montlo hae vecommenlied
A.I.D. financinl assictance..

¥ 3.90 pesos to one dollar
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(e) Th: DBP, GOP &nd VRESCO will 211 he pnrtles to the loan agreement
wvith A, I.N.

(f) Equipment, materials, and cervices financed under the loan shall
have their couree and origin in the United States

(g) The GOP will covenant to proviie the loral ~urrency reqiirerments
for ~ompl-tion of the projiect on time anil in the wmanner hepe

Arsaribiedd

(h) ‘'he loan will be subject to other terms and conditione ns set,
forth ir the attached loan paype:r. (See Section VIT).

Loan Officer: HBHelman, EA/SWP

Phil, Desk: ARLove,  FEA/SWP
Couns~l: JKessler, EA/GC
Enginocer: JGlaws, EA/ENGR

Financial Adv: IObolensky,EA/CDF
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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 construction will be dinitiated.  The
cooperative will then select o firm, in the manner desceribed above,
to construct Lhe system and to undertaie procurement ot' plunt and
equipment.

Technical and management assistance will be provided throughout,
on an advisory basis, by the NRECA team under contract to USAID.

Conditions and covenants of thc loan acreement waong A.T.D,, the
GOP and the cooperative are discussed in Section VII. A t.imetable
for completion of the project appears in Anncx .
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V. Financial Analysis

A, Project Costs Summary

Peso Cest, Totul in
U.S. Cost In U.S. $ U, S. &
Generating Equipment 921,000 53,000 97k, 000
Outside Plant 807,000 176,000 983,000
General Plant 43,000 12,000 55,000
House Wiring Fund - 92,000 92,000
Engineering 50,000 65,000 115,000
Working Capital - 34,000 34,000
SUB-TOTAL 1,821,000 132, 000 2,053,000
(10%) Margin for
Contingencies¥ 182,000 43,000 224, 000
TOTAL 2,003,000 575,000 5 778,000
Amount of A.I.D. Loan 2,000, 000

Electrification Administration (peso loan) 75,000  (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 operations and (b)
additions to the system during the second and third years of oprration. The
latter has been included to assure financing so that the cooperative will
progress as scheduled during the early years until it can develop a
demonstrable load demand and become capable of obtaining financing through
favorable channels.

Interest on the A,I.D. loan is 5% to the cooperativ: and includes
a fee of 1 1/2% to the DBP. Interest on the EA loan is a4 77.7*#

B. Financial Projections

Prolformn balance shects, profit and logss statoenents and cash £low
projections for the first ten years of operations by Lhe conp:rativ- and
the financial statements of the existing cooperative are shown in Annex 1.

The proj-:ctions are based on the cost determinations and analycos
contained in the NPECA Feasibility Study, with assuuptions and definitions
as follows:

¥This 1s in addition to a 10% contingency already included in tue cost
items above, except for engineering.

**The cooperative will repay the DBP ia level payments of principal and
interest at 5% interest. The DBP will repay to A.1.D. the principal amounts
scheduled to be paid by the cooperative, plus accrued interest at 3 1/27.
This yields slightly less prin~ipal repayment, in carly yoars than would
level repayment of principal aad interest at 3 1/#). (Sce Annex 11)
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We cannot be certain thef the cooperative will not lose its tax
relief status when net worth exceeds F500,000 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 underteking from the GOP to seck 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 tue dollar portion,
the latter representing 3%% interest to A.I.D., plus a fee of léu 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 futurc borrowings
by the cooperative to finance system additions, an interest rate of Y
ard maturity in 23 years, including a three year grace period on payment of
principal, has been considered probable. Interest at % and maturity in
23 years, including three years grace on principal payments, has been con-
siderad to represent the least favorable terms which the cooperative may
reasonably expect. The financial analysis has used a rate of ', for
additions. See discussion Section V.E, infra.

f. Principal repayments - Amortization of the A.I.D. and Elec-
trification Administration loans over 25 years begins in year b of operation
reflecting a grace period of five years from the date of first disbursement,
Repayment Ly 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 amount scheduled to be repaid by the cooperative to DB plug
accrued interest at 339 (Sec Annex 11). The effeect of this approach is
to reduce slightly the prineipal 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 recomputation

Certain cvents occurring since preparation of the study have
necessitated recomputation of the revenus-cost projections:

8. I"ive 300 kw excess property generators have been purchased
by the cooperative,

b.  The local chapter of the Sugar Cane Planters Arsociatlor hLas
agreed to pay the financing charges for house wiring anl the minimun mo1ithly
ugse charpe for the workers on the haciendas of s members,
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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 PlS0,000 has been in-

cluded, and the principal repayments have been moved up from year 6 to
year U to reflect 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 bas:d upon the very low fuel
costs of the Mill and wili also zlevate the load factor of the rooperative,
This will reduce the cost of pow2r to the extent of fuel cost savings on
energy purchased.

b, The purchase of excess property generators will permit early
load development and carly implementation of the project; will facilitate
maintenarce and provide a reserve for cmergencies; will provide a source of
peaking power and delay the neccessity for installation of additional
generating units. The capacity of these units has been taken into account
in determining tim'ng for installation of the third 2,000 kw unit in
year 6,
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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 ycars has been rejected for two reasons:
(1) higher rates will reduce demand, and in the long run, delay realization
of a sound financiel 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 mey 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 ic the probability of success
of the cooperative? It has been concluded by the NRECA team, and the con-
clusions are supported by USALD “nd the loai committee, that the projections
of the study are conservative ani that substential beneficial factors,
particularly good menagement, strong financial backing and certain cost
savings, will improve the economic position of the cooperative. More
importantly, this period of operating deficit is not unusual for U.3. ~o-
operatives and the record of success of these ventures has been remsrkable.
(See Annex 15)

Accepting the long term payout, the financial statements indicate
that the cooperative will pgenerate 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 contingencles as (a) overruns ang delays
in construction; (b) Josses and uncollectible accounts; (c) non-realization
of projected demand, load factor, or total sales; and (d) currcncy devalue~
tion.

Overruns and delays in construction would increase Adebt service.
Adequate funds will be provide® to <nnmport an overrun of 107 above the 10%
contingency incluled in the study. A 10% overrun would increase debt service
by 10%, and operating expense by about 4% during the first b operating
years. This result would/Ghénge significantly the periol in which the co-
operative will show an operating deficit.

Losses due to theft and uncollectible accounts are expected to be
smell. This 1s based upon current experience of operating utilities in the
Philippines, where theft losses have been indicated to be neglipible, and
uncollectible accounts on the order of 1/h%.

Failure to realize load demand projections will reduce revenue and
decrease operating margins, but. there is reasonable assurance that demand
will not decrease significantly below projections, based upon comparison
with expericnce of other utillty compantes in the Philippines. (Gee Annex 5.)
Certainly, rcvenues are not cxpected to deeline below thonse pro;iceted for
the 20 kwh average monthly vorker utilization and this st.i1l leaves
adequate cash reserves.
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The cooperatlve bears the risk of loss in the event of currency de-
valuation. Devaluation would increase debt service expense proportionately
on the foreign 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 reserves during early years make this an
important consideration.

Thiz 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, hut 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 approsch is considered impractical hecause
proposed interest rates are already significantly higher than for other
A.I.D. financed rural electritication projects.*

Fortunately the Philippines has a history of relatively good price
and currency stability. There is little likelihood of a devaluation of
the peso because of the sound domestic sector and the srowth potential for
exports, particularly, for a number of agricultural,mining and forestry
products as well as manufactured items under strong Government 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 ¢nd of the
6th year of opcration, however, the cooperative will have attained a sound
finoneial position and will have cash recerves of 109 of outstanding Jebt.
Because » 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 cooprrative afier
the first b years of operation, it ia concluded that the pro.,rect warrants

support.

*Interest rates to the Government Borrower in the Latin American Rural
Zlecirification Projects range from 3/4% during a 10 year grace periol. ani
2% durirg a thirty year repayment period thereafter, to 2 1/0% for both
grace and repayment period, a S year grace period, repayment in 30 years
thercafter. Terms to the cooperative do not exceed 2% during a race
period of generally 5 years, and range from 2} to 6% during a repayment
period of 25 to 30 years. The risk of maintenance of currency value
gencrally falls with the Government. In some instances the Government may
clect repayment in local currency, and repay to A.T.D. on softer ferms;

10 year grace period at 3/4%, 30 year repayment at 2%, Tn only one instance
is no relief provided to the cooperative from risk of loss from devaluation.
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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 reasamble-cost loans, which is
anticipated for a national program 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 tl.e potential
for raising additional capilal within the benefiting
communities,

Nevertheless, we have considered the effect of wavail.
ability of additional loan funds upon Lhe ability of the
cooperative to repay its debt oblipations. !''sing the funds
provided in the initial loan, the cooperative will be able to
make all expansions programmed throush the enda off operating:
year 32 with no new sources. After year 3, we have nssumed
no new loan funds, but thatf, tie cooperative will cxpand the
distribution system ag propgrammed using casi rescerves unbil
the limit of firm generating capacity is reached.  Dysbem
improvements and non-essential additions will not. be madn,
but the basic operating standards will be rotained,  he
cooperative will nol undertake further expansion unless cash
marging provide sufficient internal cash gencration.  ie
cooperative might seek elevation of rates Lo increase irnternal

)

casy: generation, This venld cceur about Lhe oned o 3o o,

Based upon these criteria, profit and loss und cash flow
statements have been prepared for operating years b through 7
(ater which operations would be forced to stabilire, wiless
internal eash generation would support futurc cxpansion).
These appear in Annex 1. 'The results indicate positive net
income and positive cach margins Tor all years, with an
adequatc revenue base for continued operabion at the level
attained in either ycar ¢ or year '/, 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 & current basis under foreseeable circumstances.

E. Availability of Long-Term Financing for System Additions

As the financing plan for this project indicates, the llectrifica-
tion Administration has authority to finance electrification projects on
terms of 3%, 2% years. 1t is expected that, if this project is success-
fully carried out, 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 EA revolving fund, presumably to
be made available by EA on the suame 3%, 25 year terms. It is believed
probable that capital from other sources would be available at a composite
cost of 5%, 3 year grace, repayment thereufter over 20 years, or better.

As g limiting case, additions to the cooperative's system might
be elternatively financed, in the opinion of USAID and the NRECA team,
through (a) issuance of progress bonds by municipalities and (b) estab .ish-
ment of a foundation with investment by local businessmen in conjunction
with an arrangement for tax relief. It 1s believed that such capital would
be available at Th, with a comparable period of repayment. The financial
rrojections hiave been based upon T% interest for system additions after
operating vear 3. (See Annex 1.)

. GOP KRevavyment Capacity

As shown in Annex [, the financial condition of the Development
Bank of the Philippines indicates ability to carry out its responsibilities
10 borrower of thic loun.

Sinee Philippine external debt service is currently estimated at
about 10% of cxzehunre ecarnings, the country's ability to service this loan

arveasrs reaconnbly certain,

Arnex 12 yrovides a brief summary and discussion of the economic
situatiern in the Philippines.  Hased on recent and current levels of
cxchungre reserves, projected retiance on traditional apricultursl exports
Tor exchange earnings and wicertainties surrounding the renegotiation of
the Lourel-Langley apreement, intermediate loan terms as approved by the
Loloiy Administrator continue to appear justified.
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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 program
for rural electrification will be initiated. This will depend upon
both private and public sector support.

The private sector support is clearly forthcoming. Communities
have shown thomcelves to be anxious to inves! substantial manpower and
financial resources in support of reasonable cost electrification.

Public cector support is less clearly identified. The Philippine
Government has indicated a stronec interest. wbich USATD considers to be
sincere, in support of this progrum. The President of the Philippines
personally supports these projects and has indicusted his intention to
conmit inereasing funling resources for a national rural electrification
program.

Senator Pelac: of Mindanao, who is a strong supporter of o national
program and one of the most influentiul members of the Philivpine Con-
gress, has stated that he intends to introduce legislation to modify the
existing govermm o ntal structure to permit more weaningful support for
rural electrification and has asked the HRECA team to assist in prepara-
tion of the leyislation. Also, o bill currently pending before the
Congress would increase the revolving fund of the Electrification
Administration from 20 to 200 million pesosn.  These funds, if provided,
would be available princivelly for rurnl electrification projcets (Annex 17

R, e Rolo ol Cooperatives in Rural Blectrificution

he operating philosophy of a rural electrie conperative is to
provide service to all within the service arean based upon standard rate
schedules which have been kept oo Tow as ceonomically feasible in order
to promote syotem expansion,  The cooperative Lies Lhe nemberns of the
community to it operations throwsh their mwembership and their partici-
pation in the selection of dircctors,

In the Philippines, the cooperative also represents the bopinning of
a movenrent.  Phe community support and Lhe backingeg of loeal and national
politicians, which have inehuded Senstor Bumanue]l Pelaes and Governor
Pedro Roa, both of Micomic Oriental, ¢:m become an important influence
upon the 0P to increasc its participebion in rural clectrification, 5
the number of exicsting: cooneratives irnceressens ane associabion Hf coopera-
tives i beeome g political foree qowell as beign an o avenne for
technicnl, orcanizationaly v perbaps financeinl copport. tfor new oyastomg,
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VITI. Implementation Plan

A, Plan for Implementation of the Project

The A.I.D. and WA loans will pass through the IBP as borrower Lo the
cooperative as sub-borrower. A.I.D. approval will be required initially
for all invitations for bids including specifications and for ithe avards,
for items to be procured (A.I.D./W approval for generators), except those
specified in the implementation plan. Tt is anticipatea that aiter the
first several procurements dwring which procedures will te ostablished,
this requirement way be relaxed and prior review requiced only foc wajor
items of procurement which will be identified at that time. ith
respect to loecal currency, the peso loan funds will be deposiled by BA
in escrow account at the DBP. The National Power Corporation or A will
serve the DBP in an advisory capocity. It will advise LBP on Leehnienl
matters vrelating to the loan and on status of project laplemenlation,

A timetable Tor completion of the projzcet is in Aunex 6. hree
months will be provided irow date of signing te time for completion of
conditions precedent to initial disbursement.  The difficeulty in conpleting
the CP's in the FY o7 Irrigation Loan 1s recognized, but il shall be a
part of the negotiation of these loans to worlk oul, a tiwctable for the
projects and to adhere to its requirements. Project implementalion will
be undertaken in two phases: rthe first will be conecneo wilh delniled
desien, preparation for constrietion of the cxpanded sysboms bae second
phase will . nvclve procurement of equipment and consloelbicn,

A dlapran of imolencotnation responsibililics appears in vVigneee (.
Design one construction will Lo carried out by the cooperative threongh
tie coplonent of angineering acd consbimetbion fiens. Denilosing of
Lhe proJecl ana Lecnnienl assistance to Lie cooperative as cequi-ced
will be rerformed b Lhe NRECA on the ALT.D. side and Lne HPC or BA
for the GNP,

B, Conditions Prec-rdient and Covenants

Conditions Precedent to Initial Disbursement (Phase 1)

Evidence will be submitted affirming thot:

1. The obliratlicns contemplated by the DBP and the gunaranty from
the GOP ave valid and there jus authority for cach GOP agency Lo
vndertake Lhe astions plannea (ALL.D. /0 approval);

2. Loeal currency funds ns estimated tn the application to AJT.D.
for the project have beon ceposited with the LBR ineluding
adequate support. for Lhe house wivine program and 0w rliding
capital (A.I.0./0 approval);
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3. the cooperative is validly iacorporated, it has authority to
undertake the actions comtemplat:d, and it has binding obligation
to perform the actions cantemplated in the loan agreements (A.I.D./W

‘approval);

. the cooperative has selected a qualified firm or firms to
conduct detailed design, to prepare speclfications, and to supervise
procurement and construction. The selection will be made in
accordance with A.I.D. Capltal P:-ojects Guidelines and will be

subject to A.I.D. approval (A.I.D./V approval). The firm or

firms will be required to have e:perience in the lesign and
construction of rural electric systems in accordance with stendards
of the U.S. Rural lilectrification Administration. A breakdown of
dollar and peso components for engineering services will be requlred,
with only the dollar component being funded under the A.I.D. loan;

5. & certificate of registratlon has been issued by the Cooperatives
Adnministrative Office;

6. the DBP has entered into an rgreenent with IIPC or EA, whereby
NPC or EA will underteke to advire DBI’ on technical natters relating
to the loan and on status of pro ect :umplementation.

T. duty free status will pertain far all commodi‘ies to be imported
under the loan (A.I.D./W approva’).

8. an undertaking from the local. Suger Planters' Association to

bear the cost of financing for house wiring and of the minimm monthly
charge for worker families on thelr haclendas has been provided.

Conditions Precedent to All Other I'lnarcing:

Upon completion of Phase 1, the Cooperative will cubmit to A.I.D.:

1. a detolled desipgn fo:+ the syrtem for which 4.T.D. approvel
(A.I.D./‘.J approvnd) will bhe peondre ! poeior to i intion of Phase 2,
Also recuiret J11D b o letnile implooentstion plan Cor Lhe project
(A.I.D./‘.I approval) whicl will din:luic

(a) a timttnble for conctraetion and nibis Y opreation;

(b) arrang e nts Cor o proenresent of Tonneineyeed o copo it e
in accordonce with L.L0D. Capital vrogste Goldeline:s;

(c) a conntruction coust conteol ¢« ol aceonnt lng cysten for the
Droicet:
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(d) a plen 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 reseirve against
coittingencies;

(e) a program for hiring and training personnel as needed for
timely completion of the project anl for initial operations;
and

(f) arrangements satisfactory to A.I.D. vith & fimm or firms
for construction services.

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

3. evidence that the cnoperative hus received applications for
membership and for receipt of electric service from consurers,

who, based upon the average monthly consumption projections of the
Teasibility study, would cause a loald demand at least =qual to

80 percent of that projected in the feasibility study for estimated
conswaers initinlly connecting to the system.

I, evidence that all rights-of-way have been obtained or will be
obtained and that adequate funis have been set aside for their
purchase;

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

Covenants
The DBP will convenant that:

1. it will make timely disbursement to the cooperative of local
currency funds f'or the project and take appropriate aevion to
assure pronpt @l satisfactory completion of the project;

2. 1t will meaitor the loan and submit progress reports periodically
to A.I.D. on the status ol' the project and on inancis) condition of
the cooperati-m (the agreement will also reserve to 4.T.D. the

right of inspectlon and the receipt of repular reports from tre
cooperatives),


http:rinanc.ni

The cooperative will convenant that it will:

1l. 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.

L, 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 & sum equal to the next annual debt
gervice payment.

Authorization

The authorization shall lapse 120 days after signature in the event
that a loan acgrecment has not been signed, unless A.I.D. otherwise agrees
in writing.
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Amex 1

PROFIT AND LOSS STATEMENT Page 2
(Thousands of Pesos)

Cperating Year: 1l 2 3 L 5 6 7 8 9 10
Severue from Jales 8Lo 1,021 1,215 1,k21 1,6L3 1,890 2,151 2,k03 2,67k 2,962
licn-Creratinc Revenue - - 5 27 LY 73 113 166 236 321
Total Tevenue 8Lo 1,021 1,219 1,448 1,687 1,964 2,26k 2,570 2,910 3,283
el and 0il 129 154 176 207 2k 280 318 359 ko2 Ls3
Creraticn arnd Maintenance
(Generators) 82 82 82 82 82 102 102 102 102 102

Interest 55C%* Lo6 L2o hos L23 L6k 506 508 505 505

Terreciaticn 359 363 374 379 385 L5 Ls55 Lél L&9 L76
Cpersting, Maintenance and

lereral Adminiziration 1LL 1L8 158 163 168 179 188 194 201 208
Texes 25 27 Ls L5 L3 sk 56 58 58 59
Tctal Crerating Ixpenses 1,290 1,192 1,255 1,301 1,345 1,518 1,625 1,682 1,736 1,802
et Inccme (L50) (175) (36) 147 L1 LLo 639 887 1,17h 1,480

Cash Gairn at 25 KWH/M

“arkers 9 71 T3 Th 75 77 61 62 N 65

* Inoluies FLTI,75% irnterest durins construction. This amount normally - il3 Te. bub tac nol teern, capitalized
reniines tne discussicn by the ~-crerative with suitable accounting consul_tants.

UN
~


















Diagrams of Existing and Proposed Systems

ATID-DIC/P-T731
June 14, 1968
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COET ESTIMATE Ammex 3

U, S. DOLIAR-PESO COST COMPORENT Tagze 2
Pesos
o Cost/¥u Total Cost us$ PESOS

Comxmunication Equipment 50,000 12,800 -0-

3 Bese Station

6 Mcbile Unit

1 Antenna & Assoc. Equipment
Line Tools-Shop Tools 25,000 6,400 -0-

Office Equipment 60,000 800 6,000
Totzl ¥235,000 3%:‘@' ¥6,000

Wirircg Plan Investrent

Wiring Plan (Nipa) 6,600 @ PS0.00 ea. 330,000 -0- 330,000
Contirgencies € 10% 000 -0- 33,000
Total ?5.;3,000 ¥363,000
Sub-Total 6,621,200 31,821,510 M, 491,020
Workins Capital Required 137,000 -0- 137,000
Graad Totai Pequired m!'rsa!eoo 21!821!510 ¥}, 628,020

# Pesos to 'S Dollar Rute - 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 NRECA team. Additional supporting data is available from one of the
several A,I,D, financed rural eclectrification projects in Latin America.
The project in Nicaragua has been in operation for about 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 ¥1500/yr ($375)

MORES 20 average worker income P1750/yr ($uko)
average family income tfor the community P2500/yr ($368)

Iligan )
) higher but not significantly different
Cagayan de Oro)

Nicaragua average worker income $6h9{yr
average family income §1,0hh/yr

2., Cost of power 20 KWH 30 KW 4o Kwi 50 KWH 60 KWH 75 KWH

($)
VRESCOX 1.28 1.79 2.30 2.81 3.21 3.83
MORESCO 1.07 1.40 1.79 2.17 2.55 3.13
Iligan 1.02 1.4%0 1.79 °.17 - 3.01
Copaynn de Cro 0P 1.38 1.84 2.19 - 3.09
Nicuaragua 2,61 379 h,01 5.47 6.32 7.30

« $1.05 paid by sugur planters
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VRESCO: Implementation Timetable Annex 6
MONTH
' ; i ! {
|siel7's | T RV N P
213 |4 16 i7 8 |9 {10 111 '12 13 i1k {15 16 17 118
b ! : l ’ : ?
Engineering design and survay ; E A P !
Plens end specifications : — : i ‘i
| ! |
Construction contract bidding i ; ; :
. } i ! i
Material orders g P ; P
Construction : E i ; :
; ' i
Close-out ! ! : :
i ; ! ! ! ! )
S i : S
i ! i i . :
: i . l ' : : i
) A : P
: P oo ! P
. Fog P b P
P I ? C
- SN | L

This 1s a preliminary estimate of timetable for the project.

a more detailed chart when deslgn work is accomplished.

The Engineering firm will prepare

9 Xauuy
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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 1s 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. TImplementation of that loan has not been wholly satisfactory,
because the very sizable requirement for administrative time and
attention was not forthcoming. Reccently, 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. DIBP will receive a fee
of l%% 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 COMDITION

kESOURCES
‘osh and Due from Banks ...ttt e it e i e
hves NS IN SBCURTIES Lottt ittt ie et ceenertonne saavaonsannnsen
Agnculiurol [T PP
ATUS IOl LOONS & oottt ettt e e e b r i e
'eol Estote & Miscellaneous Loans ... ..o it iviiii i
$tocks & Advonces - Private Development Banks ... oot
Bonk Premises, Furniture and FIXbUFes ... oweeiinriiriner e ioinnnnaennns
OIher RESOUMTES « . v vttt ve ettt ittt e e e e e s ettt aeee s
!rust FUNd ResOUrCeS oot vt tit i enie s et ireais e aases tiaaanns

Total ReSOUIMCES &« ot veiint i iteteeneetaaneeronansnenonenaans

UABU ITIES AND CAPITAL

Long Term Liobilities . ... . e e e
Bovings & Time Deposits ..o uvu vt iiieiiiiet i ine ittt iirianeeann.,
Other Liobilities . oo i e e e .
Bopital & SUPIUS oo i e e i
'wst Funds oo e i e
‘f-' Total Liobilities & Capital ... ittt i e iiene e
CONTINGENT ACCOUNTS '

boans Guaronteed Outstanding

: Long Term ..ot i e e i e i e
S 1 =T - 221 T R R R R R I I
:ommltment on Deferred Poyment Loans ......: e

Total e e i et e

Annex 7
Page 2
June 30,1967  June 30,1966

P 174,374,35 P 62,243,342
107,217,805 48,321,537
277,390,183 244,020,795
766,455,769 679,563,837
101,403,178 83,056,952

45,671,584 42,459,584
27,218,579 18,679,770
30,083,392 23,282,547
162,993,001 159,5445 904
P1,692,807,627 P1,368,208,21 0

P 958,320,678

P 726,044,436

74,115,671 38,218,574
72,252,879 34,309,634
425,125,598 408,090,412
162,993,001 159,544,904
P1,692,807,827 Pl ,363,208, 210

P 193,755,636

P 98,568,078

26,896,052
10,959,879 17,519,067
P 231,611,567 P 116087165

CONSOLIDA'.TED STATEMENTS OF EARNINGS
YEAR ENDED JUNE 30

l"A RNINGS

hterest 1L 3R = 111 S PP
Dlher [T 1T T T S T T
fmst Funds Eornings ............ et e et

. Total BOrnings . ouuvee it i it taasenaninnes
IX PENSES
Kdministrative Expenses . e e e e
Nere.r 13 Y111 5

T - S P
PPUSE FUNds EXPENSES . 2o\ttt ettt at g eeneesnsencnnsaenesonnennis

Total EXPenses ... vvuiuveivrinnnsineineeriaisareanesreronanss

Met Income Bafore RESEIVES o uuverver s ere e ers e ennneentnenenenenn
Bescrve for Contingencies ... v uauerenuererenenrennseos iirieirneonses oo

Net INCome ot s ci et it it er e ie s toneeaoensssitonease oo

® Guarontacs latued — PI194.525.847

1967 1966 _
P 83818350 P 63,831,629
20,540,176 7,784,877
7,225,590 6,595,281

P 111,584,114

P 78,211,787

P 32,158,565

P 23,180,649

44,319,577 37,043,597
8,167,823 2,859,402
1,093,297 - 1,143,637

P 85,739,262

P 64,227,145

P 25,844,854

1,200,000

P 24,644,854

P 13,984,442

1,200600
P_1278462
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2. National Power Corporation

The National Power Corporation is a wholly-owned Govermment Corporation
of the Philippines, created by the Commonwealth 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 emminent domain. The Corporation
is exempt from all taxes, except real property tax, and from all importation
or other fees of the Govermment of the Philippines or local governments.

The total authorized indebtedness of the Corporation is 500,000,000 pesos.
Long term indebtedness at the end of 1967 was about

316 million pesos ($80 Million). Projects increasing the indebtedness
must be approved by the National Economic Council (NEC).

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

IBRD $188.3 million $48.03
Ex~-IM Bank 27.5 million T.02
Japanese Reparations 17.8 million L.5k

Approximate Total 33. 59.59

In addition a loan of approximately FuUS million, (12 million dollars)
was authorized by IBRD for the 75 mwe Bataan Thermal plant.

The President of the Philippines is authorized to guarantee these
borrowings unconditionally on behalf of the QOP., Authorized capital stock
is $250,(00,000 wholly-owned by the govermment. NPC 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 Boerd.

Electric powver generated by RPC is almost entirely from hydroelectric
stations. A 75 mv thermal plant is presently under construction. KPC
maintains and operates tow distribution grids: one in nothern Luzon region,
the other on the Island of Mindanao. The grid system in northern Imson is
interconnected with the Manila Electric Company (MERAICO). Meralco has
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been expanding its installed genérating capacity at a very rapid rate
and NPC is threatened with possible excess capacity in the not too
distant future.

NPC 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 from
Mariae Christina hydroelectric station near the City of Iligan to the City

of Cagayan de Oro.

The Maria Christina site has a potential of TO0 megawatts of hydro-
electric power, of vhich 150 megawatts of firm capacity are expected to be
completed within the next pear. Because the Iligan Steel Mill may abandon
its plans for an electric furnace, load demand is considerably below
expectations and thexeis a large block of lov cost power available for any
potential market,

RPC is a favored institution for the promotion of & mational program
for rural electrification, It stands to benefit substantially through
expanded sales from the development of systems inter-connested with its
transmission lines in northern Iuzon and Mindanao; it has a competent
engineering and planning 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 NFC enjoys good relations with international
lending institutions and foreign banks, particulary with IBRD,
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3. Electrification Adminstration

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

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 clectrification;

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

L, +to meke stuvdies concerning the condition and progress of electri-
fication of any region of the country;

5. to encoursge and aid local governments and cooperative electric
consumers assoclations;

6. to publish and disseminate infugmation; and

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

The agency is responsible directly to the President. @ffices are
established in Queson City with a permanent staff of 125, plus casual labor.
The Adminstrator is Mr. Rizalino E. Lopez. Funds for the administration
and operation of the agency are provided anmually by Congressional action
on the national bmdget proposal.

A.revolving fund is established for financing the loan program. This
fund in authorized at P25 million, but to date only about $20 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.
Principel 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. 480 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 mificipalities in
rural areas of the country vhich were without any source of electric power
supply. In FY 1967 the amount of peso loan was reduced from F5 million
to F3.4 million owing to delays in the receipt of reparations equipment.
The number of municipalities receiving assistance was also reduced,

The Performance of FA

There is a general absence of established palicies 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 mament. 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 inddequate 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 from a large mmber of people. Small 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 FA in the Natiémwide Program

President Marcos has recognized the inability of FA to mobilize and
support a sucessful nationwide program for electrification. The President
indicated by his own words and through Secretary Salas that the support of
other agencies, particular}y 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 dernand -
$5,00 per KW per month.

'Energy Charge: £0.075 per KWH.

Minimum Monthly Bill*

To be based on the billing demand but not less than $£300. 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% lapgging, the
KWH metered during the month shall, for billing
purposes, be multiplied by the following constants:
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Existing Schedule to be Retained

Schedule III - GENERAL POWER RATES (continued)

Average Monthly

Power Factor Constant
1.00 0. 960
0. 95 0.970
0. 90 0.980
0.85 1.000
0. 80 1.025
0.75 1.050
0.70 1.075
0.65 1.100
0. 60 1.150
0.55 1.200
0.50 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 Existing Schedule 1

Schedule A - RESIDENTIAL METER RATES

Availability:

In the arca covered by the distribution system of the Coop-
erative.

Applicability:

Residential customers for all domestic purposes, and/or
small churches cr 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 Schedule C, General Power Rates, whichever is applicable.

Character of Service:

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

Rztes {Pzr Month):

For the first 20 KWH at P5,00 .
For the next 30 KWH at P0.20 per KWH
For the next 50 KWH at P0.16 per KWH
For the next 200 KWH at P0.13 per KWH
For the next 700 KWH at P0.10 per KWH
All over 1000 KWH at PO B0 per KWH

Minimum Per Month - £5.00

Annex 8
Page 3
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New Au‘t(_ Schodulc

Schedule B - COMMERCIAL METER RATES

Availability:

In the area covered by the distribution system of the Coop-
erative,

Applicability:

Commercial customers using the premises for business
purposcs. Where a customer resides in the same premises,
this Schedule B will apply, provided that more than Lalf the
total connected load is for commercial purposes.

Character of Service:

Single-phase or three- -phase, 60 cycles, at available
sccondary voltages,

J‘.Ionth_l_y Fne roy Charge:

For the first 40 KWH at 210,00 :

For the next 60 KWIH :t 70,20 per KWH
For the next 300 KWIH at 0. 16 per KVWIH
For the next 600 KWI at 0. 13 per KWIH
All over 1000 KWI ot 20.10 per KWIH

A\‘Ionthly Dun md C I\ irpe

—_—— e -

First 20 KW, no demand charge
Next 230 KW, of billing demand at 15, 00 per KW

Minimum por month - 10, 00 oy contract demand,
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SCHEDULE - IRRIGATION Page 5

Availability:

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

Applicability:

To any customer, for irrigation purposes, who agrees to
ase clectric services only during off-peak hours of the electric
distribution system, and agrees also to pay the cost of system
improvement and additions necessary to provide the scrvice.
Othe rwise, Schedule B will be applicable for such service.

Cha.cacter of Service:

Three-phasa, 60 cycles, at available secondary voltages.

1) e , oy .
‘Montx_.\.:y‘}:mvrg‘} Charge:

Fnergy charge - P0.08 per KWH

.\Einimum Monthly Rill:

Minimum $30.00 per month.

Capttal Inveetient:

The custonier agrees to provide all funds to the Cooperative
for any now capital investment the Cooperative would have to make
tes ecvve suechirrigation 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

do 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-
raent shall be installed, owncd and maintained by the Cooper ative.
Security lighting service will be provided only .t locations which
are accessible to the Cooperative trucks for servicing purposes.

late (Per Lamp per Month):

Lamp Size
7000 LUMEN-175W P12.00

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

2. The word "maintain", as it applies to security
lighting, is defined to mean the replaceme nt 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 bccqusc of vandalism,
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Annex 9
UNITED STATES DEPARTMENT OF AGRICULTURE

RURAL ELECTRIFICATION ADMINISTRATION
WASHINGTON, D.C, 20280

FEB 2 6 1068

Mr, John P. Olaws

East Asia Engineering

Agency for International
Development

Washington, D. C. 20523

Dear Mr. Glaws:

We "'wmve revieved the engineering feasibility and loan application report
for the Victorias-Manapla-Cadiz Rural Electric Service Coopereative, 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
same reservations about the diesel generation investment cost estimates
and the lack of detalls of the proposed operating agreement with Victories
Milling Campany. Our specific comments are:

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

2. It wvould be desirable to have a definite understanding in an
operating agreement with the Victories Milling Company as to the
operation of the diesel units, handling of the accounting, etec.
as the proposed power supply arrangement will be one of the
critical factors in the 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. standands.

I, The system load faxtor increases during a tén-year period from 38%
to 56%'and the reduction in system losses fram 17% to 11% both
appear to be optimistic.

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

Sincerely yours,
*’/ LW o~ ' LA A A
J. B. McCurley, Director

#\' Electric Operations and
Stondardn Division
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT Annex 10-
Manila, Philippines
1200 Roxas Boulevard Tclephone: 5-80-11

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE

FOREIG ASSISTANCE ACT.OF 1961, AS ANENDED,

I, ¥W. C. Haraldson, the principal officer of the
Agency for International Develepment in the Philippines,
having taken into account, amon3z other things, the main-
tenance and utilizotion of projects in the Philaippines
previously financed or assisted by the United States, do
hereby certify that in ny judgment the Philippines has
both the firancial capability and the human resources
capability to effectively maintain and utilizc the pro-
poscd Rurel Electrificztion Project Loan,

This judgment is based upon the project analysis
as detailed in the Philippine Rural Electrification
Capital Assistance Loan Paper and is subject to the

conditions imposed thercin,

/
/’(/ C.z /k//.L/\_ ;- 6%41--

H. C. Haraldson

“;)k./éi_;> i / ;ié; ;(7

Date
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Amnex 11
Amortization Schedule

The Amortization Schedule has been prepared for P7,1h0,176
($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 pa¥ments of principal and
interest. Interest is at 5%, including 35% on the A.I.D. loan and
a fee of l%% 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 33%.

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

Summary

While both the domestic and external sectors have short-run diffi-
culties, the Philippine economy as & 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.T% 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 & less dramatic but more significant recovery, particularly in the
output of rice and corn. The industriel sector is growing at about 5%

8 year but has not yet recovered the momentum of the 1950's.

The major difficulty which developed in 1967 was in the balance of
peyments, largely because of an excessive expansion of imports while exports
fell, but improvement is expected in 1968. 1In 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 economy and also streamline the machinery of government.

Agriculture

Although the land 1s fertile and the climate 1s 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 egriculture (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 L.2% increase
in rice production which represents a sizeable improvement over recent
years. This achievement is all the more impressive because 1t was
attributeble 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 ylelds 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 ¢of above the previous year, and in 1967 more than 13% above the 1966
output (see Table T). 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 GOF to stimulate manufacturing
is & partial explanation for the failure of intermediate and heavier capital
industries to make much progress. New planned investment ir producer gonds
for FY 1968/T1 amounts to almost ¥3 billion, but is an unrealistic target
compered with the F80 million of investment completed in 1966 and 1967,
end 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 petback it suffered
following the removal of import controls in the eatly 1960's. However, the
combined-value-added of mining and manufacturing contributes over 20Y to
the net national product, which puts the Philippines in a relatively advanced
stage of development compared with other Southeast Apsian countries. Industry
had recorded annual rates of growth in the 1950's of 10} and more, because
of the liberal policy of incentiven and import restrictions which provided
& protected home market. Unfortunately, development took place primarily
in consumer goods industries with a high dependeice on import components.
Manufacturing still suffers from conniderable unused capacity stemming from
the large number of small plants originally established in the 1950'a.

Idle capacity due to technical problemn or a static market is aleo common.
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These factors, together with & high level of U.S. expenditures, which
doubtless influenced ilwports, 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 thén 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 ageinst 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 galn strength. Compared to the same period of -
1967, disbursements for invisibles have declined substantially in the early
pert of 1968, primarily because of new requirements and procedures con-
cerning peyments for lmports on open account. This has improved the balance
of peyments position desplte the fact that import psyments have not declined,
Another encouraging sign has been the decline 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 contiol the exchange value of
the peso. Iatest 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 flscal performance of the GO’ h.as been one of the important
factors limiting economic growth. There has been no change 1n the tax
structure for a decade and current revenues have stagnated primarily because
of the lack of growth in indirect taxes, Rather than make the painful
effort to introduce new taxes or tmprove ~ollections, the Government has
primarily resorted to defleit finuucing to cover the yearly cash deficits
(cee Tables I and II). Finally, to curb the inflationary potential, the
privete sector has heen denied its share of credit,
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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 meintenance 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 end 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 & 3T% 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 1200 million in Progress Bonds to raise industriel
credit without inflationary potentiael, and & major effort to improve tax
administration, resulting in &n 20% increase in tax revenues in one year.

Furthermore, his initigl steps in streamlining the Government show
vhat could be accomplished in coordinating the multiplicity of agencies
hamstringing government opereations. 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 tex program, if enacted
into law, will probably be more successful than the recently-enacted
Investment Incentives Law, which promises little to attrect foreign capital
and which gives an open fleld to domestic capital but 1little 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 1667. 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 imbalence in international payments which became especielly critical
during the fourth quarter of the year. In December President Marcos
established a Financial Policy Committee to ensure egainst 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 econom’c 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 & predetermined ceiling.
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The monetary squeeze imposed in the face of balance of peayments
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 econony should be able to mecet a substantial proportion of its
external resource needs from direct private capital investment. To this
end, a vigorous promction program needs to be mounted to repatriate capital,
attract the inflow of new private capital investment and reverse the outflow
of cepital abroad. Finally, the home climate for investment must be such
es to attract new foreign firms and encourege 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 copc with these problems by reducing current expenditures
end increasing revenues from existing taxes through improved administration.
Fortunately, the downward trend since 1963 of public revenues in relation
to national income is being halted.

The Congress now has under consideration an impresslve new tax program,
for which President Marcos has marshaled considerable support. I7 these
meagsures can be enacted, the prospects for Increasing national tax revenues
by over 207 will be promising. Vith the passage of the new tax program,
there should be less need to resort to monetary policy for preventing
deterioration in the halance of payments, or to defleit financing for
carrying out public sector projects.

In manufacturing, a malor aim of the Government is to encourege
the production of Intermedinte poods which heretofore have heen largely
neglected., This alm will probably be reflectsd in the industrial priorities
now under constleration by the newly established Investment Board created
under the Tnvestment Incentives Act of 1%7. It 1 to he hoped, however,
that in encourarin: investrents whieh are deened economically desirable,
the Board will ¢ ive as eonnl o bLreak to forelgn Investors as the law
allowa.

Debt pervice on the externnl pnbliec delit currently absorbs nearly

105 of forelpn exchnnge earnings. Tn recent years there has been a pre-
ponderance of short-term (Jdebt, at Lines accounting for more Lhan half the
total external fwdebtednesa,  Tn the lnat {ew yeors, the Philippines has
patd of't more in short-term obligations thm wag received In pgrants, long-
term loans and reparat fons. Pren U foredpn Indebitedness shonld be oube-
stantinlly increased In Lhe next few years, the ratio of debt gervice Lo
forelpn exchanpe enmings wonld lkely not execed o mnnngeable level,
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ITEM

Fiscal Year ending June 30

1965

[ 1966

I

1‘)()7le

1568¢

= Millicons of Pesos ™

$Milliong

A,

E.

REVENUE = TOTAL «.ivivvsvennnsvonnscnssnns

1. Domestic Revenues covvesassssssassssnas
B, JIncome tBXeS secesesarssosrssrsnsee
b, Sales taxation .veecesrccsorensrnns
Cs CUSLOMS creervsvnsassncsssnscesonsas
de Other tAXCS seeserescncssrsrosennns
e, Other revenues s.scesess-sssssssone

2. Forelgn Grants seeviervecossvronccnraes
8. U.S. Government cieceeessvecscnnsses
b. Other (incl. reparation) seeeseeess

EXPENDITURES = TOTAL ...vuevnosrnnnsosrons

1. CUrrent eieiesscsraessaansssessssonnane
a. hational defense soesecvoceresancace
b. Grants and shared tBXes .ocseevoesss
Co IN'erest ciieresnsscarsssssisssonns
d, Other CUrrent coeeeessassssssessssos
2, Capitnl siiiiiiiiiiiiiitet st arsnenens
Be DIrect viveeevenerasronerasssanseas
b. Grants/loans for capital outlay ...
¢. Government enterprises .o.viiecenns

DYFICIT BFFORE FOREIGHN GRANTS vevvniavnn.
DEFICIT AFTEK FOREIGN GRANTS svvinsnensnns

FINANCING THE DEFICIT soannssnsssrsssones
1. Derestic scurces (Ret) vivevirennnnones
2, Foreipn berrowing (net) vooiveeeinanes

8. U.T. GOVErnment oeeeesssesersannns

Be OLhrTr i iivsesrsoronssastnsscosnas

GROSS DEBT OUTSTANDING v vvreenernrnnennsn
L. DOMEntiC civernsnoesnsecsssoannosososans
2, FOredgn vuvisiacsnnssoeensasssvesisonns
A, U.S. GOVETHMONY. v esrsssrcasorsnas
be Other? ciiiiiiiiiiienesraornnesrons

2,186

2,175

0,611

e

763

2,163
il
B1%
381
159
331

23

9
1k

2,152
187
8h3
363
129
33k

23

9
14

91686

2,57k
Py
1,041
L50
12
6L

Bu

21

:

~,819

2,04
7
1,220
HaT
153
Loo

28
hanmrrd

ol

3,170

2,001

e B el
€ gk

2,038

2,5G7

297 2949 He 3 101
229 213 ofe SOl T
55 19 5 to o0
1,510 1,640 1,549 1,707 L6
538 heg 5H) .04 155
35 ool ) R 101
200 39 e} 104, o
57 14 13 104 o7
~L66 -5340 <Ol -0 5
-3 -4511 - o8 -143 -0
L3 511 JOH 193 50
0 o, m T3 )
291 3 ) 6o 16
(15 s 519; é?og (;;
(076 (316) T Lo (1
Jl'»".l
Lyl
1,440

(?ng
(1,043

Acecrual bnais,

Revised budget,

Budpet,

Converted at 3,90 peros per dollar,
Erd of period,

- o 2N T E
[}

Revision No. 208
Mav 1068

Including local currency debt to U.5., Governzment.

A.1.D. (PRC/81D)
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PHILIPPINES X
HIL TABIE III (Cont'd) Page 11
BALANCE OF PAYMENTS (CONT'D)
(Millions of U.S. Dollars)
ITEM 1962 | 1963 | 1964 | 1965 | 1966
18. Central institutions: liabilities .e.eees _1 =32 1L 68 _29
8. To IW 0 0860 PPELAENIOINIOIOEOIBENIIOIEOIESIIORSDS 25 - j m 12
b. Other ...... -18 -32 20 82 17
19. Central institutions: assets (incr-) .... =43 -23 -10 -53 -
a, IMF SubsSCription sesevescsssescsncoens - - - - -35
b. Committed mssets (reflected in 16a) .. -12 12 L 12 12
Cce Monetary g0ld sececececasessssscascsns -13 12 5 -15 -3
de OLHET sevvesnennn ceeenas cerees -18 =47 -19 -50 28
D. NET ERRORS AND OMISSIONS teocsvreerrssevssssr e 19 -159 -Sl "7b -75

a - Non-monetary gold included with totals for commodity trade.
b - Data exclude reinvested earnings of foreign-owned establishments.

¢ - Extracted from May 24, 1968 IBRD Report on the Philippines.

Reviaion No. 205
April 19068

A.1.D. (FPC/SRD)
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STATUTORY CRITERIA CHECKLIST FOR DEVELOPMENT

ASSISTANCE:

COUNTRY PERFORMANCE

A. Progress Towards Country Goals

1. FAA §201(b)(5), 201(b)(7),
201(b)(8), 208. Discuss the extent to
which the country is:

(a) making appropriate efforts to
increase food production and improve
means for fcod storage and distri.
bution;

(b) creating a favorable climate

€or foreign and domestic private
enterprise and investment;

(¢) increacing the people's role

in the developmental process;

(d) allocating expenditures to
development rather than to unneces-
cary military purposes or intervention
in other free countries' affairs;

(e) willing to contribute funds to the
project or program;

(f) maxing econcmic, social and
politicnl retferm: such ag tax
collection impr.ovements and changes in
land tenure arrangement; and making
progrese toward respect for the rule
of Inw, freedon of expression and

of the press, and recognizing the
importance of individual freedom,
initintive, and privave enterprise;
(g) recponding to the vital economic,
politicul and voclnl concerns of its
prople, and dem o otriding 4 clenr
determination to take effective self-
help mensures,

AID-DIC/P-T30
AID-DLC/P-T731
June 1k, 1968

Annex 13

Development Loan Fund

(a) Food production is top priority of
Marcos Administration with goal of
achieving self-sufficiency in rice and
corn and accelerated production of
livestock, poultry, f'ish, fruits and
vegetables. Plans for cxpanded warehous-
ing and distribution of the increased
output of grains are heing prepared

and carried, out.

(b) The climate for foreign investment
is clouded by grewing nationalism, The
Investment Incentives Act of 1967 pro-
vides tax benefits and other inducements
to investment in certain types of
industries, but favors domestic investors.
(¢) The rice self-sufficiency program is
increasing the productive capability

of Philippine farmers. The Presldentiul
Arm for Community Development carries
out programs at the barrio (villuge)
level throughout the Philippines. A
Decentralization Act providing more
autonomy to the Provinces was enncted

in 1967, Provincial Development Councils
arc operating or being established in
fifteen pllot Provinces,

(d) More then 770}, ot the national budget
is allocated to cocin! and economic
development, One-tourth ot the budget
goes to ceducation, neurly 106 Lo agri-
culture and naturul rescurces, and
almost 20% to transp rtution and coum-
munications. (Untortinntely theoe are
predominantly operatlny ruther than
capital expenditures,) Irss than 159

of the budget goes for nutional defense.,
(8ee Annex 12).






3. FAA §620(e)(1). Has the govern-
ment, or any government agency or sub-
division within the country, (A)
nationalized or expropriated pYoperty
owned by U.S. citizens or by ary
business entity not less than 50%
beneficially owned by U.S. citlzens,
(B) taken steps to repudiat or
nullify existing contracts or hgree-
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 timk to
take appropriate steps to disdharge
its obligations under international
law toward such citizen or entity?

L, FAA §620(j). Has the country
permitted, or failed to take adequate
measures to prevent, the damage or
destruction by mob action of U.S.
property, and failed to take appropri-
ate measurcs to prevent a recurrence
and to provide adequate compensation
Tor such damnage or destruction?

5. FAA §620(1). Has the govern-
ment institutcd an investment
guaranty progrizs under FAA §221(b)(1)
for the specific ricks of inconverti-

',

bility and exprepriation or confiscation?

6. FAA §620(0). Has the country
selzed, or impoc.d any penalty or
sanction againct, any U,S. fishing
vessel on account of 1ts fishing
activitics in international waters?

‘1. FAA 5620(4). Hns the country
been in default, during n period in
exceas of 6 months  in payment to the
U.S. on any FAA loan?

Annex 13
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A.L.,D. has né¢ evidence that the
Philippines, including government
agencies or subdivisions has taken
any such action.

A.I.D. has no evidence that the
Philippines has permitted or failed to
take adequate measures to prevent the
domage or destruction by mob action

of U.S. property.

The requisite guarantee programs have
been instituted in the Philippines.

A.I.D. has no evidence that the
Philippines has taken any such action.

There is no condition of default under
any loan to the Philippines made under
the authority of the FAA,









2. TFAA §611(a)(1). If substantive
technical or finencial 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
plans for a water or related land resource
construction project or program in-
cluded a ccst-benefit computation;
has the project or program met the
relevant U,S, construction standards
and criterla used in determining
feasiblility?

L, TFAA §611(e). If this is a
capital assistance project with U,S,
financing ‘n excess of $1 million,
nas the princlipal A.I.D, officer in
*he country certified as to the
country's cnpablility effectively
10 maintain end utilize the project?
B, Relation to Achlevement of Country
und Reglcnel Goals

Country Goalg

1. FAA 56207, 281(a).
this lcan's relation to:

(a)

Describe

institutions needed for a
democratic scciety and to assure
~aximum participation on the
purt of she pecple in the task of
ecunumlice developrment;

enatling the country to meet its
food neecds both from its own
regourceg and through develop-
ment, with U,B, help, of infra-
structurc to suppert increased
agricultural productivity;

16
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Yes.,

Not applicable.

The USAID Director has so
certified. BSee Annex 10

This loan will utilize the
mechanics of a cooperative

to help the rural populace
provide electric power to suppor!
increased agricultural
productivity, Boe Boctions I

and II,

































Amnex 1k
Pasre D

———
~

This authorization shall lapse one hundred twenty (120) days
from the date herecof unless a satisfactory agsreemen’ has been
negotiated and signed by the Development Bank of the Philippines,
the Victorias Rural %lectric Service Cooperative, and A.T.L. prior
to that date.

John C, Bullitt
Assistant Adninistrator, Bast Asia
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RURAL ELECTRIFICATION ADMINISTRATION
WASHINGTON, D.C. 20250

OFFICE OF THE ADMINISTRATOR

JUN 4 1968

>, Lawrence l. Lorenzen
administrator, Far Hast Program
internztiioncl Program Division
iational Rural Electric

Cooperative Assoclation
Jashington, D. C.

Dear Lr. Lorenzen:

This is in responsc to your request for comments concerning REA's electric
lcar Teasibility study procedures.,

The rajority of our loans are made to existing borrowers under vhat we
call the shori form procedure. Under the short form procedure, -the loan
fezsibility situdy is esser*ially a rccapitulation and review of the bor-
rower's histery and trends bearing upon loan repayrment capabilities.

It is ry urnderstanding, however, that you are more concerned with our
procedures as they would relate to new systems and to systems where the
develorment cf the borrower has been comparatively less rapid. In such
situaiions we would generally request the loan applicant to furnish us a
10-year Tirancial Jorecast, based on a jear-by-year forecast cf plant
investrents, reiirements, reventes and expenses, and including pro forra
bzlconce cheets prepared as of the Sth and 10th years of the forecast.

Farzirs for ecach year are determined according to standard accrual account-
irg orinciples. ‘e also obtain a cash flow summary. The cash Ilow surmary
is the rore significant part of the feasibility study for several reasons:
D34 raoles only loans, not grants, which must be repaid with interest.
Sceorndly, over a pericd of time it would be possible for a borrower to
crerate in the black but still not have a cash flow adequate to make
nrineizal payrents when due. Third, from cur experience, new systems
typically oezin with operating deficits on an accrual basis.:ven though,

on a lonzer term basis, they will have a cash flow adequate to repay their
locns.

e would rct ecxncct a new system to operate with margins on an accrual basis
in its early yecrs, and possibly for several yecars. From a cash standpoint,
the loan to a new system would trobably include a small armount for working
copitzl that could be used to help meet operating expenditures for an initial
period, such as G0 days. The loan would include funds with wnich to make
nterest poyments durdng the consiruction period and possibly for an initial
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overating rericd.  Principal payrments would not be required until probabvly
ars arter the date of the note. Such steps help Lo case cash burdens

1 , when the system can be expected to te incurrinz deficits
s. a5 the system tecomes strongzer, its principal repay-

rents can be made greater. ’

(,

Cne of the significant asnects of the electric utility industry is not only
thet it is capital-intensive, bul 2lso that constructicn and cperaving cests
zve heavily influvenced by size. In genceral, the larger the unit of utility
nlent, whezther that unit is a generator or a mile of wire, the chCUth Lthe
cost per kilowatl or other unit of capacity. 1In general, the more ilcuatt
hours a system can sell, the lower the cost of preducing and distribuling

s

with cormparatively hign costs;y as loads develop and sales increase, uni

1
T

the electric service on a pcr KWii basis. A necw system necessarily start
c

costs will g0

spect is that most items of clectric utility nlant can
service life of 25 to 40 yecars. Cur expericnce is

another sigrificant
be cupreied 1o have
inat, curin is vire veriod, thne loads will multiply scveral times. Taus,
to Le cconcrical over the loxﬂ haul, &nd in order to aveid prercture retire-
¢ s ol plant, Lout of the facilitics that are installed
rccd to have a capac1t/ considerably grester than recquired to meetl current
lozds, While Lhis is true for old systicis as uell as for new systoarns, the
ceononice cancecuences fall much narder on the new oyster.  The dispority
tucen canacivy provided and the use nade of the gservice is never oo great

-y . . ¥ .
I cunsticn oy arlsetr Jhy not set rates hirgh encugh to cover the fell
cost ¢ sorsvice o the beginning?  From our expericnce, it appears that
sten a rate would probroly be so high as to make the proncsal unfeasitvle.

solhor, rates ave et Lo reflect sales snd costs on the basis of ceconconmice
cel rites oo Lo Lhe nroonble use of cleciricity and expenses after a few
Jissow oo erallon,  Such rates are nmuch rore likely to promote ithe
irereased Loe of clectricity which will rosultl in the loucr unit cousts

L B . . W b e Al
NCLLG Lo T o ‘\/.l‘..‘ uJ ;)t‘ W O'Uluu ]In t“'\,' ‘.J] (1C}‘..

AL Jancrited above, in general we would consider a 1oan to a distribution
o)

systes Zeasidle i0 Lhe Jinancial forccast shoued Lhat it could mect its
casa couligntions thav were dre during bt forceast veriod and if the fcere-
cast gnowed tronds indicating a continuln, ability to reet its olLlipations.,

ancioocd isoa cony of our Bulletin 105-5, "Financial Forecast - Electric
visiriu tien Sysierms,” and the related forms.

Sincecrely yours,

Vi D

'ichard He ﬂood
Assistant Administrator
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REPUBLIC OF THE PHILIPPINES
NATIONAL ECONOMIC COUNCIL
P. 0. Box 111€, 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 Prcgram of Rural Electrification through Service
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
forelgn cxchange requirements of the Misamis Oriental Rural Elecctric
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 3-2 percent per annum, with annual
repayrient of principal to begin after the first 5-year period. The DBP
will extend loans to the rural electric cooperatives at an interest
rate not to cxceed 5 percent per annum. The peso requirement of
¥1,850,000 for the Victorias-Manapla-Cadiz Rural Electric Coopera-
tive and ¥2,137,029 for the Misamis Oriental Rural Electric Cooperative
will be provided through loans to be extended to these cooperatlives by
the Electriiication Administration at 3% interest. The usual fix charges
for engineering services, insurance and commitment fee will be wunived
by the Electrification Administration on these 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
UGAID Mission to the Philippines
Manila
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necessary technical assistante to the Dev Lopment 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,

/s/

EDUARDO Z. ROMUALDEZ
Acting Chairman

CoPY



‘F'MMANUEL PELAFZ
SENATOR

CHAIRMAN

COMMITTEE ON AGRICULTURE

COMMITTEE ON COOES AND CONSTITUTIONAI(
ANMLNDMENTS

COMMITTEE ON SCIENTIFIC ADVANCEMENT

VICE.CHAIRMAN

COMMITIFE ON FORFIGN RELATIONS
COMMITTEL ON JUSTICE
COMMITIEL ON NATURAL RESOURCES

Mr. Ray Love

U.S. AID

M anila

Dear Mr, Love,

)

REPUBLIC OF THE PHILIPPINES

SENATE
MANILA

May 29, 1968

AID-DIC/P-T730
AID-DLC/P-T731
June 1h, 1908
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MEMBER:

COMMITTER ON RULES

COMMITTER ON COMMERCE AND INDUSTRY
COMMITTEE ON COMMUNITY DEVELOPMENT
COMMITTEK ON FINANCEK

COMMITTEE ON GAMES, AMUSEMENTS AND
TOURISM

COMMITTEE ON GOVERNMENT REORGANIIA.
TION

COMMITTEE ON HOUSING, URBAN DEVELOP.
MENT AND RESCTTLEMENT

COMMITTEE ON INVESTIGATION (BLUK RIPBON)

COMMITTEE ON LABOR AND IMMIGRATION

COMMITTEE ON MATIONAL DEFENSKE AND SE.
CURITY

COMMITTEE ON NATIONAL ENTERPRISES AND
GOVERNMENT CORPORATIONS

COMMITTEE ON PROVINCIAL AND MUNICIPAL
GOVERNMENTS AND CITIES

COMMITIIE ON PUDLIC WORKS AND COM-.
MUNICATIONS

COMMITTEE ON SOCIAL JUSTICE AND WEL.
FARK

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 Misamis
Oriental, as well as the members of the Misamis Oricntal 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 tly 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, 1 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 towards the betterrnent 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 ohsessed me that all these months I have devoted

most of my time to this subject.

And the more I conaider ita rami-
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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 enthut‘asm 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 program of development, Such is the Fresi-
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 eastablishment
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, either 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 theae two

pilot projectd, President Marcos' administration is now giving rural
electrification the highest priority, Thus, we are reviewing the policiea
of the National JPower Corporation, so that ingtead of merely gerving
existing private electric franchise holders, it shall give priority to serv-
ing rural electric service cooperatives, We are also taking steps to ex-
tend NP’C's transmisgsicn lines through the construction of a grid to gerve
almost all of Mindanuao,

We are also initiating o review of our irrigation prograry, Whereas
up to the pregent the Irrigation Service Unit hag programmed {riiga-
tion projects having in mind pumps to be driven by diesel 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 Preaident
Marcos and his administration and to our people, We will give them
our {ullest 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 sec the realization

of this and other projects which will serve as aymbols of the friend-
ship between our peoples,

Sincerely yours,

2 :, ,._
FTMMANUEL ‘ PELAEZ




