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Special Note

Project Paper -~ Rural Energy Development Project (492-0375)

During the final authorization of the Project, the Charcoal Production
Subproject (Annex T11) budget waw reduced by $1.0 million (from $12.37

to $11,37 million), This reduction was necessary to increase the Wood~
fired Power Plants Subproject (Annex I) budget from $9.0 to $10.0 million.
(The total AID contribution remains at $25.0 million.) This change was
miade to finance the Engineering Implementation Plan {nserted as

Appendix D-1 of Annex I,

Revisions have been made throughout the final project paper and in

Annexes 1 and 11l to reflect this change.

July 8, 1982
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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON D C 20323 )

PROJECT AUTHORIZATION

PHILIPPINES Rural Energy Development
TFroject No. 492-0375

Pursuant to Part II, Chapter IV, Section 531 of the Foreign Assistance
Act of 1961, as amended, I hereby authorize the Rural Energy Development
Project for the Philippines (Cooperating Country) involving planned
obligations of not to exceed Twenty-Five Million United States Dolla.c
(525,000,000) in grant funds over a three (3) year pericd from date of
authorization, subject to the availability of funds in accordance with
the A.I.D. OYB/allotment process, to help in financing foreign exchange
coats and local currency costs for the project, including reimbursements
up to $1.5 million for certain costs incurred by the Cooperating Country
in preparation for and in anticipation of thie project.

The project is one of a series designed to provide ESF avsistance of
5200 million pursuant to the Amended Bases Agreement between the
Republic of the Philippines and the United States. The project is
directed at reducing the Philippines' dependency on {mported fuels.

This reduced dependency will be nccomplished by the Cooperating Country
in three specific ways: the development of three wood-fired powver
plants, uae of gasifiers for irrigatiorn, an! charcoal production. The
A.1.D. grant will provide U.S. dollar support to the foreign exchange
requirements of the Cooperating Country's wood-fired power plant program
as vell as nnnual dollar transfers in exchange for increanmed efforts by
the Cooperating Country to use charcoal and wood as a fuel substitute by
appropriating and uning for agreed local currency costs an amount of
penos equivalent to the annual dollar transfers. The Cooperating Country
also will finance additional local costs of the three subprojects,

The Project Agreement(s) which may be negotiated and executed by the
officer(a) to whom such authoriry i{a delegated in accordance with
A.I.D. regulations and Delegations of Authority shall be subjec? to
the following ennential termn and covenants and major conditions,
together with nuch other terws and conditf{ona am A,1.D, may deean
appropriate,

a. Source and Orfipin of Goodu and Servic:

Goodn and wervices, except for ocean ahipping, {{nancad by
A.1.D, under the project shell have thelr nource and origin in the
United Staten or the Cooperating Country, except as A.].D. may othervise
agree {n writing, Ocean shipping financed by A.1.D, under the project
shall, except an A,1.D, mav othervise agree {n writing, be financed
only on flay vedneln of the lUntted States,

iv



2.

b. Conditions Precedent to Disbursearnt

Prior to the first disbursement of funds for each of the
following components of the project, or to the issuance of ¢ mmitment
documents with respect thereto, the Cooperating Country shall, except
a8 A.1.D. may otherwise agree in writing, furnish in form and sub-
stance satisfactory to A.I.D. the Jocuments listed under each such
component:

1. Wood-fired Yower Plant Compunent

A copy of an executed agreement hetween the Mintstry of
Human Settlements (MHS) and the National Electrification Authority
(NEA) for NEA to implement this component, and a copy of the format
for the subordinate agreement between NEA and the Rural Electrical
Cooperative farmers' associatione supported under this project.

2. Gagifier Component

A copy of an executed agreement betwcen MHS and the
¥arm Systems Development Corporation (PSDC) for PSDC to {mplement rhis
component, and a copy of the format for the agreement between PSDC and
the Irrigator Scrvice Asaociations (I1SAs) asupported under this project.

3. Charcoal Production Asmociation Conmponent

(a) A copy of an executed agreement between MHS and
FSDC for FSDC to {mplement this component, and a copy of the format
for the agreement between 7SDC and the Charcoul Production Asnociations
(CPAs) supported under this project.

(b) A copy of the {mplementation plan establishing the
feasihidty and planntng requirements necesnary for the creation of
each CPA or group of CPAu,

(c) A copy of the plan for the review and evaluation
of thone CPAw which do not have pre-eatablinhed sources to purchase
their charcoal.

€. Covennntn
}. The Cooperating Country shall agree to provide, through
FSDC and NEA, {inuuctal rtenourcen required hy the farmera' amsociationa,

15An and CFAs for the effective faplementation of this project,

2. The Cooperating Country shall agree that prior to disburs~
fng local currency to each of the varfous ancociations participating
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3.

in this progect for tree farming, appropriate land rights (purchase,
lease, etc.) will be obtained by each such association.

Clearances:

Eugene Staples, A/AA/ASIA M Date

John R. Bolton, AA/PPC ate:wz
Chandler L. van Orman, GC Date "

Signature /V\’\-__‘_‘

M. Peter McPherson
Administrator

16 AUG 1982

Date

GC/ASIA:STisn:hp/dw:7/19/82:28092



PHILIPPINES - RURAL ENERGY DEVELOPMENT PROJECT

SUMMARY AND RECOMMEMNDAT IONS

A. Grantee: The Government of the Philippines (GOP) will be the
Grant: The executing agency will be the Management Advisory Coamit-
cec's Secretariat:(mc) The hnplement:ing agencies will be the Nationel
Electrification Administration (NEA) and the Farm Systems DeVialopment

Corporation (FSDC).
B. Amount: Grant - $25.0 million

%g:p_o%?‘_‘:: The purpose of this project is to provide funds, resul-
amended Military Bases Agreement of 1947 to assiat the GOP
with the economic and environmentally sound production and use of bio-
mass energy resources and conversion technologles. The assistance will
be in the following areas: (a) wood-fired power plants; (b) gasifiers
for irrigation; and (c) charcoal production. In accomplishing its pur-
pose, the project will provide: direct economic/financial benafits resul-
ting from fuel substitution; employment and income gensration; increased
incam: tranifer to rural areas; and have very positive effacts on the
environmnt.

D. Project Duscription: Under this project, monies will be made
available to:

1.  Procure boilers, turbo-gencrators and control systems for
three 5 MW wood-fired power plants, plus the services of two U,S. firms
an architectural and engincer.ng (AsE) consultant and a design and build
contractar,

2. Provide credit to purchase up to 1,150 gasifier units (equip-
ment that produces camtatible gases by burning wood) to modify current
dicuel driven irrigation systems, plus to dove v{op the woodlots to sup-
port the gasiticcs at approximately 500 small farour sites nationwide.

3.  Provide credit to develop treo farms to %nu feedatock for

charconl production, and construct the necenisary kilns for sudh produc-
tion. Thin will involwe up to 19,500 twctares of treo {arws.

Revised 7/7/02



II.

D. Project Costs:

($000) 1/

AID Grant (€0 TOTAL

Wood lired Power Plants 10,000 12,570 22,570
Gasifiecrs for Irrigation 3,380 3,920 7,300
Charcoal Production 11,370 4,880 16,250
Evaluation 250 250
25,000 21,370 46,370

F. USAID View: AID/Manila strongly endorses the proposed project.

G. Summary of Ccntents: This Project Paper consists of four parts: A
sumary > ject Paper and three annexes. The annexes are organized as
distinct project papers and provide detailed discussions for each of the

separate subprojects under 8 project.

H. Recormendation: That an ESF T‘ant of $25.0 willion be authorized
for the proposed Tumral Energy Development Project.

BACKGROUNI AND DETAILED PROJECT DESCRIPTION

A. Problum Statement

1. General: The Philippines is among the top ten oil-import
duveloping countrlea in the world. Recently it has ioported noarly
million barrels of oil annually at a cost of around $2.5 billion per
year (accomting for 711 of trade imbalance since 1974). Imported oil
accants for about 831 of total commercial energy cunsumption and is
conaumnd rcughly as follows: 451 for transportation, 231 for electrical
generation, 41 for lighcing and related uses, and 28% directly by indus-
try. Industrial wsers consume the largent share of electricity gene-
rated with oll.  This heavy dependency on oil {a the result of t in-
vestment deciafons based on the earlior low costs of foasil fmf:‘.q

With the dramatic increases in oil prices beginning in 1973,
ofl {mport costn now absorb a major slure of Philippine export earmn-
ings.  To recuce thin drain oo the economy, and to enhance the necurity
of energy nupply wilah (o Jeopardizod by the heavy dependence on {mpor-
ted ofl, the Hrtllpﬂxlncr. recently declared energy its number two prio-
rity, after netionnl necurivy. This led to preparation of an ambitious
mtional energy developnt progras (ntended to reduco ofl {mports to un
cquivalent of 45T of total commercinl energy conuaption by 1986, While
the coumtry bn alveady neelng name chunge {0 et ofl connagption pat-
terte an n renult of thin program, wijor structural shifus are not
expeectod unt bl the mid or late-1980q,

S Haedwern are tounded ol at nearent ten thoukand dollare for presentation

PRI PO
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- 2.  Rural Energy: To reduce the dependency upon imported oil in
the rural sector, 'r}'vé GOP is emphasizing the development of new indi-
genous cnergy supplies, especiall}' in the area of noncommercial fuels
(also known as ''traditional fuels'', e.g., wood, charcoal and bagasse),
which supply more than 30% of the total energy used in the Philippines.
Annual consumption of these fuels 18 roughly equivalent to 40 million
barrels of oil. A 1979 World Lank/Asian Development Bank study suggests
that this amount is distributed in approximately equal shares between
household and non-household use. Household consumption of firewood is
the largest single category and is estimated at 12.4 million barrels of
oil equivalent or 60Z of total household energy consumption. Demand for
noncamnercinl fuels 18 expected to increase by 2.91 a year, or about 8
million barrels of oil equivalent during the period 1981-1986.

Population growth will further Increase the demand for rural,
mainly lirewood, energy sources. 1L steps are not taken to meet these
fuel requirements, the projected growth in demand for traditional fuels
1s expected to exacerbate the already serious deforestation problem in
the Philippines. Further complicating the deforestation problem is the
fact rthat population growth tuis contributed to incroeased rural unemploy-
ment and underemployment . Driven to cultivate marginal upland areas
because ot ever decreasing availability of lowlands, more slash-and-bum
farmers are contributing to deforestation.

It {s estimted that detorestation {roa all causes 18
occurring at a rate ot 172,000 hectares per year, while reforestation
eftorts are, at best, replacing only 50,000 nectares. Qurrent estimates
of denuded toothills and uplands range between tive and six million
hectures.  This situntion hay stlmlated the development of
nonconventional cnergy progrum, {nvolving the planned exploitation of
blomass resources «: an alternative to continuing tlhe haphazard
destruction of the nation's torest resources.

Tuble 1 presents the 1979 consusption patterns for traditional
energy resources by sourcoe.
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Table 1
Traditional Energy Consumption
1979 (MMBOE)
Sector/Source Consumption
Households: 20.683
- Firewood 12,452
- Woodwastes 0.100
- (Charcoal 5.310
- Coconut shells 2.454
- Rice hulls .367
Non-Houscholds 20.601
- DBagasse in industrial 8.091
- Woodwastes in industrial 5.057
= Firewood in tobacco 4,045
- Firewood and coconut shalls
for miscellaneous use 3.408

TUTAL a1.78

Source:  Philippines: World Bank/ADB Joint Energy Sector
Survey Report, 1981

B.  Fnergy Program

1.  Genersl: The Philippines has abundant domestic
potential to exploic. For example, in assess the outlook for
developing doowstic energy resources in the Philippines, a World Bank
team found that in addition to its probable modest oil and gas
resources, the country has excellent hiydro-electric potential, is among

the most pramising geothermal reservoirs in the world, has a
cmnidcru{)l( amount of low qunlltY cwtl, and has a connidorable amont
and variety of blamss materials, To take advantage of these
renources thwe GOP han recently accelerated programs for: geothwrwmal,
alcogas and other englne fuel nubktitutes; the conversion of major oil
connumers to conl or a coal/dwrcoal mix; sini-hydro and wood-fired
power penerntion; and firewood production.  Included {n the new programs
{6 an Increancd et on: (a) adapting avalilable techinologiss to the
rural netting, and (b)) developing altemative, remwwable fuel sources
for electrical peneration,  Table 2 presents o swaary of natlonal
tawrgy proyran tavpets tor 1981-1986 by energy resource.

Y, Findfngn e e budest o 1981 repent renulting Lo an TBRD rwun oy
the P e Coerpy sitant Lan and tee adequacy ol twe country's onar);y
progras an tellooraed i ftn Rat ol bergy Progran, 1981-80.
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Table 2
National Energy Program Targets
1980-1%6 (MMBOE)

1980 1981 1982 1983 1984 1985 1986
Hydro 6.9 7.0 B.09 I1T.B5 1507 15.9 15.01
Geothermal 3.84 5.3 6.28 7.8  8.58 ) 13.97 16.64
Coal 0.97 1.36 6.25 11.64 14.20 20.57 25.58
oil 77.49 73.08 71.14 67.98 69.93 61.64 56.38
Nuclear - - - - 2.81 5.61
Non-Con 0.02 0.65 0.86 1.13 2,19 2.74 2.96
TOTAL 88.51 87.53 92.62 100.49 108.97 117.02 123.18

Source: MOE; The National Enorgy Program 1981-86

To realize significant levels of oil substitution, the
Philippines has adopted an energy diversification stra in vhich

biomass is destined to play an increasingly important role. As a
tropical country with unused denuded uplands and an available labor

force, the Philippines has the potential for large increases in both
woody and non-woody biomass production. 'ﬂmﬁlgroo-uu such as
carbonization, gasification, combustion, and 1 fication, biomsass can
be converted to fuels that provide efficient energy for the power,
industrial, agricultural, transportation and 1d sectors.

The QOP 18 currently pursutn% grogrm to: dewvelop small
power plants to produce an aggregate of 200 MW of wood-fired power by
1987; produce 1.1 MMBOE per year of alcohol tn mix with gasoline;
produce 1.4 MMBOE per year of coconut oil to displace discel fusl
substitute producer gas for diesel fuel in vehicles, and certain
stationary power generators; and expand charcoal production for
industrial and household use.

The QOP's camitment to reducing dependence upon imported oil
through developing alternative energy supplios rests partially in the
belici that greater fuel supplies at affordable prices are critical in
pramoting rural development. If development is to proceed, energy
supplics muat expand to meet increasing demands for power ard heat. A
basic pramise of the rural cnergy program is that technically,
cconamically, and financially viable alternativus to oil-based fuels
exint, which can be developed for the rural areas and part of the urban

industrinl scctor.

These etfortr to develop fndigenoun rural energy sources are
in thedr nscent stagen. Mhiedr succens will have o profound impact on
Philippine development over the next 20 years, and can provide valuable
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ience to other developing countries. Two of the GOP organizations

vested with responsibility to implement these programe are NEA,
which is pursuing the development of biomass for wood-fired electric
ation, and FSDC which i3 seeking both to substitute producer gas
diesel fuel in pump irrigation systems and to produce charcoal for
domestic and rural industrial use.

2, Project Components:

a. Wood-Fired Power Generation: NEA's wood-fired
Elam: program was started in 19/9 as a firat major step in developing
iomass-based energy resources. Its target is quite zambitious; to
develop up to 2,000 MW of electricity by the year 2000, approximately
20% of projected electricity requirements countrywidae.

Total potential for biomass energy in electricity gene-
ration is hard to define because improved tree farm and Lnversion tech-
mnoiogies and experience are still evolving. Theoretically that poten-
tial is estimatoed at more than 50,000 MW. Equally rtant are the
side benefits that can be derived from well designed biomass programs
including employment ?enamtton for the rural luyed and undar-
eaployed, and reversal of the serious environmental degradation oncur-
ving in the nation's uplands.

By 1987, NEA's goal is to have 70 wood-fired power plants
(producing 200 MW) operating nationwide. The plants will be fueled with
wood produced from more than 70,000 hectares of tree farms. The hard-
ware for the first 17 wood-fired power plants, using Leucaena leucoce-
%(tpﬂ-ipil) and other &st-ggovmg species, is on order and 1l are
] led to be in operation in 1982. Planting of the tree farms for
these 17 sites is vell underway. During this first phase of the pro-
gram, emphasis will be placed on improving tree farm development produc-
tion and management procedures adaptable to a variety of physical and
climatic situations. Analyses and testing will be undertaken simulta-
neously to improve the efficiency of conversion technclogy.

b, Gasificcs for Irrigation: Of the 3 million hectares of
paddy rice under cultivation In ippines, about 1.3 million hec-
tares are lrrigated. Qurrent government policy calls for irrigating the
remaining 1.7 million hectarvs at a rate of 100,000 hectares per Brr,
mainly through expanding and upfradlng existing systems. About 10% of
the irrigation systems will employ large (100500 hp), another 10%
will use small pumps and the remeinder will avity fed. to
the smaller punmp systems falls under the jurisdiction of FSDC, ch is
charged with increaaing agricultural productivity in areas that are to
be serviced by suall systems.

To date, FSUC has organized, extended loans and provided
technical ansiitance to approxisvitely 1.806 farmers associations or
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Integrated Service Associations (ISAs), representing scme 94,000
farmers. The FSDC program covers 140,000 hectares with the conatruction
or restoration of t 1,800 pump and gravity commmnal systems. Of the
total number of m systems, 272 are electric driven and 466 are diesel
engine driven, atter at sites where the local electric cooperatives
are not able to extend power lines. The ISAs also have been the bene-
ficiaries of continuing education and training activities for adaptive
furm technology packages, including small-scale farm mechanization and
management achewes for different farming activities.

The economic position of small farmers mipntim in
the FSDC program has been threatened in recent years, , because
of increasing costs of electricity and diesel fuel, which have signifi-
cantly raised operation and production costs. FSDC has initiated two
efforts to respond to the energy problem: the first, beginning in 1979,
is experimentation with alternative energy technologies and systems
(windmills, photovoltaics and producer ﬂ!) to ensure and increase pum-
ping efficiency; and necond, beginning in 1980, is a shift to gravity
irrigation systems arl improved on-farm water management. More recently,
FSDC embarked on a program of reducing diesel fuel use through the ap-
plication of gasifier units to diesel engine-driven + The {uifinrn
convert indigenous renewable energy resources (wood and charcoal) into
combustible gases. To this end, FSDC established a subsidiary, the Cas-
ifier and Equipment Manufacturing Corporation (GEMCOR), to produce the
gasifier equipment in commercial volume, and to design other applica-
tiona. It 16 conservatively estimated that outfitting in the 18As
with gasifiers will reduce their diesel fuel requirements by 70%.

c. Charcoal Production: Charcoal accounts for 25% of house-
hold envr?y consumption and about 4% of total commercial and non-
commercial energy consumption in the Philippines. It is used primarily
for cooking and, because of increasing prices for Liquified Petroleum
Gas (LPG) and kerosene, demand for charcoal is increasing, particularly
in urban areas. In line with GOP fuel substitution goals, increased
charcoal use in the industrial and commercial sectors is being empha-
#ized and promoted.

The COP's charcoal production program is unother effort
to create and use indigenous renewable enurgy resources through the es-
tablishoent of tree farms to serve as a resource base for local charcoal
manufacture. One of the newer prograsms started under FSIC's mandate is
Tree Resources for Prwrgy and Enterprise (TREE). Its ob_}ectlm are:
development of a relisble and renewable energy resource (charcoal), em-
ployment gencration, and {mproved ecological balance. The charcoal pro-
duced in this program will be used to meet concentrated industrial de-
mands for process heat such au cement manufacturing, ore smelting, and
urban cooking needs. The cement industry has been instructed No.
1094) to stop using fuel oil and 4w in the process of converting to a
coal and coal/churcoal fuel capability. In rural areas, increased pro-

duction ol churcoal will be used qrhmrlly for household cooking, but in
n more efficlent and environmentally sustainable mannur than at present,
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and expanding small industry consumption in enterprises such as brick,
tile and lime kilns. The charcoal will also be used in the future to
fuel commercially produced gasifier units adapted to irrigation pumps,
rice mills, electrical generators and small ice plants, and to help meet
fuel requirements of gasifier-operated farm and transport vehicles.

C. AID Assistance Strategy in Rural Energy

AID views the Philippines' energy diversification program as an
excellent activity to support under the ESF commitment made in associa-
tion with the 1979 amendments to the US-RP Military Bases Agreement.
means of this Project, we can support an important development effort
which 18 consistent with our CDSS strategy and we can provide foreign
exchange to assist the balance of payments and economic stability of the
Philippines consistent with our ESF strategy. In as much as we are pur-
suing two ohjectives with our ESF asiistance to the Philippines; 1i.e.;
to provide $200.0 million over a certain period of time, and to maximize
achievement of development goals, this Project 1s designed to meet both
objectives as closely as possible.

The GOP's development strategy and AID Philippines assistance
strategy gives highest priority to fenerating more productive employment
in the rural sector. Two major goals of the AID country development
stra (CDSS) are creating more jobs, both on and off farm, and promo-
ting productivity among those afrudy gainfully employed. In
order to achieve these goals, AID is planning long-term assistance in:
(1) rainfed resources development,; (Zg rural private enterprise develop-
ment; and (3) local resources management. BEnergy concems are incorpo-
rated across all DA and ESF programs. As AID's involvement in these
energy efforts increases, it becomes increasingly clear that altermative
energy technologies and systems, based on rencwable resources, will be a
key requirement in the development of the rural sector, and in reducing

foreign exchange costs of imported fuels.

Te avuilability and cost of energy will continue to play a deci-
sive role in determining the direction and pace of planned economic and
social developawnc in the Philippines. This is particularly true in the
rural sector whwre shortages of energy are continuing to have an imme-
diate adverse impact on production costs and on the lives of the poor,
thus further diminishing the prospects for increasing production and
alleviating rural poverty. Damand for wood and charcoal is outstripping
natural regrowth and reforestation efforts resulting in deforeatation,
#oll erosion, reduced upland water utorage capacity and siltation of
reservoirs and coastal waters. Rural areas suffer from inefficient and
inadequate means of food production and preservation, severe shortages
of potable water, and extremely high levels of undercmployment. Energy
shortages exacerbate these factors and contribute to a cycle of low in-
come levels, poor health and substandard living conditions.

Azong the cnergy development problems confronting the Philippines
two crucial chullenges are tw regenvration and sanagesent of the rura
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resource base, particularly biomass resources, and the development and
dissemination of technologies to convert these resources efficiently

into usable energy forms,

While many conditions exist that are conducive to the tion
and use of renewable energy forms, the rate at which their application
is realized will depend on the ability of the Philippines to: (1) plan
and implement large-scale programs to develop le resources,
particularly biomass; (2) develop a pool of skilled personnel through
technical training; (3) introduce technologies and systems that are eco-
nomically and culturally acceptable; (4) promote and disseminate infor-
mation regard rmgla energy information; and (5) strengthen insti-
tutional capabilities for improving energy planning, prog:nim, and
interagency coordination. This project wgapor describes AID assis-
tance will be used to support programs which use renewable nq{ntom
and, to a greater or lesser degree, help to address the above points.

The benefits of rural energy availabilicy at affordable prices in-
clude such things as increased agricultural yields through irrigation;
reduced food and crop losses thr refrigeration; the adoption of more
efficient harvesting, hulling and drying techniques; new sources of

and heat for small rural industries; roved 1 for vil
mlds and schools; and the prospect af'ﬁwu\a ut'ﬂ:'ﬁar‘um é;C'
providing a higher quality of rural life,

On January 7, 1979, the U.S. and Philippine Governments concluded
the renegotiations on the 1949 Military Bases Agreement by signing an
amendment to its terms and by making certain, related commitments. One
such comnitment on the part of the U.5. Executive Branch was to use its
'best efforts'' to secure, from the U,S. Congress, during the period FY
1980-1984, $200 million of additional economic aseistance under the
Security Supporting Assistance (now Economic Suppy 't Fund) authority.

ESF assistance may be provided in a broad range of ways, but after
consultations with the Congress, AlLD decided that projectized assistance
which addressed development concerns to the maximm extent feasible
would be the best approach. This decision was well received by the GOP
which established & Management Advisory Committee (representing all GOP
ministries and agencies with any intereat or relevance to the
with its own Secretariat to handle projectized ESF assistance. GoP
did make the request, y that the dollar assistance be sogregated
from the local cost expenditurus of the projects so that thers could be
an expedited transfer ot the dollars.

In an effort to be responsive to this request, AlLD -?rud Lo a
system of annual dollar transfers based upon estimation of the progress

of the local cost mﬁ\untu, which would be funded with the GOP's own
appropriated pesos. is systom was approved by the ALD Adainistrator

in the tirst ESF Project (Elementary School Construction, 492-0342) and
has continux! in subsequent ESF |]1rujuctn. It is the systea vhich is
followe] In chids Project proposul.
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D. Project Description

There are three subprojects within this AID-assisted rural energy
ptﬂ:t:, all of which support the biomass production activities des-
cr herein. Each depends on the production of wood and the conver-
sion of that wood to merg{ In the wood-fired glant subproject,
the wood is converted to electrical energy; in gasifier subproject,
wood is converted to mechanical energy to run irrigation ; and in
the charcoal subproject, wood is converted to charcoal and substi-
tuted for petroleum-based fuels for a variety of uses. The detailed
technical descriptions of these processes, including those associated
with wood production, are found in Annexes I, II I1I to this Project
Paper. This summary Project Paper rgzeum:a each of the production/
conversion systems. It also summarizes thz ALD participation and budget
allocated to each of these three subprojects.

1. Wood-Fired Pover Plants: NEA has established 115 rural elec-
tric cooperatives (RECs) since 1ts creation in 1969 with the assistance
of AID and other external donors. By the end of CY 981 NEA, through
its system of RECs, had made over 1.6 million connections countrywide.
It has a program to establish 70 wood-fired plants by 1987, along with
the tree farms (30 are underway) and related production facilities
necessary to fuel them. As part of this program, this AID supported
subproject wl}} assist NEA in constructing and developing three sites in
the Visayas, 2/ Each site will include a 5 MW, wood-fired plant
and a tree farmm to support the plant. To accomplish this, has ar-
ranged for three RECs to lease between 1,800 and 2,000 hectares of cur-
rently denuded land from the Bureau of Forestry Development (BFD) for 25
years with autamatic renewal for another 25 years.

The three ratives have already organized some Tree
Farmers Associations (TFAs) of indigenous farm lies located on part
of this land and the TFA members have elected their officers. The asso-
ciations are lcgall{ incorporated as distinct entities, but at the same
time are an lntegra part of the REC. The RECs, assisted by NEA's cen-
ff, are in the process of p

tral office sta these families with
information and assistance concerning the program concept, technical
requirements, legal assistance, and a broad range of extension services
needed to develop tree farms.

Each TFA consists of approximately 10 families which manage a
100-hectare module of land. Planting on several modules has started on
a four-year planting and harvesting cycle by the mesbers of the respon-
sible TFAs. The TFAs see to the planting, maintenance, cultivation and
harvesting cf the unit's wood production., Production {ouu, from the
GOP-financed portion of the project, are made to the TFAs by NEA through
the REC. These loans are passed to the TFA membors in the form of farm

17 See MADECOR keport on the three sites = Bohol, Negros Occidental and

Iloilo, Awex 1, Appendix L.
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uts and as payment for labor. In the fourth year, the association
will Legin harvesting and selling its wood to the ative and begin
repayment: of the production loans. During the same ~year period
that the tree farm is being dovel , the REC will borrow from NFA to
contract for the construction of power plant and for the required

power generation equipment.

AID will finance all foreign exchange costs of the three 5 MW
power plants and the services of an (ALE) firm to develop plant specifi-
cations and assist in procurement. Under a separite AID-supported tech-
nical assistanca (TA) project, technical services and training asso-
clated w.th tree production, management and other wood production
proceases will be provided. 1/ Total ALD-fimded costs of the three
power plants and required ALE services assoclated with them 1s esti-
mated at $9.0 million. The GOP is financing the cost of wood production
units, transportation systems, the plant and other required civil works,
at an estimated cost of $12.7 milllion,

Approximately 600 farm families will benefit from employment
and income increases from tre: farming under this s ject, and an
additional 250 people will receive employment in the J new power
plants. Moreover, 73,000 current customers, both households and busi-
nessas, of the three electric cooperatives {nvolved in this subproject
will directly benefit from relatively reduced electricity coets.

2, Gasifiers for Irrigation: To promote the organization and
support ol Irrigation organlzations, the FSDC forms Integrated Service
Associations (1SAs), composed of about 60 farm families. FSDC pro-
vides these associations with assistance in organizing, registering
training in financial and tecmical matters, construction, credit, farm
systems tuchnology, and follow-on extension services. At the end of
1981, there were approximately 1,800 farmer-owned 18As nationwide repre-
senting 9,000 furm families and covering 140,000 hectars.

FSDC has a program to convert 495 of the wholly diesel-driven
pump systoms Lo 8ystems mcumoracu'li‘::od-‘.ad gasifiers to promote
energy savings. A camplete description of the technical process 1is
contained in Annex 1I. The ISAs involved in this ommlimm:n
represent about 26,000 farm families and cover an area of 46, -
tares, ruquiring approximately 1,150 gasifier units (2-3 unita for each
pumping system). Each 18A in the subproject will identify an available
pix hecture arca of land, either held by BFD, the commmnity or private
Individuils, which s suitable for tree production and can be leased.
In addition, the I8A will recruit three new measbers who will ouT:Lu a
Fuel Prodoction Unic (FPU) responsible for developing and mainta LI?
the wood ot and producing woodchips for the gasifisrs. Provisiona o
AID ansirtance will facilicate financing the gasifiers and woodlot

I77 Under this ate project, coordinated TA will be provided to assist

with all thy o rural emergy subprojects,
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development at the 495 sites, for a cost of $3.38 million. This is es-
timated to represent 49% of project costs. FSDC's capital funds will be
used to finunce project management, overhead, shipping, installation,
engineering and contingencies estimated to cost $3.75 million, ISAs,
with assistance from FSDC, will be responsible for securing and leasing
necessary land for the tree farms.

The direct beneficiaries of this subproject will be the 26,000
farm families who belong to the ISAs currently using diesel to operate
their pump uyatans,(ﬁ_us the :zgroximat:ely 1500 new families who will
receive employment establishing and maintaining the woodlots and
woodchip production.

3. Charcoal Production: The FSDC is also responsible for imple-
menting a major GOP program to substitute charcoal for household, in-
dustry, and agricultural consumption of petroleum-based fuels. FSDC is
in the process of establ shing up to 76,000 hectares of tree farms with
charcoal production facilities by 1987. Over 1,300 hectares were
planted in 1981. A key private sector element of this program is the
formation of Charcoal Producers Associations (CPAs). Hom through
its provincial and Area Offices, FSDC is helping to organize upland
farmers, landless laborers, and other indigenous unemployed into groups
to obtain independent legai status as incorporated CPAs. During the
initial phase, FSDC provides training and other assistance focused on
administration, management, technical requirements for tree farms and
marketing. Charcoal production training takes place in @ second phase
during second and third years.

As legal entities, the CPAs are non-stock organizations. Any
benefits/profits which they generate are shared equally among members.
FSDC will assist each CPA lease land from the BFD on a 25-year, automa-
tically renewable-term lease. Each CPA, composed of approximately 15
families, will lease and mnm?e tree farms in units of up to 100 hec-
tares with up to five churcoal kilns. In cases where demand warrants,
the unit size will be reduced. The production system for the woodlots
is simi)ar to that described in the section on wood-fired power plants.

A supervised credit program administered by FSDC will cover
the costs of developing the wood production unit and the construction of
kilna. In year 4, when charcoal production and sales start, the CPAs
will begin their loan repayment charcoal sales. The marketing of
the charcoal will be dae by the CPAs. This subproject will have three
distinct markets for clarcoal:

4. Lwustrial Uses: CPAs will market primarily to nearby
industrial encerprises such as foundries, cement and ceramic plants
which are substituting charcoal for imported fossil fuels; and tobacco
curing, grain drylng and other heat processing operations. There could
be as many as Z) CPAs (about 2,000 ha.) in the same area to supply a
single Industrial enterprise, Thase CPAs will enter into long-term sup=-
ply contracty w1 the concerned enterprliscs, thereby having a relatively
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assured mirket for their charcoal. About 130 of the estimated 200 CPAs
to be funded under this subproject are expected to be involved in the
roduction of charcoal for industrial uses, Twelve major enterprises
an been identified which are already designed for charcoal use or are
in the process of converting to charcoal (See Amex III)., Annual char-
coal requirements of these initial enterprises are estimated at approxi-
mately 550,000 MT. The demand for charcoal by these enterprises ex-
ceeds current supply in the &rea. Given the supply situat and the
fact that supply contracts will be used, this is considered a relatively
low risk mu:kpm:. Prior to any fund in these areas, detailed feasibi-
1ity studies will be made by FSDC to look inte the technical aspects and
financial viability of the potential users, and market considerations.

b. Major Urban Center Uses: Approximately 50 CPAs will be
located near major population centers and will have as their primary
market households and medium and small scale enterprises located in
these urban market centers. CPAs may market alone or group themselves
together depending on projected demand. CPAs may enter into supply con-
tracts, but their major market will rely on broader demand situations
fostered by the large and increasing populations. This urban market is
considered more risky than the industrial charcoal markst, but well
within acceptable limits. Before proceeding with subproject funding for
a particular CPA or groups of CPAs, FSDC will perform feasibility stu-
dies including demand and existing marketing structures for charcoal.

¢, Rural Uses: An estimated 20 pilot CPAs will be in loca-
tions where markets are less well defined and effective demand for char-
coal not developed or assured. These CPAs are ted to service small
urban centers, rural and agricultural users, and 1ds and will
generally be smaller == 20 to 100 ha. per CPA. The FSDC plans to expand
this CPA network throughout the country as demand is confirmed. The
smaller rural user pilot areas will provide valuable experience to deter-
mine market demand under varying conditions. While more risky than the
industrial and urban center oriented CPAs, the pilot activities are con-
sidered essential for possible future program expansion.

Provision of ALD sssistance will facilitate financing the
couts aunoxclated with troe Laon developonnt and construction of the
kilns o0 o level equivalont to 212 modules of 100 hectares each. This
{n estimated at 758 of the total cost or $12.37 million, FSDC's capital
funds will finance organizational and project mgmt overhead costs
plus contingencies which represent the remaining 25% or $4.18 million,

An estimated 3,000 farm families will be organized into
CPAs and will directly benefit from the employment and sales generated
under this subproject.

E. Additlona! Tedinleal Assistance
Under o woparately funded ESF project (Project Design Fund), ALD is
providing asi i tance to NFA and FSDC to further develop their technical

Rav., 7/7/82
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1licies to lement their rural eneryy/reforestration activities.
technical assistance includes three distinct efforts:

1. Applied research to dwelog‘;nd modify tree farm models which
are appropriate to site specific variables (including: species selec-
tion and seed/seedling development; yleld response; pest and diseases
advisory services; transport system review; fuelwood production cost
analyses; cogeneration possibilities; and potential uses of wood biomass
derived ); assisting in the expansion and further development of
the technical unit respsonsible for the program--the Dendro Thermal
Development Office; provide central office and field staff training;
improve conversion technologles, as appropriate; developing a library
and information dissemination am; and limited commodities, e.g.,
vehiclea, tools and training . .

2. Pest and disease advisory services of consultants to review
and improve support, as needed, in this tant area, and to act as an
action team for problems that arise in either agency's programs.

3. Technical assistance from one or more Brazilian groups to fur-
ther design and assist in implementing kiln construction and operation
courses, and to critique current training efforts and recommend any

necessary changes.

This technical assistance, to start by t 1982, will be
carried out by Filipino, Brazilian and American professionals. While
the project is designed to support such agency's broader program, the
consultants will be readily available to focus their efforts on the
three subprojects funded under this project.

PROJECT ANALYSIS

A. Technical Analysis

The technical analysis is divided into four parts: (1) the fuelwood
production system which supports each of the energ' subprojects; (2) the
wood=fired power plants; L(gsntha gasifier-driven irrigation pumps; and
(4) tha conversion process for charcoal production,

1. Wood Production Systems: Because the ugro-forestry approach
in the GOP Rural Enwrgy Program 1o basically the sase (n the case of
each of ths separate uuhpr%tu, with diffurences in scale vhich do not
affect basic fvanibility, soction describes only the wood produc-
tion process for the wod-fired power plants, Site-specific technical
requirementn for each of the three locations vhere power plants will be
located are dencr Ibad In Anex 1, Appendix L.  Social/organizational
aspects are described In subsequent sections of this Project Paper and
points specitic to particular subprojects are in each annex.

a, Plunting: After the TFAs are organized, land clearing,
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land preparation, and planting begins in rows. The land preparation and
gnbb{rgpzedme émpel:l;tlm from other vegetation during the first sta-
ges of tree growth and help to establish healthy root systems.

Seeds are pre-treated by soaking, innoculated with rhizo-
bium, and planted at the start of a wet season, Direct seeding on ex-
isting sites has given the best technical results at the lowest cost so
is the preferred method of planting. The first tree farms are planted
primri? to 1pil-ipil (Leucaena leucocephala) as a major species be-
cause (agexperlmcawith 1t 1s widespread In the Philippines, (b) seed
supplies are assured, (c) potential ytnldn are high, (d) Leucaena is
easily established by direct seeding, and (e) leafmeal can provide addi-
tional farm income. Other species are also being planted and tested for
suitability., Where specitic sites require fertilizer or lime, they are
being incorporated into land preparation and seeding operations.

b. Maintenance: Maintenance after planting is critical,
particularly when the direct seeding method is used. This consists ba-
sically of rc;ﬂlur ringweeding and cultivation of 50-100 centimeters
surrounding new seedling. Normally, three to four ringweedings are
required during the first year. As the tree grows larger, weeds are
shaded out. Initial planting densities of 10,000 trees per hectare
should assure that competing vegetation is shaded out, other major
maintenance task is construction of firebreaks and organizing regular

fire patrols.

¢. lharvesting: larvesting will be managed on a four-
rotation cyc's HB\-oriLEPmum produci npprmv-uly 25 I‘H‘M)Y:u
rowth or a yleld of 100 MT of wood per st.2/ At harvest time
Eﬁi trees \dh average between 16-20 centimeters in dissetsr and we
approximitely 20 kilograms. This sizo makes it feasible to use (a)
tools (bolos, bow-saws) and chainsaws for felling/topping operations
(b) hand stacking onto sleds and (c) skidding by animal power from ¢lsld
tu satellite log-decks where the wood (s weighed and credited to the
farmers' accounts. The approprinte sateriale handling systass to move
wood from the log-deck to the power plant are site specific. Simple
bullcarts may be sufficient. Altermatively, trucks or trailers pulled
by fara tractors or a cable-based system or a combination may be re-
quired. All of these systems are currently used in the Philippines.
All of these technologies are technically feasible, Systems selection
will be largely one of econcmics given specific site characteristics.

d.  Diftercices Betwsen Subprojects: The standard tree farm
area required to produce the wood noeded for a 5 MW power plant is
1,800-2 000 hectares. A wood transport system to support a 5 MW powver

I7 " Tha growtd figuie of 25 Mi/la/yr 18 consldered by many in the discipline
= to be a rother rale production estlmate, Much higher levels have been
achieoved 1o the Ml Hppines ww! other countries. Soe oxasples of other

production Levels are 1o Avex 1, Appendix E,
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plant needs to move an uverage ol 100 mutric tons (MI) ot wood per day.
Some wood may have to be transported as far us five to seven kilometers,
the distance between the outlying farm and the centrally located power
plant. This will, however, depend on the configuration and layout of
specific sites.

For the gasified irrigation pump subproject, wood produc-
tion tecmniques will rally be the same as those described above ex-
cept: (1) woodlots will average only six hectares and will be planted
adjacent to irrigated rice fields on the undulating, non-irrigable lands;
and (2) because of proximity, transportation of wood to gasifiers will
be quite simple but will still require substantial labor. Trees will be
cut and skidded out from a field directly to the gasifier unit, gensrally
only a few hundred meters. During pre and post-scason nctivit:fu, when
the pumps do not operate, the FPU members will maintain the woodlot and

prepare a stockpile of woodchipe for the coming cropping season.

The system to produce wood for the charcoal program dif-
fers in scale and harvesting cycle from that used for plants.
Tree farms for charcoal production will range up to 1,000 hectarus or
more and will be harvested on a three-year cycle, Wood will be conver-
ted into charcoal in 'boehive' or other kilns situated on the tree
farms. Each beehive kiln can handle 3:&!&:&1}! 41 cubic meters of
feedstock every 12 days or about 820 cubic meters/year, a volume roughly
equivalent to the amount of wood produced on 20 hectares of sustained
yield operations. Therefore, tree farms can range in size from 20 hec-
tares required to supply one bechive kiln up to as many as 1,000 hec-
tares to feed 50 kilns. Since kilns are located t the tree
farm, transportation provlems of wood are minimized, lighter char-
coal will be much easier Lo transport than green wood. Based on analyses
undertaken during the design and preparation of this paper, and drawing
on existing field level experience in the Philippines, the tree farming
systems for all of the subprojocts are tecdwnically feasible.

2. Conversion Technologles

a. Wood-Fired Fower Flants: The wll ustablished technology
of wood-fired power plants Is widely used in many developed and devel-
oping countries. The glum; operation follows the basic stream cycle.
Puelwood {8 cut into 12 to 18-inch lengths and burned in a bollor to

produce stean, The slightly superheated steam (s allowed to expand
a turbine which {s ed to the generator to produce elec-

trical energy. The steam {8 then condensed in a shell and tube-t
heat exchanger. lelni; water is passed through one side of the heat
exchager to provide o lov tesperature resorvolir, The spent steas (s
piemped badk to the boller and ceused,

Al ey equipgent required tor plant operation includes
conveyors Lor fuel oading and anli tesoval, pumps, and controls to main-
taln combust Lon Lo uratures, stems pressrs, tosperature, and powr
output .
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The discharges from the plant are air emissions resulting
from thn combustion process, ash, and cooling water., Air eaissions,
which are principally ash particles, are controlled with mltl.cyclmn
separators. The ash can be returned to the land. Cooling water is dis-
charged back into the supply stream at a temperature five to ten degrees
warmer than when it entered the plant. This temperature increase is
considered low enough to preclude environmental damage.

Given the years of success in using this technology, the
power plant technology is feasible.

b, Gasifiers for Irrigation: Gasification involwves the ther-
mal converaion of blomass to cﬁ Ible gases ("producer gas') which
can be ignited and converted to mechanical and/or electric power. Gas-

{fiers became popular during World War I1 when, because of fusl shor-
tages, they were used in many countries to automobiles and other
small argl.mn Since 1979, FSDC-sponsored ISAs have introduced and suc-
cessfully operated 25 3mlfier units for irrigation use at 12 different

sites.

Producer gas consists moatly of carbon monoxide and
hydrogen, and two incombustible components: carbon dioxide and nitrogen.
It is applicable for use in both diesel and gasoline engines.

In a typical producer gas huullnttm for d.an.
woodchips are fed directly into the downdraft
slowly vith a limited air supply, ctuti;
then mdm@nurluofclmirgmdooo mmm
solid pnrtlcln, cool and condense the y and collect imspuritiss.
Diesel is added at this point and the d l/gunt:mmﬂ'lth
and ignites, driving the ergine.

The gasifiers produce a low=Btu gas wvhich may be burned
directly in a boller or cleansed and burned in a dissel engine combined
with a small amount of dilesel fuel. Gasifier systecs are available in a
variety of sizes; size is normally dictated by available engines rather
than by gasifier capacity. Operating a manual feed gasifier is sisple
because the gasifier itself has fev or no moving parts and operates at
noar asbient pressurv.

The ltlor. when ap({lhd to diesel enginos, offers sev~
eral advantages: fication, displacesent of wp to 80%
of diesel fuel, hlyur ttm'ul -chlmcy than on pure diesel, and a

cooler and cleaner engine exhwust. The gasifiler has proven foasible for

{rrigation pump application.

c. (Owrcoal Production: For charcoal production, the wood
(s harvested, stacked In plles aloog the roadvays/trallvays and alr
dried for nmnrutlrmtﬂl PJ; days to rodm- the molsture content. It is
then transportog by Im{h Aart or tractor to a nrulmlll yard adjacent
to the kilnw mie cut In lengthue of about |3 meters. After charging the
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kiln with wood, it 18 ited and monitored by the kiln operator as car=-

bonization proceeds. near-colorless appears at the top of
the stacks, air inlet ports are closed, terminating carbonization. Af-

ter closing all openings, the kiln is carefully brushed with clay sl
to prevent air from ance:"mg and rekindling the fire. 7

thoadﬁ charcoal from a coal kiln is dore manually.
All uncharred pieces ash are separated from the well carbonized,
solid chunks, letely carbonized pileces are reloaded in the next
batch. Dis ed charcoal is cured by stacking in loocse piles for at
least two days before beig transported to permit thorough aeration and
to prevent spontanecus tion,

In this subproject, the Brazillan 'beehive'' brick kiln
will be used. It is dome-shaped, simple to construct, rugged, and
easily operated and maintained. Kilns will be built in groups through-
out tree farms.

This technology has proven very successful in Brazil,
Malaysia, India, and Argentina and should prowe the same in the
Philippines.

8. Economic Analysis

1. Econcmic Analysis Objectives and Methodology: The objectives
of this project Include Tmport mﬁiﬁn—uﬂ'ﬁ savings
th the use of biomass-based fuels to substitute for liquid petro-
leun fuels in various end-uses, such as electricity ation and agri-
cultural ing. While other important results include employment -
ra*ion andptza environmental benefits associated with the reforestat

of denuded marginal lands, the key economic question is whether the
blomasu-based fuels and associated end-use enurgy can compete with fuels
and end-use energy based on Internationally priced oil supplies.

The activities In this project produce both 'rav'' or unim-
proved W:H in the form of wood, and isproved or converted forma of
energy in form of electricity, producer gas, and charcoal. Conue-
quently, the technology-specific econcmic analyses included in the an-
nexes drav camparisons at various stages (n the fuel cycle which start
with the exploration or identification of the resource and continue to
the fuel's ultimate use, such as heating or rumning duu‘lnrqx. vhile
the fuel cycle for conventional fossil tuels has atages such as explo-
ration not explicitly found In that of wood-based fuals, renewable sour=-

cos such a8 lorests or sarginal lands to be reforested sust be ldenti-
fled and In soom cases asncswxd for their potentinl, Both fossil fuels
and wood, and other traditional fucls, share such steps In the cycle as

mining or harvesting, n-ftnh} or conversion, storage, transports’ion,
parketing, and end-wew, In the case of woodiuels which are rereable,

there (8 also a ntape not Lound (n fossll (el cycles, nasely sanaged or
wemanaged reyones ot ion,
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+ Given the complex nature of energy 48 an intermediate good,
and the multiple uses of the different feedstocks under consideration,
two different but complementary approaches to economic analysis were
used. In the first approach, Analysis I, emphasis is given to the eco-
nomics of fuel substitution, detuiling the costs involved at each stage
of the fuel cycle, for each subproject. The approach delineates the
cost factors in each altermative and allows for an analysis of impacts
caused by changes at any stage of the fuel cycle.

The second approach, Analysis II, is the more standard calcu-
lation of the macro-economic implications ot the subprojects for the
Philippines, including estimations of cost-bunefit ratios and internal
rates of returmn (IRR).

In both approaches, imported petroleum substitution is assumed
to be the emphasis of the subprojects, although both analyses, from
their own particular perspectives, briefly identify labor, rural income,
social and environmental benefits accrued.

2, Amalysis 1

a. Methodology: Because the project involves all stages of
the fuel cycle of a E—og!éaaed energy system, mT first series of econo-
mic analyses presented in the respective 1/ examine in a disag-
gregated fashion the econcaic costs of various stages of the fuel cycle,
The economic viability of the coaponents 1s based on the comparative
economic costs of the effective energy end-use. Since these accivities--
electricity generation and pumping irrigation water, for insts ce--are
ongoing in the Philippines, the private and/or societal benefits -
rently warrant current costs based on lmport: petroleum systems., re-
fore, each subproject 18 deemed economically * iuble {f the same end-use
{s met at an equal or lower economic cost an a result of the project.

Econcmic cost estimates rely on international prices
where applicable, for exmmple for capital goods, crude and petroleum
roducts all purchased on the International market, 'Shadow price' ana-
s’yh!n is used to capture the real economic value of other inputs (and
outputs), such as capital, unskilled labor and foreign exchange.

In the analysin of [uelwood production, no rtunity
value for the land s Included. In wost cases, this would incorrect,
but, because the NEA and FSIC activities are being undertaken on govern=
went lands which are currently denuded, there s Little or no opportu=
nity value. Such value as can be attributed to thw land as a result of
existing swidden and slash-and=bum wgriculture will be replaced by in-
tercropping agriculture with the tree Larm.

b, Saaary bconouic Inferences: The energ mlwt acti-
vitles of this ;-i'.'-'lis?? are considered sconcaleal ly vlnzlo based on the

17 Anoexes I, L1 el L1,




2/

- 20 =

efficlency-related objectives of substituting less costly domestically
produced, wood-based energy for more costly rted fuels. It is esti-
mated that '‘raw'' energy fuel can be grown and harvested at an econo-
mic cost of abwr. $0.74 MBTU, L ed with the cost of $5.60 MBTU

for crude oll.4/ However, before this raw energy can be turned into
effective output, the related costs of transport, conversion and end-use
modification are usually much higher for wood-based fuel than they are
for petroleum fuels. Nevertheless, the total economic costs argue
strongly for the project. The analysis indicates, for example, that
electricity based on wood-fired ration has an economic cost of

$0.059 kwh as ed to $0.119 kwh based on diesel generation. (In the
Visayas, where wood=fired power plant subproject will be implemented,
the altematives of coal-fired and large oil-fired plants are not viable,
and geothermal in the wedium term 15 limited.) For some subproject acti-
vities, such as gasifiers, and in some project areas for charcoal pro-
duction, it will not be necessary to construct roads, and the raw energy
economic cost will be even less,

End-uses that require converted or refined fuel are also
economically attractive. For example, charcoal can be produced at an
economic cost of about $2.44/MBTU.

while there frequently will be some transport costs for
industrial users removed from the charcoal production sites, delivered
costs of $3.00/MBTU or less will be ccaomon. This res with an econo-
mic value of $5.60/MBTU for heavy fuel oil and $8.50/MHTU for diesel oil
or $8.80/MBTU for kerosene. Thus the wood-based system can afford to
bear still further end-use conversion losses because of relative effi-

ciency costs.

In many cases these end-use conversion losses and capital
costs are considerable. For example, "he effective losses in gasifi-
cation are scoe 39% resulting in urn etfective cost of $1.52/MBTU for
Eumdumr gas busod on chipped (und delivered) wood valued at $1.09/MBTU,

t still much cheaper than the $8.50/MBTU diesel. For applications
such as pumping, capital costs are significant because pumps do not run
all the time and the eftective output based on a producer gas/diesel
mixture must bear this capltal cost.

The econcmic analysis nonetheless indicates that various
end-use alternatives are econcmically attractive when full fuel cycle
costs are Included. In most cases, there are significant savings; for
wuaple, operating Lrrigation pusps partially using woodchips is approxi-
mately &07. cheaper than o totally diesel=tueled systan,

In the Milppine., some households are shifting back to

E Hon seicdsn Therwal Unlos.
Based on $34/1arrel crude, FOB Persion Gull.
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charcoal for at least part of their cooking requirements.l/ Based on
onl{ 30% substitution, the shift produces an effective annual cooking
fuel cost of $141.00, including economic capitalization of new charcoal
stoves, compared to the $194,00 that a household would have to spend
annually if it uses kerosene to meet all of its energy requirements.
The relative net benefits of charcoal use in industry are somswhat less
since it will substitute for lower cost fuel such as bunker oil and
retrofitting capital costs to convert to charcoal must be incurred.
Therefore, as analyzed in the annex, charcoal is economically

feasible when a shadow price is used for the foreign exchange s 8
and the lower discount rate of 15% is used to represent the ty
cost of capital.

Although only direct economic benefits resulting from
fuel substitution were analyzad, there are in addition employment/income
generation benefits and the effects of income transfer to rural areas
which could be quantified, More specifically, the production scheme, in
addition to providing substantial wage payuwent for r, will yleld a
considerable farmer's mx'?lwiven a crop growth of 25 Hl'/hl/z;). and
thus help raise many rura lies above the poverty line. >
sizeable resource flows generated by project activities will remain in

rural rather than urban areas awd in the Philippines rather than going
abroad to pay for fuel imports. Expected environmental and watershed

mmigamnt benefits, while considerable, are less amenable to quantifi-
cation.

3. Analysis 11

A standard economic analysis was conducted on each subproject
to derive the internal rates of return (IRR's) and benefit/cost (B/C)
ratios to the e as a whole, the results of which are presented in
the Table 3. In each case the economic costs of the subproject, esti-
mated 25 years into the future, are cumpared with the economic value of
the imported diesel or bunker fuel 1ts energy outputs are expected to
replace. Shadow prices have been used to more closely approximats the
true value to the Philippines of unskilled labor and ﬁo:'cpfp adwzcm
Unskilled labor is included at half of ite nominal cost in noof\lt
of the high level of seasonal and other underwapl t in rural areas
and the subsequently low oK.pottunity cost of such » Foreign ex-
change costs and benefits have been revalued upward by 25% to reflect
the overvaluation ol the peso at the current axchange rate.

The economic B/C ratios derived in this basic economic analy-
sis are all quite high, even at a relatively high 207 rate of discount:
1.6 for the wood=fired power piant and its associated tree famm, 4.1 for

177 In 1981, for example, LPG sales decreased by 7% wille charcoal sales
S Increased. (harcoal sales continue to rise in 1982,
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the woodlot and gasifier for irrigaticn pump engines, and 7.0 for the
charcoal producing tree farms. The economic IRRs are also high: 29%
for the wood-fired powsr plant and 119% for charcoal production. The
IRR for the gasifier cannot be calculated from the amnual figures in the
basic ocmm?gﬂnlyau, since there is no r in which costs exceed
benefits. (The gasifier LR could be calculated from a quarterly break-
down of the data. 1t would be r than the 415X derived in sensi-

tivity analysis with no shadow prices, discussed below.)

Two sensitivity analyses were conducted to test the effects on
these foasibility indicators of (1) possible errors in the cost estimates
and projected benefit valuss (imported oil prices) and (2) the use of

shadow prices.

In the first instance, the prujected savings in imported fuel
bills were roduced by 251 (which would approximate a reduction in the
avwrage world market price ot crude oil from $34 a barrel to $25.50),
and :Yl ostimatud costs were incruased by 20%. While the IRR and B/C
ratios dropped for w«ll three subprojects, they remained high and well
within the "fuasible' range. The IRRs were 20% for d\ﬁmr lant,
1651 &r the gasifier using quarterly data and 871 for oaY produc-
tion, while t.ﬁ.:v B/C ratios became 1.0, 2.6 and 4.4, respectively, at the
201 discount rate. (At the more conservative 151 rate of discount the

B/C ratios become 1.3, 3.0 and 5.2, respectively.)

In thw secund senuitivity analysis the use of shadow prices
for uwkilled labor and fureign wxchange was dropped and the calcula-
tions wre dune on nominel cost and benetit estimates. While the effects
on the standard {indicators are noticeable, they all still remain weli
within the range ot econcmic feasibility. With no shadow prices the B/C
ratioe becane 1.3 for the wood-fired power plant, 2.9 for the gasifier
and 3.7 for duircoal production, ceven at the higher 201 discount rate.
The IRRo are 251, 4150 and 821, respectiwely.

Tw: annlysis {ndicates that each of these subprojecta will
provide subutantial ecoxwxsic benofite, {n the form of axd\m"e
cout uavingu, to the soclety at large in caanhon with their identifi~
able conts, assuming the energy produced replaces imported dissel or
bunker fuel that would otherwise be consumnd. On the oost side the fact
that the expenditures for energy will accne to domestic factors of pro-
duction, particularly to labor, thus providing more domset{c esploymsnt
wxd {noome, rather tvn to forelgn producers of ofl, also benwefita the
MU pplive ceommny (nanmach as those factors are currently underutilized.
The beetwet it of thiu cont trann{er huw boon partially captured in this
atlyuin vy whadow pricing the cout of unaskilled labor at only half {te
nominal market value, in recognition of the present lack of a{tomltiw
rural aployment, but the benoffcial suleiplier oftects of the
additional rural fncoms o the local sconomy havw not besn captured.


http:fAmaibill.ty

- 23 -

Summarized below are annual savings derived from the subprojects on
a macro econonic level:

BOE Foreign Exchange Savings
Wood Fired Power Plant 109,730 3,730,820
Gasifiers for Irrigation 47,128 1,b021;52
Charcoal Production - =
Total 55,558 I
Table 3

Sumnary of Internal Rates of Return (IRR) and Benefit/Cost Ratios
Rural Energy Development Project

Tree Farms
and Woodlot Tree Farm
Wood-Fired and and Charcoal

Power Plant Gasifier Product:ion

Internal Rates of Return (IRR):

1. Basic Economic Analysis 29.30 2/ 119.30

2. Sensitivity Analysis
A. -25% Benefits and
+20% Costs 19.80 165.02 87.00

B. No Shadow Pricing 25.30 415.00 82.30

Benefit/Cost Ratios:
1. Basic kconomic Analysis

A, At 202 Diucoumnt 1-58 1‘007 60”
B. At 151 Discount 2013 4072 8029
2. Scnsltivity Aalysis
A =257 Benefles and
+20% Cont
l; At 207 Ditscount 0099 2-55 “-37
2 At 151 Dl!iCO\I\t 1033 2095 5-18
B, o Shadow Pricing
1) AL 207 Discount 1.31 2.85 3.70
2) At l')‘l [)h.’C(lmt 107‘. 3022 “029

I7 Tt T not posnible to enleylate the imported ofl savings fram the

- charam! nubproject at this tlme.  However, 1f only 15 to 20 of the
approximately 190,000 MI' ot charcoal produced annually is used to
replace {uported oll, the savings wou&d bo nubuumth){.

2/ Cannot e caleulated fron muwﬁu figures.



C. . Financial Analysis

This section sumnarizes the financial costs and returns of estab-
lishing and operating the energy farms for each of the three subprojects
as well as those related to each of the conversion processes. tailed
cash flow analyses and tables are included in the respective annexes.)
In each case, the analyses employ conservative assumptions. Total pro-
Ject costs are shown in Table 7.

Tree farms for the NEA wood-fired power plants and FSDC charcoal
production subprojects are developed on 100 hectare modules operated by
TFAs and CPAs. The wood is sold to electric cooperative power plants or
processed in kilns. The fuelwood and charcoal are marksted at farm gate
or contract prices. In the case of the FSOC gasifier subproject, a
small woodlot of only asix hectares will be necessary to mset the fusl
requirements of each ISA's gasifier. In each of these cases, the ave-
rage annual tree growth is estimated at 25 MT of wood/hectare/year.

The subsections below discuss the costs of developing, opera-
ting and maintaining each of the fuslwood centers, and the incomes
earned by the farmera.

1. VWood-Fired Power Plant

a. Tree Farm @ The estimated cost of developing a 100-
hectare module, as prepared by NEA, is $56,511 (%52,088). This
includes costs for lubor, planting, fertilizer, pesticides, tools, equipe
ment, and contingencies, and works out to an average of $565/hectare.
Based on sules to NEA of all wood harvested at 100 MT/ha. at a guaran-
teed price of $8.12/ton (P65), the TFA will generate sufficient cash
to cover annual awmortization payments during years 5-12 by 1.7 times.
This will allww the tree farm dovelopment loan to be properly retired
and leavv sufficient funds to bu distributed to the s.

The financinl tables in Anex 1 show that during the
firnt twelve years of the tree fare (based on an estimated growth of 25
MT/ha/yr) the farmers would receive in cash a minimm of (#3,840)
annunlly, up to a waximsm of $911 (P7,290). These annual income esti-
mates are projected to rine during years 13-25 to a minimm of $1,187
(#9,500) and a maximm of $1,780 (P14,250). Since the farmers
selected to work twe tree farms are currently a -{or component of the
large group of wwmployed/undervaployed in the Philippines, these
estimated leveln of incom will provide adequate incentive.

be  Poaar Plant:  In addition to tw caployment/incoms beno-
fits of thin subproject the power plants will be able to produce power
at a cost nigniflicantly cheaper than NFA currantly pays for purchases
from tho power yrid. Banad on o fuelwood moisture content of 34X, the
annunl operating expense in Year 1 {a oxpectod to reach $1,063,375
(r8,507,000/8) or an awrage of $0.0475 (F0.38)/kwh; while the opera-
ting expenne for n UL mofature content {n $1,086,375 (#8,691,000/8)
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or an average of $0.04875 (P0.39)/kwh. These costs compare favorably
with the average 1980 rates of $0.10 (P0.80) and $0.12 (P0.96)

charged by electric cooperatives located in Central and Eastern
Visayas. More significantly, the wood-fired power plant will be (a) an
effective subatitut> for more expensive oil-based power, and (b) enable
the RECs to produce and distribute energy at a rate lower than existing
oil-based power plants are charging.

2. Gasifiers for Irrigation: The estimated cost of developing a
6-hectare woodlot, as prepared by FSDC, is $6,551 (P52,413) including
$2,569 (P20,550) for program management. In order to compare costs
with the wood-fired power plant and charcoal tree farms, the $2,569
would have to be deducted from the $6,551, leaving a coat of $3,982 for
6 hectares or $663 per hectare. Whereas this is approximately 17% -
er than the per hectare cost for the 100 hectare module tree farms, s
18 a much smaller operation and accordingly, will be less efficient.
Trea, we do not consider this differential unreasonable.

The gasifier woodlot differs from the two tree farm operations
in that the woodlots will be owned/leased by the ISA and the end prod-
uct, woodchips, will not be sold. The farmers who develop, maintain and
harvest the woodlots will be paid directly by the ISA. will each
earn $150 (P1,200) during the first three start-up years and $587
(P4,698) annually thereafter.

The financial viability of this project for the 1SA is demons-
trated by the projucted coat savings when using the gasifier to produce

70% of the energy required to operate the irrigaction pusps. The
savings to the ISA owr a 25 year period are in excess of $2,737

(P21,900) annually. This calculation is net after deducting (1) total
amortization costs for both the g:nlfhar and deweloping the woodlot, and
(2) labor costs for harwasting the wood and pre woodchips. This
subproject will remain financlally vinble for t as long as the
gasifiers aru able to provide 528 of the onergy required by the irri-

gation pumps.

3. Gharcoal Production: Tho estimated cost of dcwlopm 100

hectare trve farm, nn prepared by FSDC, 1s $82,000. Howuwer,

amnt Includas $24,225 for coats of roads, kilns and project

management , which were absorbed by NEA {n the uxnd-firodtpou)r plant
roject. Thus, to compare FSIC's entimatos with those of NEA, the
4,225 munt e excluded leaving a cost of $57,775, or approximately 2%

highor than NFA'n.  Since this differential will not affect the

vinhility of elthua activity, we aro ot mxiifying either calculation.
Dut fng thee ntart=up parfod of threo ysars (smaller trees are

harwve wtoxd o clunconl v powaer plant requivements), the farmsrs would

recefve o wintmer of $500 (ﬂo,‘l()()s and n maximr of ‘1,000 (v8,000) .

These profect Lo fncreane to o minimum of $3,875 (P31,000) and & maxi-
mun of $7,7% (£62,000) botwsen years 4 and 25, These levela will pro-
vide an adeguate Incentive to the fanmers, as in the section above.
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Charcoal sales are g:ojoctod at P1,000/ton, red to the
current market price around the country ru“.m from ¥1, to

F1,800. On this basis net cash generations are more than 4 times an-
nual amortization payments. Even at a sales price of P500/ton, one
third of today's prices, adequate cash would be gensrated to retire the
loan on schedule and still provide the farmers net cash distributions

30% larger than they would receive during the start-up years.

The CPA will produce and sell the final product, the char-
.coal. The CPA will cover its operating costs and amortization payments
and distribute the net cash inflows to the members. Because this acti-
vity projects very high net cash retums to the individual mesbers, the
project may ultimately include additional members.

D. Social S5c:wndness Analysis

Success in all three subprojects is dependent upon an efficient,
timely, and adequate supply of fuslwood. A critical fesaibility issue
in the project thus concerns the viability of the associations organized
to establish, operate, maintain the tree farms. In the Fall 1981
an AID/Washington Teaml/ spent several days in the field examining
this feasibility issue. team concluded that:

""The social mechanism being employed to recruit
and retain participants in the program i{s attuned to
cultural sensitivities which have been {dentified as
crucial to success in the rural areas of the Philip-
pines. An authority with credibility is supervis
the program, the profram is perceived by the particl-

ts as fair, immediate rewards are being realized

the participanty which tends to reinforce their
faith that the longer-term rewards will not be denied
them, the associations required for participation in
the program aru not artificial, and the organiza-
tional structure and detail {8 not overvhe M

In reaching this conclunion, seweral specific questions were ad-
dregsed. These can be summirized as follows:

1. la tlwe proponed organizational format of farmers associations
viable frua both a theoretical s Int and In terms of the local
soclo-cultural context ol rural ppines teas concluded that
sowral key [eatures ol the organlzational arrangemsnts proposed in the
project are conduciwe to long-term group vi bility. These include:

n.  Mobership within fanmers ansociations {s voluntary;
those who do not wiah to Join are not required to vacate thoir land and

may con*lnue to farm,

17 Tho ATD/W team conponed of Bruce Gair, (an Wahlgren, Paul Weatherly,
- Kathloen McNumara, Gornld Hckey, Joseph Boansolisl ani Jaans Dm\zdwr,

collectively tiaveled to neven nftos {o lazon and the Visayaa,
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b.  Farmer associations sre smill and are comprised primarily
of kin, nuighbors ad friends.

c. Organizational structure is simple and voting rights of
nembers are guaranteed.

d. The organizational format is compatible with existing
village organization.

e. Membership in farmers associations does not prevent
farmers or their families from pursuing other economic activities.

2. Would the lease arrangements provide members with temure secu-
rity? The team Iound that many Earmers see Che program as & means to
establish legal claim to the land. Moreower, the lease arrangements
(described in Amnex I anu II1) offer far greater tenure security than
any other arrangement to which the farmers have been exposed.

3. Did the participating farmers understand the loan terms and
repayment requirementa? Although the tean found that some Iarmers did
not completely understand the loan repaymsnt requirements, farmsr percep-
tions of {mmediate gain in terms of access to land and steady income are
8o strong that current lack of undaratanding should not affect -term
gmxgevubility or project: success. In any case, any misunders
can be corrected by an improved information campaign. An important
point is that by the time loan repayments begin, farmer incomes after
amortizations will atill be two to three times highsr than those eamed
during the period of tree farm cstablishment (i.e., up to the time of

first harwest).
4. Do rural Filipinms have sufficient trust in the lead agencies

to join farmers associatiois and enter into loan and tenure eeaents
The team concluded that both NEA and FSIC have catablished a credl-

bility mmong rural Filipinus over the years, and that people will volun-
tarily join farmers associations based upon their trust in the proaises
of theae agencles. Moreowr, the delegation of autwrity by these two
agencios to regional and provincial organizations has enhanced their

credibility in tho eyes of the rural farmers.

In addition to the group viability iseuve, social soundness
concerms rulated to spread eftecta, socio-economic equity, negative so-
cial conmquencen, the role of womon, and genoral cultural campatibility
were also addressed, either by the Gair Team or directly by GOP and AID
analysts. The general conclusion ia that: (1) the project is expected
to have uignificant positive spread vifects, such that the project will
be sustainable after AID fimding hvis expired and will be replicable on
an oqual or mmller neale {n many arcas of the country; (2) the project
has at all timer tocuned primarily upon poor direct beneficlaries and
should aibkee pontt fwe contributionn to the {mprowment in unemploymsnt,
underamploynent , iom vanehold Incomwn, and {inoquities in rural income
diateibut {on;, (3) negntive nocto-cconomic fmpact in minimal and project
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design remains flexible in regard to the few areas where potential prob-
lems might arise; (4) the project design has given careful consideration
to the present role of women in society and their participation in this
project and women should benefit significantly either as actiwe Eticl-
pants or as indirect beneficiaries through membership in houssholds; and
(5) the project is mtultz.mclbla wicth Filipino culture and socie-
ty and indeed strengthens desirable trend toward local private orga-
nization for self-haelp productive activities.

E. Envirommental Analysis

Summary conclusions of the Environmental Analysis are presented
below. More detailed discussions of enviromnmental impacts are located

in Annexes I, II and 11I.
1. Tree Farms and Woodlots

This project cmma the nationwide devel t of tree farms
and woodlots for energy. farma and woodlots will be planted with
fast-growing rotation tree species. Tnasmuch as the sites will be lo-
cated mostly on denuded lands, the planting will have a beneficial ef-
fect on the immediate physical environment. Furthersore, the resulting
reforeatation should reduce the siltation of waterways. Finally, the
techniques involved in developing and maintaining tree farms and harves-
ting wood will be labor-intensive, involving the participants in both
the u-mfnant (including profit sharing) and the physical development
of the sites.

2. Conwrsion Technologlesa

a. Wood-Fired Power Plants. A wood-fired power plant in the
5 MW range will have a relatively minor adverse impact on the
environment. Wood {s essentially a sulfur-free fusl, vhils oxides of
nitrogen can be controlled in the combustion process. Cooling require-
ments can be met from nearby rivers in two cases, and vith assistance
from a cooling pond in the third. PFurther, unlike other fuels, with a
wood=fired plant there is no potential er for major spillages or
leaks which could hare the gurrounding environment.

b. Gasifiers. This profru involves converting exist
fuel pump {rrigation mystems to gasifiers to reduce the cost of fuel.
Chipped wood will subatitute for diesel. The degree to which the eavi-
ronment will be affected {s a function of the location and size of
proiocc. Given that the largeat project will consist of two or three
flers, oach yorerating gan for a GS-Inrnﬂar engine, the total
t{ut on the environmunt will be minimal. 1igible excavation or
noil displacement will result from installation of the devices. Because
of the limited nimher of unita and their small size, no -{: air quality
{mpacts are expectod,. Reliance on qrupur criteria for sit as wil
an sound enginee Iy m‘tmlpleu. vill ensure that the promod systess

do not create publlc hazards.
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. €. Charcoal Productin. Construction of the kilns will re-
ire neither excavation nor major soil displacement that could lead to
development of hazardous conditions. roduction of charcoal,

however, can ate relatively large quantities of gases which, in
sufficiently concentrations, could be toxic or exploaive. Ai.r emis-
siona could also adwersely affect surrounding wildlife and vegetation.
However, careful siting and sound engineering principles can mitigate
potential adverse effects. Also, certain precautionary measures can b
taken in charcoal manufacture to prevent inhalation of the relatively
high concentrations of poisonous gases which may be present in the kilns.

3. Conclusion: On the basis of the detailed Envircnmental Assess-
ment, AID has concluded that this project as presented in this paper is
environmentally sound.

F. Administrative Feasibility/Description/Arrangements

This section describes the organizations which will implument the
three subprojects. These are the Ministry of Human Settlemsnts (MiS),
the National Electrification Administration (NEA) and the Farm Systems
Development Corporation (FSDC). It also describes how thess organiza-
tions relats to one another in implementing the threu subprojects, and
in the case of NEA and FSDC there is a further explanation of how these
organizations relate to the Tree Farmers Associat and the Charcoal
Producers Associations. Finally, this section identifiss and analyzes
the major administrative and organizational issues associated with this

project.

1. Ministry of Hhuman Settlements ¢ The project will be un-

der the general overs 0 t Advisory Committee (MAC)
and its Secretariat. The MAC is an inter-ministerial committee created
by President Marcos on May 27, 1980, and composed of eight GOP minis-
ters. It provides policy and prg;n guldance to the Preaident in the
exocution of projects under the program. The Becretariat, ized
under the Miniatry of Human Settlements, conducts day-to-da ination
of the ESF program and is headed by an Executive Director with a full-
time stalf in addition to being able to call upon a broad range of con-
sultants. ‘The staff of the secretariat is composed of engincers, econo-
mists, developaent planners, public accountants, systems designers, and
project managers. Secretariat is a funding agency with coordinating
and planning rnrmlhllltln. As such, it does not directly implement

rojects. It relies on GOP line agencles and local government units to
Lﬂll‘lt programs financed with ESF proceeds and works with these imple-
monting agencles to design projects. It also monitors implementation
progress, eatablishes procedures and stundards, participates in evalua-
tions, and sponsors or performs project audits.

The Secrotaciat has procured or is in the Y‘r:oou of procuring
technical services from six local and U.S. finw or institutions to as-

sist them in executing thelr responsibiliciss under the ESF program. Of
relevance to tiw rural energy prograa are: certified public accountants
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to perform project audil:l, architectural and engineering (ALE) firms to
assist in monitoring and supervising eomtmctim mjoctl, plaming,

duisnnndnnqumtﬂmtomrk\dthmic rowe their
project design and management skills. In lddi lion ESF
GOP-financed technical assistance project to lq:port tunl

and
fnmutmrb;i;utwgariodhubmww MAC and be

As with other ESF-financed projects, the Rural Energy Develop-
ment Project Agreement will be signed wit:h the Ministry of Humen Settle-
ments. The Ministry in tum will enter into formal memoranda of agree-
ment with NEA and FSDC to implement subproject activitiss.

2, Nntioml Eleccdﬁcatim Administration ENEA] NEA 15 a high-
ly ca:getmt over the past ten

0o
ht cloctri.city to 1, EBSH(IIJ rural customers. NEA was mhtad

AID !.n the formative years, 'and more recent by the \brld Idr.

+ At the national level, NEA is considered by many a textbook
ple of a development institution. It has provided hlhuh:hn ’
policy guidance and technical assistance :o the rural electr: tion
movement in the Philippines in a highly participatory and decentralized
way. relying on a rural cooperative system, it has brought thousands
of people into the development process and has created a development
base in rural areas of the Philippines that can be built upon and

expanded .
NEA has provided leadership to the rural electrification pro-

cess and {n accustomed to i.m camln implensntation ltylo
ipation of oumsrous dis-

ln required when a process rel rn:

groups of people. As urly as 1972, NEA used a sophisticated
ltm of balance analysis to manage the cautwndm. procuressnt and
organization of the first 36 rural ol.ctr!.c eoomnttw systems. This

familiarity with complex lm allows
tem which connects 1,200 new per day. 'Ihh!.nvolmn!-..r

tansous conatruction in owr 100 locat!ml throughout the nation with

the handling of about $150,000 worth of suppliss and iglmt daily.
NFEA logistical apparatus lhipl required ul’.orhll to ions on &

dozen different {slands and still maintaina very low costs.
This has meant that the RECa have averaged less than $200 per housshold

connection, a low figure by world standards.

It {s the cooperatives which own and operate the local elec
trical distribution systems. Thus, while NEA provides central guidance,
financen conatruction and Er!‘om procurement functions, the managesent
of progran {splementation is the responsibility of the cooparatives.
Thare are now 115 electric coopuratives serving from 2, ooo to 45,000
conmumern vach, A typlcal cooperative hws about 150 -q: oyoes , an in-
como of owr Pl million pur month, and oxpands its sevices at the rate

of about 5,000 juw cuntomers por year.
As notes) In the Background Section, the GOPF has undertaken an
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ambitious energy program. Part of this program has resulted in each REC
being assigned the task of dwolm its own electric power resources,
either, wood-fired mini-hydro or . While new, these programs have
made considerable progress. Over 30 tree farms have been established by
farmer organizations as of 1981, and 9,173 hectares of trees have been
planted. Seventeen powsr plant units are on order, with the first eche-
duled to be on-line in Summer 1982. Three aini-hydro mmu are
operating and construction {s under way on two more. financed
{ncremant to this program will add only modestly to the workload of NFA
and therefore poses no administrative problems.

NFA has established a Dendro-Thermal Development Office (DTDO)
with a staff of about 60 persons with a varisty of enginsering, finan-
cial, agricultural and administrative skills. During CY 1982, the staf
will be increased to approximatsly 120 in oc.der to mset the manpower
demands of the program. Recruitment of the now staff mesbers is under-
way. This office assists the RECs lease land from the NFD, arrangss
procurement of equipment, and it establishea general guldnlinu for tree

farm development and power plant operations.

Once the DTNO and a coopsrative reach agresment in principle
for the ustablishasnt of a wood-fired powsr plant pmjoct' the responai-
bility for project {mplemsntation becomes the cooperatiwe’'s. The coop-
erative ostablishes a coordinator's office, staffed with five to six
people. This office, along with the cooperative gensral manager, han-
dles project adainistration.

The relationship between NFA and the RECs 1s well defined and
established through law and precedent. NEA's relationship to the TFAs
will be t the RiXs. TFAs will be legally incorporated organi-
zations and their mmbers will also be mombers of the cooperatives. The
cooperative will hold the lease on the land to bo dewloped while the
TPA mombers will own tho produce of the farms and sell {t to the couper-

ativea.

Undeer the preasent uystasn, thw coopoerative receives a loan frus
NEA for troe farm dewlopmmt. The cooperative foremlly relends the
moncy to thu TPAs. In lending to the cooporatives, NFA addas a 3/41
service fee to the 91 charged {t by MIS.  The cooperative adminiateras
the loan and maken canh and {n-kind {nputs available to the TFAa as work
on the troe farma requitws,  The TFA mebers receive, in addition to
fars {oputy, salary out of the loan durfng the dewslopmmnt period prior

to harwnt fng.

T coopetat fw coordinator's oftfco coordinaten technical
anndntan o and extenston tor (armers thooagh 1te staflf oreaters and/or
agriculturtets. The coonlinator. can also requnt NFA asniatance or
help fron the inlaandty of the MMilppliens at los Hanos (UFLB) School
of Forentry, M Votentry Weneateh Innt{tute (RRI1) or other resmrce

agencies and comnltants an rwgquired,
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*  NEA has certitied seven local ALE tirms which are knowledgeable
about rural electrification to deal with engineering concerna. A coope-
rative will enter into a contract with orw of these firms to provide the
technical services required in lannm and conatructing the power
plants. Firms will prepare dnlli.pu supervise conatruction. Con-
struction will be done through a combination of force account by coop-

ratives and by contract,

The administrative arrangements described here derive from
experience gained from over 10 years of rural electrification develop-
ment and operation in the Philippines. NEA's administrative and opera-
tional approaches are teated and provide an effective mechanism for pro-

Ject imp tation.
3. Farm Systems Dovelopment Corporation (FSDC)

a. Gasifiers for lrrigation

As with NEA, FSIC has a record as a developmant
{natitution. Since its creation in 1975, it has organized 1,800
Inu?utad Service Associations (ISAs), representing 94,000 farm
familics. FSDC currvently has over 1 _ at its central, area
and provin- cial offices. The adainistrative tion and
management procedures of the FSDC and the ISAs are described in the
Project Paper Small Farmer Systems 11 (492-0333) available in AID/W.
Under this proJect, FoiC ements the gasifier
uvmversion subproject and the charcoal production subproject. Under the
gasifier subproject FSDC will provide financial, technical and
advisory services to adapt gasificrs to cuxrrent dissel
, and to develop a fimlwood rescurce. Participating I5As
ate three nov members to undertake the tree farming and woodchip

aspects of the subproject.

Aainiscracively, a typical equ t conversion request
s processed as follows: At field lewl, the submits a proposal to
the provincial office in the form of a resolution for converting its
diesel equipment. The proposal is then sent to the FSIC area o »
where the Technical Services Division and the Farm Support Services Divi-
sion assess the 1SA's financial and technical performance in light of
converaion requirements, including the woodlot area. The 1 is
then endorsed as a loan application to the central FSIC o » vhare
the g lneering da‘xarmt evaluates the technical and financial anal
sos of the proposal . The pr:r.lul {s then sent to the Board of -
trators for spproval, That cbtained, the enginesring department orders
the equipeent from GEMOK, a legally incorporated production subsidia
of FSLC, or froam other manulacturers as they develop. Upon receipt o
tl‘?lw'ﬂw. the supply management departsent ships it to the area
0 (o .

N Installation, supervised by Technical Services Divi-
slon personnel, s perfonsed by 15A farmer-ssmbers, After inatallation,
area office persoonl traln the gasitler operator and conduct periodic
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visits to monitor technical performance. To assist in the early phases

of this project, FSDC will use GEMOOR for t:rdnh\iomd ipment repair;

local Bureau of Forest Development (BFD) offices for access and
services for woodlot development; and the Bureau of Soils for

advisory
soil analysis and land preparation.

At the ISA lewl the gasifier conversion and wood produc-
tion is under the supervision of the ISA Board of Directors which menages
operational committees. The business management committee, with assisn-
tance from the education, f:duct!m and {rrigation management commit-
tees, has gene~al of the conwrsion. The education commit-
tee is resporsible arranging and conducting t of ISA menbers
on basic technical and maintenance operations. The ation committee
organizes a repair and maintenance crew and is responsible for the ac-
tual operation of the gasifisr unit. The fuel production committes is
responsible for oqnwt:im the development and operation of the woodlot

and production of woodchips.

Twventy-five gasified pumpsets are currently operational
and results on thes. test units are quite encouraging.

The conversion to gasifiers will add slightly to the 1SAs
administrative workload, but the is organized to handle this work
and it should not compromise its effectiveness.

b. Charcoal Production

In 1979, FSOC was directed to its activitics be-
youd Lreigation to include the uplands, and to help improve the well-

ing of non-irrigated farmers and farwers with mixed cropping systems.
An example ia the Charcoal Production Program with its focus on liweli-

hood i{mprovement through reforestation activities.

The Charcoal Production Program is administered as fol-
lows: At the FSOC Central Office, CPA requests, for leasing land is
reviewed and sent to the BFD for granting of leases. The Board of
Adainiatrators approves loan requests for tree farm dewsl t, based
on results of ¢t {cal and epaiket feasibility atudies. central
office also provides overall guidelines and policies for project isple-
mentation, and providesa or arranges for technical and managerial advice
as needed from hired consultants and other GOP agencies such as BFD and
the School of Foreatry at Los Banos.

The FSIC office at the provincial lewel assumes noﬂ\.a-t;
bility for the program by identifying potential project areas and
menbers, and conducting demand and market studies. It also serves as
the focal point for training, technical assistance and advice to the
CPAs. It coordinates with local BFD offices to assist in and
mapping the trec farm arwva and to provide access clearance. It reviews
CPA proposals for Incorporation and funding resolutions, and endorses
them to the FSIC Arua Office for feasibility evaluation (technical, mr-
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kets, financial and social). If they mest feasibility requirements they
are endorsed and forwarded to FSOC's Board of Administrators for final

approval.

At the association level, activities are cartied out and
managed by a CPA composed of fifteen upland farmers and their families.
Member activities include clearing and planting, maintenance of trees,
and harvesting, transport, and charcoaling of wood. Tree farm and char-
coal production management 18 coordinated by wecber-selected officers
from within each association. A general assembly, representing all
family heads, makes basic operating decisions and formulates CPA policy
including revision of rules and policies governing the association.

While the CPA system is new, it is based on an organiza-
t:imnl/mmgamt pattern that has proven very effective in other FSDC
programs. Given the success of this pattern in the ISA program, and the
fact that most of the FSDC personnel in the charcoal program have 1SA
pr‘ogram experience, we believe that the CPA system will prove equally
effective.

As with the gasifier subproject, our conclusion is that
the (harcoal Production subproject is administratively feasible.

FINANCIAL PLAN AND BUDGET

This section presents the estimated amount and timing of AID obli-

gations, dollar disbursaments, dollar/peso expenditures and a Project
Budget. Owrall economic and financisl analyses of the subprojects are

nddredacd In Section III. B. and C.

A.  bligatlons: Following lu the projected AID obligation schedule

for: the thnw subprojects. Twse projections are based on the finan-
cial needs of the nubprojects as woell as the USG coomitwment to provide a
total of $50.0 million pur year in FSF wonies for the U.S. FY's '82, '83

and 'B4.

Table 4
PROJECIED ALD OBLIGATLONS

gy

.5, Fiucal Year

TYB? FYFRI  FYB  TUTAL

Power Plantn 7,000 £, 000 - 11,000
Ganit] ru 2,000 1,377 - 3,17
Quitcon) 2,000 4,370 5,000 11,370
Evaluat fons - 25) - 253
Total 11,000 v, 00) 5,000 25,000

vLEID 1/1/82



B. Dollar Disbursement Schedule: Section V.E. discusses the AID dis-
bursement procedure. The Iollowing table presents Lgmjected dollar dis-
bursements. These dollar disbursements include both the transfer to the
COP Treasury as well as disbursementa to U.S. suppliers covering off-

shore equipment procurement.

Table 5

PROJECTED ALD DOLLAR DLSBURSEMENT
{¥000)

Project Year

1oz 3 45 6 Toml

GOP Treasuryl/ 2,400 2,800 3,600 3,200 2,000 947 14,747

Procuranent - 1,000 8,100 90C - - 10,000
Evaluations 20 60 20 40 58 55 253
Total 2,620 3,860 11,520 4,140 2,058 1,002 25,000

C. Project Expenditure Scluxlule. This table presonts a projected
schedule Tor ATD and OO dTubursanents for project expenditures. It
shown the timing of peso/dollar diabursomats to finance subproject
nctivitien, as contrasted with Table 6 which shows the timing of annual
dollar disburnamants to thee P Treanury plus tho dollar diabursementa

for of tehore procuranent .

" TYacYlen A0l dhbarsesent s to (38 Treanary ficageirt of hath Gaas
- Lfdern for roagntion ad Quitconl Posduct fon algieotectn,

Fainal 170/02



Power Plants
AlD
coP

Sub-Total

Gasifier
AID
(¢
Sub-Total

(harcoal
AID
GoP
Sub-Total

Evaluations
AID

AID Sub-Total
OUP Sub-Total

Grand Total
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Table 6
PROJECT EXPENDITURE SCHFDULE

T3000)

Froject Year
1 2 '—'LT_— 4 5 6 Total
Laos 265 4 4o - T
- - 12,573
(T,309) 13,55%) TIZ,276) T5,2%) ~—= = (23,573)
13 Ve 40 o o -
%) (85 ( B ( &%) () = (T

1,050 1,376 2,976 2,976 1,984 1,008 11,370

426 829 1,207 1,207 805 402 4,876
20 60 20 40 58 55 253

2,380 3,801 11,560  4,1% 2,062 1,063 25,000
3,219 5,283 5,783 5,777 905 402 21,369

200 0% 1L 220 A1 46 46,309

Revised 7/7/82
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D. Pro
B e tho GoP.

Table 7
PROJECT BUDGET
(§000)
Source
AID
1. . Wood-Fired Power Plants
X, AID Aund
I. ﬁad Equipment 9,000
B. NEA Contribution
I UVIT Vorks
2, Local Equipment
3. Tree Farms & transport
ASE U.S. 1.000
5. ALE, Local
6. Contingencles/
Price Evaluation
Subtotal 17,000
2. Gasifiers for Irrigation
A, ADD F\m‘d%
. sifier Units 2,156
2. Woodlots 1,014
3. Escalation 207
B. FSDC Contribution
1. Equipment,
shipping, inatal-
lation, and
engineering
supervision
2. Woodlot program
management & contingencles
Subtotal 3,377
3. Charcoal Product{ion
A. AID ) Fundis
Teon Furma,
{including
kilms (212
mchlen) 11,370
B. FSIC Contribution
1. 7 Program Manuigement
2. CGont luealation
Subtotal 11,370
4. Project BFvnlwitfon 253
PROJECT TUTAL 25.000

ect Budget The project budget below shows'line item amounts to

oo Total
2,079
2%
7,830
564
1,866

Z,573 22,573
2,264
1,656

90 7,297
R

%875 16,246

253

21,362 46,3602

Revined 7/7/82
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IMPLEMENTATION PLAN

A. General

The implementation syatems for the three rural ensrgy subprojects,
as sumarized below, are presented in more detail in Annexes I, II, and

I1I.

The wood-fired power plants subproject, which finances the foreign
exchange costs of imported equipment will use standard AID financing and
procurement procedures. The two local cost subprojects (charcoal and
g:;,tﬂarn) will use similar implementation procedures regarding AID dis-

sexent of dollars, FSOC financing procedures, procurement, monitoring

and reporting.

For the local costs, AID will provide dollars to the GOP in ex-
change for the government using its budget resources to carry out
upon projects and provide agreed upon outputs. When the Project Agree-
ment is signed and Conditions Precedent are met, AID will disburse dol-
lars to the Treasury of the Philippines equal to the estimated peso cash
requirements needed to meet the annual local costs of the project. These
disbursements will be anmial features of the implementation plan, as
will the use of regular GOP budgetary resources to implemsnt the sub-
projects. This allows AlD to rely on GOP procedures and administrative
apparatus. This local cost procedure: (1) allows AID to disburse dol-
lars in advance of local cost expenditures which support base-related
reasons for providing ESF assistance; and (2) allows the GOP to use its
own pesos to carry out agreed upon activities leading to to out-
juts. lowewer, the Mission will continue to be involved, a reduced
way, in monitoring these components. Monitoring will be similar to the
type of monitoring the Mission does for FAR-type projects, i.e., it will
be output not process oriented.

B, Implementation Arvangementa

1. Muugoment Advisory Comnittee: The Management Advisory Com-
mittee (MAD) provides general program and policy guidance to the ESF
program. The MAC, composed of elght cabinet ministere is chaired by the
Minfster of thman Settlements.  The MAC has a Secretariat to conduct
day-to-day operatiorg and to represent the GO in wo with AID and
the varloun loplawnting agencies (In this case NFA and ). The
Secrvtarint han a staff of approximately 75 profesaionals and clerical
amployees. N Sceernvtariat provides continuing liaison with implementing
agencien and, working clonely with AID, preparve appropriate project

doaeentation, mmltors project progress, arranges financing,
trouble-shootn dentpn and fuplasentat {on probluans, sposors (0P project

adltyn and evaluations:, and provides a varioty of other ataff lowel
fuvtions for thee MAC,

2. NFA and ISIC: NEA fn the tmploneating agency for the wood -~
(ot pemace plant) ubproject and FSOC (s the {implementing agency for



-39 -

with these two organizations. (The capabilities of these inati-
tut are discussed in the administrative analysis sections in each
annex.) NEA and FSOC will ioplement their respective subprojects in
accordance with standard GOP procedures and regulations, and the terms
and conditions of the Project Agreement which will include provisions,
among others, for reporting on procurement and financing, as weil as
audit and ewaluation requirements.

3. ency for Intermational Development: Under the dollar por-
tion of project, rog‘ﬁr AlD procuremsnt procedures will be used to
purchase the thres wood-tired power plants. Because of the many lessons
to be learned from this project and its potential for replication in the
Philippines and elsewhere, AID plans to monitor progruss of the tree
farm establishment and site preparation activities, as well as the off-
shore procurement activities, more closely.

AID will have a reduced monitoring role for the local cost
inputs of this project. AID will monitor progress primarily to insure
that output targets are met in accordance with the Project Agreement,
and that succeeding dollar disburseaments are calculated accurately and
made in a timely manner. AID's principal concerm for these aubprojects
will be that tres farms and woodlots are established and that rcoal
units and ¥asifiera are put into operation consistent with the schedules
in the {mplementation plan. Given this output orientation, AID will
minimize its {mplementation monito and approval workload. AID plans
to conduct aite inspections on a sample basis. The major implementation
responsibility, however, will rest with the MAC Secretariat, which will
monitor day-to-day implemsntation, and the two implemsnting agencies.

4. AID rovals: In addition to approving Conditions Precedent,
AID will require a ted number of implemsntation approvals. These
will be detailed in the Project Agreement. In the wood-fired plant sub-
project, for example, AID will approwe detailed plans, the bidding docu-
ments, and evaluations and awds. On the local cost componentu, AID
will monitor activities to ensure progress/campletion in accordance with
the agreament, prior to approving the subsequent ycars' dollar disburse-
ment. Beyond these types of appruvals, AID does not plan to be involved
{n the varfous {mplementation or approval actions, which will be the

responsibility of the MAC Secretariat and/or its {mplemsnting agencies.

the ﬁiﬂnr uus charcoal subprojects. AID has had years of experience
ions

C. Implementation Schedule

etatlod {mplanntation schodulen for each aubproject arv {n Anexss
I, II, and I11. T major detersinants of rate of implemontati~a are
the time requind to grow the trees (34 yoars); and the lead time eedoed
to order, manufacture, receive and {natall the wood-fired powur plant
equipmnt. A best estlmate for o projoct completion date (PAXD) ia nix
(6) yrars from obligation. Wo are, howwr, proposing a sewn (7) yoar
PAD for deliwry of project outputn wnd completion of the evaluationa
to permit nane tlexibility should unforvseen ciramstances arlso.
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D. Procurement

Detailed procurement plans are discussed i{n Annexes I, 1I, and III.
For the imported power plant equipment, Handbook 11 will be followed by
NEA. NFA has used AID procedures numerous times over the last 10 years
for offshore procurement and is considered capable of effectively execu-
ting host-country contracts. FSDC will use its own procurement proce-
dures. These have proven, owver the years, to be compatible with good
comnercial practice. They are considered adequate to insure cost effec-

tivc and timely delivery of project outputs.
E. Dollar Disbursements

1. Foreign Exchange Costs

Foreign exchange expenditures (the wood-fired power plant
equipment) will use standard AID Letter of Credit/Latter of Commitment
disbursament procedures. AID will disburse the dollars directly to the

suppliers in accordance with appropriacc AID approved contracts.

2. Local Costs

AID will disburse dollars annually ua:tvnlcnt to the Yuoe

required to finance the local cost camponents for one year. Dollar dis-
bursements will be made to the Philippine Treasury and will become free

foreign exchange at the time of the disbursement. Tha GOP will use ap-
pmpﬂted pesos to execute the local cost components in accordance with
the Project Agreement. The pesos will be disbursed from the GOP
Treasury General Pund and will be owned, controlled and accounted for
golely by the GOP. In the Project Agrecment the GOP will agree to: (1)
the AID review and approval procedures contained in Amex I of the Pro-
ject Agreament, and elsewierv in the Agreanant; (2) report to AlD on the
peso uses in quarterly progruss, managenent and financial reports; and
(3) allow for audit wvl Inspection by AlD of the agreed upon project

alements financod by the pesodn.
oo Budgotary Piocwtures

The QW peno/ALD dollar disbursament syutem for local coat compo-
nenta {n presented below:

1o A Me-ot-project approprintion for thw pruject has boan in=
cluded tn thee G s €Y 1982 Ganoral Appropriation Act.

2. Aftoer the Project Agteousnt luw besn sigmed and Cl's met, the
approprinted project pesons will be fully alloted to the ML and sub-
alloted to the appropriate (mplomenting agency.  Tie allotment/aub-
allotment wllown thee Gmpleasntdng ageney to enter into obligations auch

nn contracte.,

oo A it seents of dollars to Ow I pploe Treanury will
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be squivalent to the estimated peso cash requirements of the project for
the ensuing twelve months and will be linked as closely as possible tc
the date when peso dishursements are ascheduled to commence. The GOP
will then release a Cash Disbursement Ceiling (CDC) in peso «Pivalont
to the amount of the dollar disbursement. The CIC is J: GOP’s internal
authorization for disbursements of alloted finds.

4, VWhereas dollar transfers will be based on estimated amual
cash requirements, requests for additional amounts may be processed more
frequently than annually if peso disbursements exceed projections. On
the other hand, if peso disbursements are slower than predicted, the
succeeding dollar disbursement would be held up or reduced actordingly.

Under this procedure, AID dollars are uot direccly linked to
local cost subprojects. Rather, GOP pesos are used in accordance with
GOP regulations to implement tha project and produce the agreed upon

outputs.
G. Retroactiwe Financing

FSDC has already started its gasifier and charcoal programs. Costs
incurred for subprojects meeting requirements of this project will be
considered by the implementing agencles for peso reimbursement of allow-
able costs incurred. Reimbursement would be from tho peso appropriated
funds for the project. This will be considered by AID in determining
the initial dollar disbursements under the project far these subprojects.
The QOP, with USAID consurrence, has roquested retroactive reimbursements
Jimited to up to $1.9 million and {ncurred on or after Octcber 1, )981
(S Apqendix D).

H. Loan/Repaments
The Plectrie Cooperatives, Integrated Service Associations and Char-
coval Producers Asgoctations will be provided with necessary resources in cagh
and/or o kind onoa loan basia by NFA and FSIC.  Thense will be repayable
in penons Amatization payments flow back to the Philippine freasury
General Mand. the Project Agreanent will ot reatrict the wie of these
e e tlows to any particalar activity(iea).

VI. EVAUTION PANL/

A.  Ceneral: lesnons learsd fron this projoct will be of {ntereat to
ALD, the GOP, wisl otleer dewaeloping countrien as woll as othur bilateral
and mult Hateral lending fontitutions.  The leasona will contribute
dinctly to slmllar encryy activities In the Millippines and worldwide.
Ma sy entn e need for a rather cozprebensivw ovaluation plan,

Glvan thee natura of the thice nubprojects, a good deal of {nfonna-
tion can b obtalned using routine rucordn, monitoring reportn, amd aim-
ple tHeld obhnevvat i toclniques.  In addition to mnitoring and repor-
ting by connultants and the {mplesenting agencies, threa typea of ovalua-

I7 " The Tvaliat oo 'lan tn not repeated {n the Anwxens.

Rwvined 7/1/02
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tions are planned for this project: (1) a process evaluation, in year
two or three; (2) a life of project baseline evaluation, beginning in
year one and ending in year six; and (3) impact evaluations on each of
the subprojects in years four, five and aix. These are discussed below.

B. Process Evaluation: A process avaluation will be conducted aftar
substantial progress has been made on all three subprojects. Quorent
is that the evaluation should be conducted after: (1) thirty
TFAs for the wood-fired power plants have been operating for ons year;
(2) one hundred gasifiers have been operating and fifty 1SAs have been
gxim troes to fuel gasifiers for one year; and (3) fifty CPAs have
organized and trees for one year. The process evaluation
should take place 18 to 30 months after project implomentation starts.
It will examine how the project i{s being implemuitwd, {dentify problems
and maks recommendations on corrective actions.

A budget of $40,000 {s included for this evaluation effort, which
wili {nvolwe a roughly three to four week team effort. The team would
have experience in auch filelds as socio-cultural MY&CI of Philippine
rural dewlopment, social foreastry, non-comventiona mmw&m&n.
and tho operation of local and national Filipino inscitut . Suggeated
methodology includes review of relevant documents, selected fisld obser-
vations, and {nterviews with appropriate officials and local project

participants. In addition to looking at project sites, it would alsc
review the experiences at non-project sites which will have a headatart

{in {mplementation. Preliminary baseline {nfonmation will be pruvided to
the procens evalustion team. This evaluation could serwe as tho basis
for providing additional AID asaistance (n this project area.

C. Baseline Bvaluation: Fach subpruject introduces a rulatively now
application of known tochnologlen deaigned for a specific and eanily
meanurable objectiwe, {,0., prociction of electricity, producer gas or
churcoal which way be subntituted for {mported fuela. Ewmluation of the
encryy tvlated ob'Jvctiw thua {a aimplifled, because {t {a relativuly

cany Lo meanure the amunt of chergy prohuced and the efficlency of pro-
duct lim.  Soclo-econamic, techinical and {nstitutional evaluations, bow-

over, Wil requine ooy comprehennive and continuous efforta.  Thease
effortn will extend ower aeweral yoars in order to understand evolving
patternu and tresdn vl to ansesn fully the iepact of the project on
peoplen’ !awnvn, Hves and thelr ervironmat.  Accondligly, thrwe to
1w aftend] within ench subpruject will bo randmly selected for log-
term mnftoring and evaluation, The plan {s o cammnce banel e dita
patberring at (?r nelectod diton {moodiatoly after obligation. In the
fivnt year banle data related to the plysical and luman envineement will

Y77 A ulte vetern to the argantzatfon sub=unlt of cach adproject activity,
- o)., o alte for te wad=fited pavr plants waild e the 10415 louse-
hold TFA tenponntble for a 100 ha. ;axdule; a afte for (e gani{ier audre
proJect wald teeoa aligle 15A and fta FPU and 4 afte for the charvaal

aubptulect wald g (PA aned $te eesdule,
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be ﬂﬂwmd and studied. This will include employment, incomes, local
soclal structure, and power relationships; and human needs indicators

such as health, nutrition, family planning, and education; and physical
variables such as rainfall, soil conditions and erosion. For each of
the next 4 to 5 years, working with these same samples, these basic
socio-economic and physical data will be up-dated and analyzed to assess
changes that are occuring at the sites as direct and indirect consequen-

ces of the project.

A qualified Filipino institution(s) will be selected to carry out
the data collection and analyses. Environmentalist {bsochl scientist

and other riats professionals will be responsible for the
evaluation process related to each subproject. The team will

include appropriate research assistants assignad to each nite. The team
should be able to complete data collection and basic analysis within 4-6
woeks for a given year. The senior investigators would provide core
time, monitor the efforts of thw research assistants, and compile the
from each site into a final report for each year. One of the
omhrhwtmmmldazgu ed as Tean Leader. The budget for
& L

the baseline evaluation is

D. Ispact BEvaluations: The final type of evaluation proposed is an
om mad\ofmmwpmocu. The total cost of
. .

{mpact
these evaluations is budgeted at will include publication
of final evaluation reports and appropriate mum}:‘dmrl. The

three impact evaluations are discussed below.

1. Wood-Fired Fower Planta t Bvaluation: An impact evalua-
tion will alter at leas o power plante have

been i{n commercial operation for one year, {.e. y aix to seven
8 after atart of {splementation. The d.uu'- of the ewmluation de-

year
aign vill reflect information needs at the time of the ewaluation. Ia-
sues which might be addressed include:

=  Are subproject outputs and purposes being achleved?

=  Are tree farma and poser planta producing at thelir expected
ities? What problems haw gm encountered? How can

they be resolved?

=  Are Tree Farmers Aasociations (TFAs) and Rural Electric Cooper-
atives (RECa) operating as ted? How can any existing
mﬁﬂ?w resolved? Are #M repaying their loans on
@

=  Are wod=flred power plants economically viable? How do costa
per it output eompary vith other typus of powr generation?

= What wijor leamma lenrmed [rom this experlence can be used In
futin - dowlogment efforts?
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2: Gasifier Impact Evaluation: An impact evaluation will be con-
ducted after five hundred gasiflers have been operating using woodchips
from the FPU wondlot for one year, i.e., roughly four years after the
start of implementation.

While the final design for the evaluation will reflect ewol-
vh‘? information needs and experience gained during implementation, the
following types of questions will be ssed:

- Are adbpmjoc: outputs and purposes being achieved?

=  On average, how much diesel fusl is displaced per gas-
1fler per ;mr? Does this savings cover the capit:ﬁ' and
woodchips costs of the gasifier?

=  What are the major maintenance or other operat rob=
lems associated with gasifisrs? How can chuohb! go-

solved?
=  Are I5As able to fuel and operate gasifiers efficiently?

=  Are gasifiers being operated and maintained effectively
and efficiently? What are the sajor probleme? How can
they be resolved?

=  What are the major lessons learned from this
that can be used in future development efforts in the
Philippines and elsevhere?

3. (harcoal Production %t Evaluation: The ewaluation will be
conducted after at least ting trees, and

producing and mavketing charcoal for at least six months, i.e., roughly
five to six m after the start of isplementation. The ewsluation
will review trial charcoal marksting CPAs, those sarvicing large

population centers, and the small pilot rural market CPAs.

The final deaign for the evaluation will be developed later
and vill reflect information needas at the time of the evaluation.
Questions vhich might be addressed include:

= Are subproject outputs and purposes being achisved?

Are CPA# viable Inatitutiona? Hawve they obtainad ade-
quate accons to land? Can they xr: trees, opsrate kilnas
and well clurcoal at a profic? they repaying their

loans?
= What ure the major problems? How can they be resolved?

= A vields from tree fanes and kilns as high as expec-
terl  What are the teclnical problema? How can they be

ol weld
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=  What is the current and future demand for charcoal?

=  What are the characteristics of the market? What prices
do CPA; get for charcoal? How do these compare to retail
prices

=  What lessons learmned from this experience can be used in
future development efforta?

4, %gt hmluntion hthodo% wuud evaluation methodo-
log}' inc fhld m 2 o C:A:l, AID, HJIS and other
ect documents; obmvnc of project non ect
Pl : 'i and Flnancial in-

plant and gasifier operations; analysis o
formation; and interviews with FSDC, NEA, am, and AID officials, TFA,

CPA and FPU mesbers, power hntmramdopertorl.mdoﬂurlin-
cluding a sample of customers. Evaluation teams will,

include: economists, social foresters, profsssionals !.n the dutm,
construction/manufac and operation of wood-fired power plants,

gasifiers and charcoal kilas and specialists in farmer organization,
nonconventional energy and project t. Both U.S. and Fniplm

specialists will participau in the evaluations.

CONDITIONS, COVENANTS AND NEGOTIATING STATUS

A. Conditions. There will be no general initial conditions to dis-
bursement. Rather each subproject will have its own conditions as ap-

Pltc‘bl.o
1. Wood-Fired Power Plants: Prior to disbursement under this

subpmjoct—mrwﬂl approve the executod agreement betwoen MHS and NEA,
and the agreement format between NEA and the RECs.

2. Gasifiers for Irrigation: Prior to disbursement under this
mbproject, AID W11 approve the executed t between MIS and FSDC,

and the agroemont format between FSDC and 1SAs.
3. (harcoal Production: Prior to disbursement under this sub-
project, approve:

a) the {mplementation plan establ the feasibility and
planning requirements necessary to the creation of each CPA or group of

b) the maecuted agrecment botween MIS and FSOC, and the
agreemont format between FSOC and the CPAs.

¢) the plan for the review and evaluation of those CPAs

vhich do mot hawe {\r@-cuuzbl {ahed nources to purchase their charcoal,
{.0., those CPAs that fall i{n the third priority category.
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B. Covenants. As a special covenant, the GOP will agree that prior to
disburalng Its funds to TFAs, CPAs or 1SAs for tree farming, appropriate -
land rights (@ale or lease) will be obtainad by each such association.

All of the abow conditions and cowmants have

c. otiating Status.
been dlscuised ?ﬁ principle with appropriate GOP personnel and AID anti-
cipates no problem {n Including them in thus Project Agreemsnt.
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A.

COUNTRY CHECKLIST

GENERAL CRITERIA FOR COUNTRY

1.

2.

3.

FAA Sec. 116. Has the Depart- No.
ment of State determined that

this government has cnglgod in

a consistent pattern of Qross

violations of internstionally

recognized human rights? If

$0, can 1t be demonstrated

that contemplated assistance

will directly benefit the needy?

FAA Sec. 113. Has particular Yes.
attention been given those pro-

grams, projects, and activities

which tend to integrate women

into the national economies of

developing countries, thus im-

proving their status and assis-

ting the total development effort?

FAA Sec. 481. Has 1t been deter- No.

mined that the government of
the recipient country has failed
to take adequale steps tO pre-
vent narcotice druqs and other
controlled substances (a8 Ce-
fines by the Curyrehansive Drug
Abuse Prevention and Control
Act of 1970) pruduced or pro-
cessed, tn whole or In part,

tn such country, or transported
through such country, from be-
ing 019 11iegally within the
Jurisdiction of such country

1o U.%. Governrent perionnel
or thelt depehdents, or from
entering the U 5. unlawfully?

Attachment B
1of 15



4.

FAA Sec. 620(b). 1f assistance
Ts to a government, has the
Secretary of State determined
that it 1s not dominated or
controlled by the internation-
al Communist movement?

FAA Sec. 620(c). If assistance
Ts to 8 government, i3 the
government 1iable as debtor

or unconditional guarantor on
any debt to s U.S. citizen for
goods or services furnished or
ordered where (a) such citizen
has exhausted available legal
remedies; and (b) the debt {is
not denied or contested by
such government?

[AR Sec. 620(e) (1). 11 assis-
tance 15 to a government, has

it (tncluding governmant agen-
cies or subdivisions) taken

any action which has the effect
of nationalizing, expropriating,
or otherwise seizing ownership
or control of property of U.S.
citizens or entities baneficlal-
ly owned by them without taking
steps to discharge 1ts obli-
gations toward such citizens

or entities?

AR sec, 620(a), 620(1), 6200,
BY App Act. Secs. L2 an ;
JSOCA of 1980 Secs. 117 and 721.

is recipient country a Communist
country?’ W11l assistance be
provided Lo Anyola, Cambodia,

Cuba, laos or Vietnam? (Food and
huranttarian assistance distribu-
ted directly tu the people of
Cambodia are eaxcepted). Wi
assistance be provided to Afgha-
pistan ar Mozartiique without @
watverl? Are funds for [1 Selvador
to be u.red fur planning for compen-
satfon or for Uhe purpose of com-
pensation, fur the confiscation

Yeos.

No.

No,

Attachment B
2 of 16



10.

n.

12.

nationalization, acquisition or

expropriation of any agricultural
or banking enterprise, or property

or stock thereof?

FAA Sec. 620(1). Is recipient
country in any way involved

in (a) subversion of, or mili-
tary aggression against, the
Unfted States or any country
receiving U.S. assistance, or
(b) the planning of such sub-
version or aggression?

FAA Sec. 620(j). Has the coun-
try permitted, or failed to

take adequate measures to pre-
vent the damage or destruction,

by mob action, of U.5. property?

FAA Sec. 620(k). Does the pro-
gram furnish assistance in ex-
cess of $100,000,000 for the
construction of a productive
enterprise, except for produc-
tive enterprises in Egypt that
were described in the Congres-
sfona) Presentation materials

for FY 1977, FY 1980 or FY 19817

FAA Sec. GZQLé). I{ the coun-
try has failed to institute
the invostment guarantee pro-
gram for the specific risks

of expropriation, inconvert{-
bility or confiscation, has
the AlD Agministrator within
the past ycor considered deny-
ing as.istance to such govern-
ment for this reason?

fAA Sec. 620(m). s the coun-
try an economically developed
natfon capable of sustaining
fts own defense burden and
ecunomic yrowth and, 11 <0,
does 1 rret any of the except-
fons to AR “ection 620'm)?

N/A

N/A

Attacheant 8
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13.

14,

15.

FAA Sec. 620(o); Fishermen's
rotective Act of 1907, 88
amended, Sec. 5. 17 country
has seized, or imposed any
penalty or sanction against,
any U.S. fishing activities
in international waters,

a. has any deduction required
by the Fishermen's Protec-
tive Act been made?

b. has complete denial of
assistance been considered
by AID Administrator?

FAA Sec. 620(q); 81 App. Act.
Sec. 517.

[a) Is the government of the
recipient country in default
for more than six months on
interest or principal of any
AlID loan to the country?

(b) Is the country in default
exceeding one year on interest
or principal on any U.S. loan
under a program for which the
Continuing Resolution appro-
priates funds?

| AA Sec. 620(s).
assistance {s devolopmnntFlo:n
or from Economic Support Fund,
nas the Admin{strator taken in-
to account the percentage of

the country's budget which {s
for military expenditures, the
amount of foreign exchange

spent on military equipment

and the amount spent for the
purchase of sophisticated wea-
pons systems? (An affirmative
answer may refer to the record
uf the annual "Taking Into
Consideration” memo: “Yes,
taken 1nto account by the Admin-
istrator at time of approval

of Agency 0YB." This approval

If contemplatad

Attachment 8
4 of 18

N/A

N/A

This has not been & prodles
in the Philippines, and we
understand such expenditures
have been takes into account.



16.

‘7.

18.

19,

by the Administrator of the
Operational Year Budget can be
the basis for an affirmative
answer during the fiscal year
unless significant changes in
circumstances occur.)

FAA Sec. 620§t). Has the coun-
try severe plomatic relations
with the United States? If so,
have they been resumed and

have new bilatera) assistance
agreements been negotiated and
e?tered fnto since such resump-
tion?

FAA Sec. 620{u). What is the
payment status of the country's
U.N. obligations? If the coun-
try is in arrears, were such
arrearages taken into account
by the AID Administrator in
detenninin? the current AID
Operational Year Budget?

FAA Sec. 620A; 8] App. Act

Sec. 520. Has the

country aided or abetted, by
granting sanctuary from prose-
cutfon to, any individual or
group which has committed an
act of international terrorism?
Has the country afded or abat-
ted, by granting sanctuary from
prosecution to, any individual
or group which has committed 8
war crime?

FAA Sec. 666. Does the coun-
+<. object, on basis of race,
relfgion, national origin or
sex, Lo the presence of any
officer or employee of the U.S,
there 4% to carry out economic
developrent program under FAA?

gtg’cq'nnt 8

Up to date.
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20. FAA Sec. 669, 670. Has the N
country, after Rugust 3, 1977, 0.
delivered or received nuclesr
enrichment or reprocessing
equipment, materials, or tech-
nology, without specified ar-
rangements or safeguards? Hes
{t detonated a nuclear de:ice
after August 3, 1977, although
not a "nuclear-weapon State"
under the nonproiiferation
treaty?

FUNDING SOURCE CRITERIA FOR COUNTRY
ECTGIBILITY

Development Assistance Country
Triterfa. N/A

Economic Support Fund Country
Cri ter[_a..

a. FAA Sec. 502B. Has the a. No.
country (a) engaged in a consis-

tent pattern of gross violations b. N/A
of internationally recognized

human rights or (b) made such

significant {mprovements in its

human rights record that fur-

nishing such assistance is in

the national interest?

b, FAA Sec. ,s’swzyw}. Will ESF No
assivtance be provided to Syria? ’

c. FAA Sec. 609. If co-modi- N/A
ties are to Le granted so that

sale proceeds will accrue to

the recipient country, have

Special Account (counterpart)

srranyements been made?

d. FAA Sec. 6700, W11 ESF "o
be furnTshed to Krgentina? '



PROJECT CHECKLIST

A, GENERAL CRITERIA FOR PROJECT

1.

81 App. Act. Unnumbered;

(a) Describe how authorizing

and appropriations Committees

of Senate and huuse have been

or will be notified concerning
the project; (b) is assistance
within (Operational Year Budget)
country or international organi-
zation allocation reported to
Con?ress (or not more than $)
million over that amount)?

FAA Sec. 611(a)(1). Prior to
oElrdEfTEH“Téﬁzéfgks of
$100,000, will there be (a)
engineering, financial other
plans necessary to carry out

the assistance and (b) a reason-
ably firm estimate of the cost
to the U.S. of the assistance?

r&ﬁ,SeQ,_§1]j£)§Zl. 1{ further
TegisYative action 15 required
within reciptent country, whet
{g basis for reasonable expece
tatfon that such action will be
completed tn tire to permit or-
derly acconplishment of purpose
of the asiistance?

FAA e, €1 Sh), 81 App._Act.
Sec. 501, If for water or
water-related land resource
construction, has project

metl the standardy and criteria
8% set furth 1n the Principles
end “tandards for Planning
Water and Related land
Resnurces, dated October 25,
Y9217

Attuchment B
70f 15

2. Congressional
Notification

b. VYes.

2. Yes. Under terms of
the “Fund" concept.

b. VYes.

N/A

N/A



If project 1s

5. FAA Sec. 611(e).
capital assistance (e.g., cons-

truction), and all U.S. assis-
tance for 1t will exceed $1 mil-
Yion, has Mission Director certi-

fied and Regional Assistant Admin-
{strator taken into consideration

the country's capability effec-

tivaly to maintain and utilize the

project?
FAA Sec. 209. Is project sus-
ceptible of execution as part

of regional or mult{lateral
project? 1f so, why is project
not so executed? Information
and conclusion whether assis-
tance wil) encourage regiona)
development programs,

FAA Sec. 601(a). Information
and conclusions whether project
will encourage efforts of the
country to: ?a) increase the
flow of international trade;
(b) foster private (nitiative
and competition, and (c)encour-
age developrent and use of
unfons, and savings and loan
associations; (d) discoursge
monopolistic practices,

(e) improve tehnica) effi-
ciency of industry, agriculture
and correrce, and (1) strengthen
free labor untons,

FAM Sec. t0l(b). Information
and concTusion on how project
wi)) encoursge U.S. private
trade and investment abrosd
and encoursye private U5,
partictpation in foreign
assistance programs (Inclu-
ding ute of private trade
channels and the services

of U.%. privalte enterprises ),

Attachment B

8 of 16
Yes.
No.
8, Yes. Cquipment will be

purchased from U.S,

b. Yes. Project sponsors
private fnstitutions,

c. Ko.

d. Competitive principles
wil) be followed,

e. Yes. Project wil) directly
benefit these,
'O MO

Equipment financed under thig
:;:jsc; will be purchased from



10,

11,

‘2.

" FAA Sec. 612(b);

, 636(h);
scribe steps taken to assure

that, to the maximum extent
possii e, the country 15 contri=
buting local currencies to meet
the cost of contractual and
other services, and foreign
currencies owned by the U.S.

are utilized in 1ieu of dollars.

w. Does the U.S,
Own @xCess Toreign currency

of the country and, 1f s0, whit
arrangements have been mace for
its release?

FAA Sec, 601(e). Will the pro-
ect utilize competitive selec-
tion procedures for the award-
ing of contracis, except where
applicable procurement rules
allow otherwise?

%gg. %;. Sec. %2[. If assis-
ance 15 for the production
of any commodity for export,
is the commodity ikely

to be in surplus on world
markets at the time the resul-
ting productive capacity becomes
operative, and 1s such assis-
tance likely to cause substan=
tial injury to U.5. producers
of the same, similar or compe-
ting commodity?

Attachnent B
9of 15

The U.S. owms no local curre
which can be utilfzed for th?:’
Project. The implementation
arrangements for this Project
ensure GOP Tocal currency
contribution will be used for
contributing to the cost of
contractual services.

No.

Yes,

N/A
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B. FUNDING CRITERIA FOR PROJECT

1. nwolr ..nt Assistance Proje WA

—r1_

P t Criteria Sol
rconom| n
a. FM . 531(a). WM
s assistance promote Yes.
economic or political sta-
bility? To the extant pos- Yes.
sible, does 1t reflect the
policy directions of FAA
Section 1027

FAA SCE. §3I(§!. Wil

assistance under this chap- No.
ter be used for military,

or paramilitary activities?

-

STANDARD ITEM CHECKLIST

A. Procyrement.
1. M gi, 602, Are there arrange- Yos, 48 riate
ments to permit U5, small busi- glv‘n the :21 cost
ness to participate equitably nature of this Project.

in the furnishing of commodi-
ties and services financed?

2, M"W W11 all pro-
curemen rom the U.S, ex- Yos.
cept as otherwise determined
by the President or under dele-

gation from him?

3, M : , If the coop- Y
ouiino com&ryl discriminates .
against U.S, marine insurence
companies, will commodities be
insured in the United States
against marine risk with & com-
pany or companies authorized
to do a marine Insurance busi-
ness in the U.5.7




FAA Sec. soage“ ISDCA of 1860
§QC. 765(6 . ottshore pro-

curement of agricultural commo-

dity or product is to be financed,

{s there provision against such
procurement when the domestic
price of such commodity is less
than parity? (Exception where
commodity financed could not

be reasonably procured in U.S.)

FAA Sec. 603. Is the shipping
excluded from compliance with
requirement {n Section 901(b)
of the Merchant Marine Act of
1936, as amended, that st least
50 per centum of the gross ton-
nage of commodities (computed
separately for dry bulk carri-
ers, dry cargo liners and tank-
ers) financed shall be transpor-
ted on privately-owned U.5.-flag
commercial vessels to the ex-

tent that such vessels are avail-

able at fiar and reasonable
rates’

FAA tec. 621, 1f technical
assistance is financed, to the
fullest eatent practicadle

will such assistance, goods

and profevsional and other
services fram private enters
prise, be furnished on a con-
tract basts? Jf the facilities
of viher federal agencies wil)
be utilized, are they particu-
larly =uitable, not competitive
wilh private enteepeise, and
made gvatlable withoul undue
1ater ference with dorwstic

programs !

Attachment B
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N/A

Yes. Private enterprise
will be used to provide
required T.A,



7.

. international Air Transnqnrt,

Falr Competitive Prnctiggg
Act lg;g; T alr tronsportd-
tion of persons or property is
financed on grant basis, will
provision be made that U.S.--
flag carriers will be utilized
to the extent such service {s
available?

81 App. Act. Sec. 504,
1T the U.S. Government 1s &

party to & contract for procure-

ment, does the contract contain

a proviston suthorizing termi- .

nation of such contract for the

convenience of the United States?

Construction.

1.

FAA Sec. 601(d). If a capital
[e.g.. construction) project,
are engineering and profession-
al services of U.S, fimms and
thetr affiliates t¢ be used

1o the marirum extent consis-
tent with the nationel inte-

rest?

FAA tec. 611(c). If contracts
Tor construction are to be fi-
nanced, will they be let on &
competitive basis to maxrimum
eatent practicable?

FAA “wc. 620(b). 11 for cons-
truction of productive enter-
peise, will aggregate value

of astistarce to Le furnished
by the 1.5, not eaceed $100
million?

Attachment 8
12 of 18

Yes.

The U.5.G. s not expscted

to be & party to any contracts
financed under this Project,
but {f it does, such provision
will be included.

U.S. and Philippine firms
will be used as appro-
priate.

Yes.

Yes.



C. Other Restrictions.

l.

FAA Sec. 122(b). 1f develop-

ment loan, 15 interest rate
at least 2% per annum during
grace period and at least 3%
per annum thereafter?

FAA Sec. 301(d). If fund is
established solely by U.S.
contributions and administered
by an international organization,
does Comptroller General have
audit rights?

FAA Sec. 620(r). Do arrange--
ments exrist Lo 1nsure that
United States foreign atd is
not used in a manner which,
contrary to the best inte-
rests of the United States,
promotes or ass1sts the
foreign aid projects or
activities of the Communist-
bloc countries?

W11l arrangerents preclude use

of financing:

a. Fin o T0A1). To pay
for performance of abor-
tions a% a rethod of fami-
ly planning or to. motivate
or coerce persons Lo prac-
tice aborticas, to pay for
gerforrance of involuntary
stertlization as s tethod
of farmily planning, or to
Coetce or provide financial
tncenlive Lo any person
Lo undergu stertiization?

b, FAA ‘e 620(q). To com-
pravate ownert for aapro-
priated nationalyzed pro-

et ul

N/A

N/A

Yes.

Yes,

Yes.
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d.

FAA Sec., 636(1). For pur-
chase, sale, long-term
lease, exchange ot guaranty
of the sale of motor vehi-
cles manufactured cutside
U.S., unless a waiver is
obtained.

FAA Sec. 660. To provide

training or advice or pro-
vide any financial support
for police, prisons, or
other law enforcement for-
ces, except for narcotics .
prograac?

FAA Sec. 662. For CIA ac-
tivities

81 App. Act, Sec. 503.

Yo pay pensfons, annuities
reti{rement pay, or adjusted
service compensation for
military personnel?

8] App. Act. fec. 505. To
pay U.S. assessments, arrear-
ages or dues.

] App. Act. Sec. 506
o carry out provi-
sions of FAA Section
209 (d) (Transfer of
FAA funds to multt-

latera) organiza-
tions for lending.)

8] App. Act. Sec. 510.

Yo finance the caport

of nuclear cquipment fuel,
or tcchnolo?y or to train
forefgn nationals in nuclear
fields?

A) App. Act. Sec. 511,
WYY assistance be pro-
vided fur the purpose of
alding the efforts of the

Yes.

Yes.

Yes.

Yes,

Yes.

Yes.

Yes,
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government of such country
to repress the legitimate
rights of the population of
such country contrary to
the Universa) Declaration
of Human Rights?

8! gg. Act. Sec. 515.
[\ used for publicity
or propaganda purposes
within U.S. not author-

tzed by Congress?

Yas.
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U.S. AGENCY FOR INTERNATIONAL DEVELOPMENT
Manila, Philippines

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

CERTIFICATION PURSUANT TO SECTION 611§¢i
OF THE FORETCN ASSTSTANCE ACT OF 1U8Y, A5 AMENDED

I, ANTHONY M. SCHWARZWALDER, the principal officer of
the Agency for International Development {n the Philippines,
having taken into account, among other things, the maintenance
and utiliration of projects in the Philippines previously
{inanced or awninted by the United States, do hereby certify
that {n my judgment, the Philippines has both the financial
capashility and the human renmources to effectively maintain

and utilice the proposed Rural Energy Development Project.

This Judgment in baned upon the project analyses as detailed

in the Kural Energy Development Project Paper and is aubject

Director, USAID/Philippines

¥§ Pt‘m :Ov

to the conditions impoded therein,
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VZCZCMLO598 10F7
00 RUEHML
DE RUFHC 37473/81 335D415
INR UUUUU IZH
0 018271 DEC 81 #1 oac 81
FM SECSTATE WASHDC TOR: 0418
TO AMEMBASSY MANILA IMMEOIATE 9000-01-02-03-cr==" CN1 00045
BT CHRGE: AlD
UNCLAS STATE 317473
Al10-6
AIDAC INFO: CPU
T/1AM

E.O0. 12865: N/A

TAGS:
SUBJECT: LIVELIHOOD DEVELOPMENT FUND PID (492-8365)

REF: A. GAIR TEAM REPORY
B. MANILA 24707
C. STATE 209115 (LOU)

1. SUMMARY: ON 11/6/81, APAC REVIEWED SUBJECT PID IN
LIGHT OF REFS A, H AND C AND APPROVED PROCEEDING WITH
DETAILED PROJECT ODESIGN/PROJECT PAPER. IN 80 DOING, APAC
OETERMINED THAT DESIGN OF THE OENORO-THERMAL COMPONENT
SHOULD BE BASED ON ACTUAL VISAYAN SITES SELECTED FOR

AID SUPPORT. OETAILEv GUIDANCE FOR PP DESIGN FOLLOWS
UNODER FOUR CATEGORIES. BESIDE GUIDANCE CONTAINED HEREIN,
SPECIFIC RECOMMENDATIONS OFREFA REPORY AND 8UB-~

REPORTS SHOULD BE CONSULTED AND INCORPORATED INTO PP TO
THE MAXIMUM EXTENT PRACTICABLE. WHERE CURRENTLY APPLICABLE,
THE MANACEMENT, TECHNOLOGICAL AND SOCIOLOGICAL CONCERNS
Of REF C SHOULD ALSO BE ADDRESSED PP, END SUNMARY.

2. DENDRO-THERMAL (WOOD-FIRED) POWER GENERATION COMPONENT,
A. SITE SELECTION AND FEASIBILITY ANALYSIS,

(1) DASCL ON EXTENSIVE DISCUSSION APAC DECIDED THAT
VISAYAN S1TCS OFf IDENTIFIED AND ANALYZED FOR FEASIBILITY
IN TME PI'. APAC CONSIDERED BUT DECIDED AGAINST AN OPVION
WHERCDY 4176 SELECTION WOULD FOLLOW PROJECT AUTHORIZIATION
DECAUSE: A, ALD WILL 6L ASSISYING A SPMALL NUMBER OF SUB~
PROJECY = 11ES C(THRLOE); O, THE SUB-PROJECTS CONSTITUTE
LARGE-5SCALF CAPITAL ASSISTANCE; AND C. WE UNDRRSTAND THAY
UWnALO/7G0OF HAVE PROLIMINARILY JOENTIFIED A FEW PROMISING
STl h, Tl NUMBER OF WHICH CAN OL REOUCED YO THREE DURING
AN APPFROFHIATILY TIMED PP DEVELOPMENT EFFORT,

() fOR [ACH “31TH, PP SHOULD OUTLINE MOW SITE LENDS
115S00F 10 HOULING THMI POWEIR PLANT IN TLANS OF PHYSICAL
CHMARACIEBISTIC Y, CAPADILITY OF LAND FOR CULTIVATING
fULLMO00., AND POTENTIAL USE OF GENERATED CELECTRICITY (VER
ITHE SHORT AND 1 ONG RUNS, PP SHOULD ALSO OUTLINE THE

MAJOR (VEMYS - In tul FORM OF A CRITICAL PATH OR PERTY
ANALYSTS = THOM WulCH POSSIALT NOTTLENLCCKS AND CONSTRAINYS

L/4 UNCLA%%LFILED STATE 317473
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COULD Bf IDENTIFIED AND RESOLVED, APAC PELY THAT THE
CRITICAL PATH APPROACH IS ESSENTIAL FOR PLANNING AND
CONTROLLING THE RELATIOMSHIP AND SEQUENCE OF THE VARIOUS
TECHNOLOGIES BEING PROPOSED FOR PROJECT SITES.

(3) ECONOMIC ANALYSIS, SEVERAL DOCUMENTS AVAILABLE TO
THE APAC WERE SUGGESTED TO GUIDE THE ECONCMIC ANALYSES O
PROJECT SITES. THESE INCLUCTZ: THE DE LUCIA (META
SYSTEMS) DRAFT ANALYSIS; THE CT MAIN FEASIBILITY 8TUDY OF
MARCH, 1980; AND NEA'S OWN GUIDELINES FOR DENDRO-THERNAL

PROJECTS.
B. TECHNICAL ANALYSES.

(1) ENERGY CROP MANAGEMENT. CONCERN WAS EXPRESSED ABOUT
THE TECHNICAL CAPACITY OF NEA TO MANAGE AND SUPPORT THE
ENERGY CROPPING ASPECT OF THE PROJECT (E.G. SPECIES
DIVERSIFICATION, TREE IMPROVEMENT EFFORTS, GROWTH YIELD
PROJECTIONS, OPTIMUM PLANTATION SIZE AND RELATED 198UES) .,
ACCORDINGLY, THE DETAILED ANALYSIS/DESIGN OF PROJECY
SITES SHOULD IMDICATE:=-~-(A) WHAT TECHNICAL MANAGEMENT
SKILLS ARE REQUIRED FOR NEA STAFF, BOTH AT SENIOR AND
JUNIOR LEVELS AND AT CENTRAL AND FIELD SITES; (B) MWOM

NEA WILL PROVIDE THE REQUISITE TECHNICAL MANAGEMENT
SKILLS; AND (C) NEA RECRUITMENT PLANS TO ENSURE THE STAFF
REQUIRED AT THE THREE PROJECT SITES. OF LESSER PRIORITY

THAN TECHNICAL COVERAGE AT THE SITES, BUT ALSO INPORTANT .
THE ANALYSIS SHOULD INDICATE HOW THE PROJECT WOULD HELP
STRENGTHEN NEA'S OVERALL TECHNICAL MANAGEMENT OF ITS
NATIONAL DENDRO-THERMAL PROGRAM.

(2) ENCRGY CROPPING ANALYSIS. SPECIFIC TECHNICAL
RECOMMENDATIONS FOR INCORPORATION INTO THE PP ARE: (A)

A PROJECTION OF BIOMASS GROWTH AND YIELD FOR EACH OF THE
THREE PROJECT SITES FOR THE FIRST TEN YEARS, THIS PRO-
JECTION SHOULD BE BASED ON SITE SPECIFIC FACTORS SUCH AS:

-=50IL TESTS FOR EACM SITE TO INCLUDE PH AND MACRO AND
MICRO NUTRIENTS (f£.G., PHOSPHORUS, MODYBDENUN., ETC.) FOR
OPTIMUM TREE GROWTH (1f SOIL IS ACLID, OR IFf NUTRIENTS
ARE NOT ADEQUATE fOR OPTIMUM TREE GROWTH, WHAT ARE THE
FCONOMICS OF NECESSARY SOIL AMELIORATION?);

TEHRAIN LTRREGULARITY, SLOPL, AND EROSIVITY;
501t FERTILITY, MINEKAL STATUS AND TRACE ELEMENTS)

RAINTALL AMOUNT, SEASONAL DISTRIBUTION, AND SOIL DRASN=
AGL;

EXISTING OIOMASS OW OR ADJACENT TO SITE; AND
14 UNCLASSLIFIED STATE 317473
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INNOCULATION OF LEGUME TREE SEEDS WITH RHYZOBIUM BEFORE
PLANTING.

(B) FOR EACH PROJECY SITE, A SPECIFIC SPECIES DIVERSI-
FICATION AND TREE IMPROVEMENT MANAGEMENT PLAN SHOULD B
ELABORATED., THIS PLAN, AS WELL AS GROWTH AND YIELD
PREDICTIONS, SHOULD TIE INTO THE CRITICAL PATH APPROACH
SUGGESTED ABOVE AS WELL AS INTO A WELL DEFINED AND
FLEXIBLE EVALUATION ACTIVITY THAT PERMITS MID-COURSE

MOODIFICATION OF THE PROJECT.

(C) A SEED QUALITY CONTROL PROGRAM FOR EACH SITE
(CERTIFIED VARIETIES WITH KNOWN PROVENIENCES SHOULD BE

IDENTIFIED).

(0) DETAILED, SITE-SPECIFIC ANALYSIS FOR HARVESYING.
TRANSPORTATION SYSTEMS, AND FEEDSTOCK. PREPARATION (E.G.
DRYING, CHIPPING, WHOLE LOG PROCESSING, ETC.). THIS
ANALYSIS SHOULD INCLUDE AN EXAMINATION OF CURRENT PRIVATE
AND GOP OPERATIONS. 1IN SELECTING CONSULTANTS FOR THE

ENERGY CROPPING TECHNICAL ANALYSIS, THE PAC SUGGESTS
PREFERENCE FOR FIRMS/INDIVIDUALS WITH EXPERIENCE IN TREE
FARM PRODUCTION SYSTEMS,

(3) EQUIPMENT: TME PP SHOULD INCLUDE A DETAILED PROCURE-
MENT PLAN. 1T SHOULD IDENTIFY HOW THE ITEMS WILL BOE
PROCURED AND BY WHOM. 1T SHOULD IDENTIFY THE ELECTRICAL/
MECHANICAL EQUIPMENT AND MACHINERY TO BE USED THAT THE AID-
ASSISTED PLANTS, INCLUDING THE NOMENCLATURE OF SUCH
EQUIPMENT AND ALL AUXILIARY COMPONENTS, CONNECTIONS,
CONTROL SYSTEMS, ETC. TO SUPPORT THE REQUIRED COST ESTI~-
MATE. THE PP SHOULD INDICATE THOSE COMPONENTS AVAILABLE
OFF THE SHELF AND THOSE THAT MUST DE MANUFACTURED FOR THE
PROJECT AND THE LEADYIME FOR EACH. THE PP SHOULD INDICATI
1f THE TRANSMISSION/DISTRIBUTION NET IN EACH LOCATION
ALHEADY EXISTS OR IF SUCH NET(S) ARE TO BE PROJECT FUNDED.
IN ADDITION, THE PP SHOULD INCLUDE A LISTING OF ALL
SUPPORT EQUIPMENT (WOOD HARVESTING WACHINERY, TRANSPORY
VEMICL TS, €TC.). A MAINTENANCE/SERVICE PLAN FOR ALL
PROJICT EQUIPMENT AND MACMINERY SHOULD ALSO BE INCLUDED.

C. FIMANCIAL AKNALYSES, BASED ON REF A REPORT, APAC
[XPHESSID CONCEKRM THAT FARMERS IN THE FARMER ASSOCIATIONS
(FAS) MAY NOT FULLY UNDERSTAND TME FINANCIAL AND CREDIT
AHRANGIMENTS DEING PROPOSCO DURING SITE DEVELOPMENT (I.E,
THE PIEST TOUK YLAKHY) AND [SPECIALLY ARKAMGUMLNTS ODURING
THE KEFATMINT YIARS, FOR [ XAMPLE, PAYMENIS TO FARMERS
CUMRINTILY PARTICIPATING MAY B PERCEIVED AS DAILY WAGES
RATHEK THAN OL1SDHURSIMENTS TRON A M{DIUM=-TERMN GOP LOAN TO
THE fLELTREC COOPCRATIVES (CSPFCIALLY IF THERE % NO
LAKD Lt AW IN CHELCT), ML PP OSHOULD FULLY DESCRIOGE HOW
THE PROJECT WiLL OFERATL PINANCIALLY WITH SPOCIAL ATTEN~
110K 10 NOW THE TAS ANl PARTICIPATLING FARMERS WILL OE
FOUCATED TO0 FULLY UNGIRSZTAND THL FINANCIAL COMMITHENTS

thvobvet, FURTHE K, THE P SHOULD INCLUDE A FINANCIAL
CASE-5tUDY, INCTUBING FROJTCTEDO TINANCIAL SYATENENTS
(F.G, DALANCL wnb i t, THCOME AND LXPENSE, LOURCES/USES OF
FUNDY, 1HE,) SNOMENG HaW tut PrROJECT Wil UL FINANCIALLY

24 UnGeASSET LD STAYF 317473
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VIABLE AT THE COOPERATIVE, FA AND INDIVIDUAL FA MEMBER
LEVEL. THE CASC-STUDY SHOULD COVER AT LEAST ONE HARVEST
PERIOD AND SHOW HOW TIMBER SALE REVENUES WILL COVER COS8TS
INCURRED O THE POINT OF SALE. KEY ASSUMPTIONS SHOULD BE
SET FORTH, PARTICULARLY AS TO HOW THEY WOULD PERTAIN T0
THE THREE SITES PROPOSED FOR AID SUPPORT,

D. ORGANIZATIONAL ASPECTS.
(1) THE FAS ARE RECOGNIZED AS THE GRASS-ROOT LEVEL

ORGANIZATIONS THAT WILL BE DEPENDED UPON TO PROVIDE A
STEADY AND SUFFICIENT SUPPLY OF WOOD FOR THE DENDRO-
THERMAL PLANTS. FOR PP PREPARATION, A SURVEY SHOULD Bt
TAKEN OF THE EXPERIENCE/PERFORMANCE TO DATE OF EXIBTING
FAS. FINDINGS AND RECOMMENDATIONS OF THE REVIEW sHOULD B4
PRESENTED IN THE PP ALONG WITH A DESCRIPTION OF FA EX-
PERIENCE TO DATE AND LESSONS LEARNED THAT WILL 8E USBED YO
IMPROVE THE PROSPECTS FOR PERFORMANCE UNDER THE AlD~-

SUPPORTED PROJECT.

(?) BALED ON THE SURVEY OF EXISTING FAS, THE PP SHOULD
SET FOR H IN DETAIL HOW THE VARIOUS ORGANIZATIONS ~ FAS,
ELECTRIC COOPLRATIVES, NEA, OTHERS - WILL INTERRELATE

AND FUNCTION FOR PROJECT IMPLEMENTATION. OF SPECIAL
INTEREST HERE WILL BE DENDRO PLANT MANAGEMENT AND LAND-
LEASE ARRANGEMENTS, THE PP SHOULD DESCRIBE BOTH, ES-
PECIALLY LEASE ARRANGEMENTS IN DETAIL (E.G. THE PARTIES.,
LEGAL RIGHTS AND OBLIGATIONS, TENANCY., EYC.), AND CONTAIN
A COPY OF THE LEASE FORM TO BE USED AT THE A10-SUPPORTED
SITES. A KEY QUESTION FOR USAID CONSIODERATION IS UNETHER
AN EXECUTED LfASE, ACCEPTABLE TO AID AND THE PARTIES,
SHOULD HE A CONDITION PRECEDENT TO ODISBURSEMENT AT EACH
Of Tl THREE PROJECT SITES.

€. IMPLEMENTAVYION AND MONITORING. THE IMPLEMENTATION
PLAN OF THE DFNDRO-THERMAL COMPONENT SHOULD GE OUTLINED
BY PUTTING THt MAJOR EVENTS IN THE CRITICAL PATH
ANALYS] W, INCLUDING INTERVENTIONS THAT WOULD RELIEVE
POTLNTLIAL DOTTLENECKS.

2/4 UNCLASSLIFICO STATE J17473
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3, GASIFIERS FOR IRRIGATION AND CHARCOAL PRODUCTION
COMPONENT.

A. IN GENERAL., THE APAC RECOMMENDS THAT THE PP CONTAIN
THE SAME CATEGORIES OF ORGANIZATIONAL, FINANCIAL AND
TECHNICAL MANAGEMENT ANALYSES (WITN APPROPRIATE NODIFICA=.
TIONS) AS RECOMMENDED ABOVE FOR THE DENDRO=THERMAL CON-
PONENT. THE TIMING AND MAGNITUDE OF EQUIPMENT FINANCING
AND ARRIVAL SHOULD BE DEALT WITH IN THE CONTEXT OF THRSE
ISSUES. IN ADDITION, THE PP SHOULD PRESENT A SUMMARY OF
THE JAPANESE ATTEMPT TO DEVF .OP CHARCOAL PRODUCTION IN

THE PHILIPPINES AND HOW LESSONS LEARNED IN THAT EXPERIENCE
WILL BE USED IN THE IMPLEMENTATION OF THIS 'PROJECT .

COMPONENT. y

B. THE ECONOMIC ANALYSIS SHOULD EXPLICITLY TREAT THE .
FOLLOWING ITEMS, AMONG OTHERS: APPROPRIATE SCALE OF THE
GASIFIERS AND CHARCOAL OPERATIONS) LOCATION OF KILNS .

RELATIVE TO RAW MATERIALS; TRANSPORTATION COSTS; PROCKSS: .

ING REQUIREMENTS; AND ASSUMPTIONS RELATED TO ALL THESE,

IN THIS CONNECTION, SPECIFIC PP ATTENTION SHOULD BE GIVEN ; L5
TO MARKET AND DEMAND PROJECTION AND TO WHO MARKETS THE

CHARCOAL. '
4. MARKET MANAGEMENT/CONSTRUCTION COMPONENT,

A. MARKETING SYSTEN APPROACH. APAC APPROVAL FOR DE-

TAILED DESIGN OF THE MARKET MANAGENENT/CONSTRUCTION

COMPONENT = BOTH SOFTWARE AND HAROWARE = IS BASED ON

PRELIMINARY INFORMATION CONTAINED IN REF B AND AWPLIFIED

IN ASIA/PTB'S 10-30-81 WEMO TO THE PROJECT COMMITTEE., .

THE APAC IS ASKING THAT ANY SIGNIFICANT DEVIATION FRO

THE APPROACH OUTLINED BE EXPLAINED IN THE PP, ALSO, THE

APAC WAS MINDFUL OF THE DANGER THAT MARKET MANAGENENT/
CONSTRUCTION ACTIVITY MAY BE INPLEMENTED WITHOUT REFERENCE

TO THE MARKET SYSTEM AS A WHOLE, THEREFORE, APAC STRESSED

THAT DESIGNERS FOCUS CN INPROVING THE PUBLIC WARKETS AS o
SOURCES OF REVENUE GENARATION FOR LOCAL GOVERNWNENTS. . n

13 £ 4 ,

B. DENAND FOR MARKET FACILITIES. THE APAC llCOlNll‘l. : e
THAT THE PP INCLUDE AN ANALYSIS OF NUNICIPALITY DEWAND..

FOR MARKET FACILITIES, VNETHER THROUGH RENODELING, RE«

PLACENENT OR THE CONSTRUCTION,OF NEW FACILITINS. SPE= . o
CIFICALLY, THE PP SHOULD CON AIN (1) THE SET OF CRITERIA

- = - "SED 10 SELECT SITES AND (2) A LISTING OF PROBADLE

OR POTENTIAL SITES AND PRELININARY COSTS ESTINATES FOR

EACH. THE LIST SHOULD YOTAL NOT LESS THAN 58 PERCENT

(AND PREFERABLY MORE) OF THE FUNDING LEVEL REQUESTED FOR

THIS COMPONENT. FINANCIAL VIABILITY I8 ONE KEY CRITERION

AND THE PP SHOULD EXPLAIN HOW 1Y WILL BE ODETERNINED AY

EACH SITE,

C. DESIGN, CONSTRUCTION AND SUPERVISION PROCEDURES, THE
PP SHOULD FULLY DESCRIDE THE PROCESS BY WHICK PROJECT
WARKETS WILL OE DESIGNED, CONSTRUCTED AND THE WANNER IN
WHICH THE WORKS WILL BE SUPERVISED, SINCE THE DESIGN OF
EACH MARKET WILL LIKELY VARY, THE APAC SUGGESTS THAT CARE

3/4& UNCLASSIFIED STATE 317473
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BE TAXEN 71O OEVELOP A DESIOAN APPRQACH THAT WILL REALLS-
TICALLY DEYEAMINE WHEN REMODELING (VERSUS REPLACENENT) 1D
FEASIBLE AND MMEN IY IS NOY ON A COMPARAYIVE COSY BAS]S.

. OTHER IVENMS.

A. PROPOSED CHANGE IN FUNDING LEVEL. AS REQUESTED 1IN

AEF O, TOTAL FUNDING FOR TWIS PROJECY I8 BEING AfoucEd
BY 0OLS 1.8 MILLION TO DOLS 46.0 MILLION PROM THE OOLS
47.0 MILLION SHOWN IN THE PlO., SEPTEL FOLLOWS ON IN-
CREASE 1IN PROJECY DESIGN FUND (492-0343).,

B. ENVIROWMENTAL. THE PID REQUESTED A NEGATIVE DETER~-
MINATION AS YO THE NEED FOR AN ENVIRONMENTAL ASSESSRENT
CEA). HOWEVER, THE PROJECT'S DENDRO-TWERRAL, CHARCOAL/
GASIFICATION AND MARKET COMPONENMTS HAVE POYENTIAL FOR
CREATING ADVERSE IMPACTS ON THE ENRVIRONMENT, TME APAC
RECOMMENUS THAT AN EA BE CONDUCTED ONW THESE CORPONENTE A
PART OF PP PREPARATION. ADDITIONAL GUIDANCE ON EA 10

FOLLOW INn SEPTLL,

<. 1TImInG OFf P DEVELUPRENT, THE BID PROPOSED PP
COMPLUTION AND REVIFW IN Tt (JAST GUARTER OF FY 8.
BASED OW Tl MURBER AND COMPLEXITY OF UESICN TASKS RE-
QUIRED, THE APAC RCCOMMENDS TMAT THE USALID/GOP NOY PREL
PRESEED 10 TRANSHIY PP AND THAY NECESSARY TIRNE BE TAREN
I THE COLLADORATIVE DEVELOPRENMT OF Tilsd PROJECY. A -
w - = = -+ 1NIRD QUARTER TARCEY fOR KPP COMPLETION WOULD

AFPEAR mORE REALISILC,
D, FROCLDURES AWD MATCS OF LOFf DISBUMSENENT,

(Y3 tWf PRINARY PURPOSE OF tWE LOF AND OTHER &S/ PRO~
JECTS W Tt FHILIPPINES 15 COMPLIANCE WITH THE CORPER"~
CATION AGNANGEMENTS ASSOCIATED WITH Tnt AREMDED MILITARY
Bacys ALHEEMENT, CONSEQUEMTLY, PROCEDUNES f00 ARD BRATEY
OF DIsTulSEMENT OFf LDF PACJECT FUNDS ARE ~KEY consioinA-
YiOme, Ing FP SnOULD SHMOW, Iw A SEQUENTIAL ORDER., WNAT
ThE USALS MUSY Kwow AND DO DEPORE DISAUNBEMENTS, tiInéd
Iw BOLLARS OF PESOS., ARE mADE, IWk APAC RECORMENDS THAY,

Jr4 uMet ASSIFLED QYATE JVT4YY
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FOR EACH LDF COMPONENT, SPECIAL CARE BE TAKEN TO DEFINE
DISDURSEMENTY PROCEODURES, TO REALISTICALLY ESTIMATE-DIS-
BURSEMENT RATES, AND TO CLEARLY OUTLINE BOTH IN THE PP,
(2) OURING OETAILED DESIGN, 1T MAY BE POSSIBLE YO
IDENTIFY APPROPRIATE GOP EXPENDJITURES ALREADY MADE FOR
PROJECT COMPONENTS, 1T THE USALIOD WISHES TO PROVIOE FOR
AID REIMODURSEMENT FOR EXPENDITURES ON A RETROACTIVE
BASIS, PLEASE AOVISE AlO/W WELL IN AOVANCE OF PP PRE-
SENTATION [N ORODER THAT NECESSARY CLEARANCE OF THIS-
APPROACH MAY OEf OBTAINED,

€. Torv ASSISTANCE, AJD/W PREPARED Y0 MELP ARRANGE
NECESSARY TDY ASSISTANCE FOR PP PREPARATION. PLEASE
ADVISE REGUIREMENTS AND DESIRED TIMING ASAP, MNAlG

L14 UNCLASSIFIJED STATE 317473





