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DATE: January 8, ].975 

FROM 

SUBJECT: 

REF: 

Loan Completion Revie .. ;, AID Loan No. 489-H-033 
(Seoul Thermal POl-fer Plant) 

AID Manual Order No. 1264.1, Section IV, "Loan Completion 
Review and Report" 

I. The Loan 

A Loan Agreement, dated February 5, 1966, and Amendment I to the 
Agreement dated September 12, 1966, between the Republic of Korea 
("BorrO>'ler"), the Korea Electric Company (IlBeneficiaryll), and the 
United States of America acting through the Agency for International 
Development, made available to !CECa an amount not to exceed $22,500,000 
to assist in financing the reasonable foreign exchange costs of goods 
and services required for the construction of a 137.5 MW thermal power 
plant in the vicinity of Seoul, Korea. Of the total amount authorized, 
$20,663,033.23 was actually disbursed, and the balance was subsequently 
de obligated to reflect the disbursed amount. The terms to the borr01ofer 
are forty years, including a ten year grace period, and an interest 
rate of one percent (1%) per annum during the grace period and two and 
one-half percent (2~%) per annum thereafter. 

Borrower terms to Beneficiary are twenty (20) years with a grace period 
of four (4) years, ~~d an annual interest rate of f~ve and three 
quarters percent (5 3/4%). Borro>;er. repayment is in U.S. currency 
and Beneficiary r'epayment to the Borrower is in Korean currency. All 
interest and principal payments due under this 19an are current. 

II. Purpose of the Loan 

The purpose of this loan vTaS to assist the Korea Electric Company to 
construct a 137.5 megawatts thermal power plant and related facilities 
adjacent to the existing Korea Electric Company plant at Tangin-ri, 
Seoul, Korea, by financing the importation of equipment, materials and 
services from the United States. 

Korea faced a critical power shortage in the early sixties, and that 
shortage was severely limiting industrial expansion and econon~c growth. 
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The project was physically completed and·was put in commercial 
operation in December 1971. Since then tli> plant has produced al'l 
average output of 82 megavlatts or about 60 pel'Cent of the rated 
capacity. The plant recorded a peak output of 146 megawatts in 1973. 
USAID and KECO engineers indicate that this average rate of operation 
is quite normal and acceptable in any electricity system. 

The Loan Committee concludes that the goal of'the loan has been 
achieved and that the project is a success. 

III. Review of Existing Covenants 

The Loan Agreement contains covenants and warranties concerning the 
project, and a standard provisions annex. 

A. Particular Covenants and Warranties Concerning the Project 

Since the Loan Agreement was signed in February 1966, 
conditions had changed considerably; USAID notified EPB in its 
Implementation Let~er No. 16, dated September 3, 1974, that A.I.D.· 
would no longer require compliance with those below listed covenants 
and warranties, as 'amended. 

6.1(a) Annual restatement of rate base" depreciation 
costs and reserve. 

6.1(b) Annual rate increase.' 

6.1(e) i) Retention of KECOls equity position. 

ii) Reinvestment of KECOls dividend earnings. 

iii) Provision of a rate of interest'of loan funds 
to KECO. 

6.1(d) Compliance with the Power Survey Teamls Plan 4BR 
regarding long-range .power planning. 

6.1(e) KECOls operation p~an 

6.1(f) Timely acquisition of land for project. 

6.1(g) Establishment of a utility regulatory commission. 

6.2(a) KECOls long-term indebtedness. 

6.2(b) KECOls divesting itself of ol-i:nership of Seoul and 
Pusan street railway systems. 
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B. A Standard Provisions Annex 

Unless otherwise indicated, all of the following covenants 
have been met. 

Covenants Concerning Procurement 

1. Source of Procurement. 

2. Method of Procurement. 

3. Date of Procurement. 

4. Small Business Notification. 

5. Marine Insurance. 

6. Construction Contracts - Third Country Personnel. 

Covenants and Warranties Concerning the Project 

1. Execution, Completion and Operation of the Project. 
Although the project has been completed and is in operation 
satisfactorily, the project experienced a considerable delay in 
completion as pointed out in the audit report, dated May 15, 1969. 

2. Utilization of Eligible Items. 

3. Information and Marking. 

4. Notice of Material Developments. 

General Covenants 

1. Non-taxation. 

2. CommiSSions, Fee~ and Other Payments. 

3. Renegotiation of Terms., 

IV. Review of Reporting Reguirements 

In accordance with the reporting requirements as set forth in 
Section 5.2 of the loan agreement and Article V, Implementation Letter 
No.1, Borrower submitted (1) a Monthly Progress Report, (2) Quarterly 
Shipping Reports and (3) a Certified Annual Financial Report on a 
timely basis. The Quarterly Shipping Report was discontinued after 
procurement under the loan was completed. The monthly progress report 
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and the quarterly shipping report are no longer required as the 
project is completed. The Beneficiary will continue to be required 
to provide an annual audit financial report. However, .for the reasons 
given in the following section, the report will be submitted to EPE 
rather than to A.I.D. for revie]; and monitoring by the ROKG. EPE 
will in turn provide A.I.D. with an annual summary report covering 
financial viability and ·covenants compliance for this and other 
inactive projects. 

V. Residual Monitoring Responsibilities 

The Loan Committee reconMends that all active AID monitoring and 
activities related to this loan be ternJinated until or unless currently 
unforeseen events transpire that would indicate that resumption of 
active monitoring ,TOuld .further or enhance the attainment of the 
objectives of goals of the United States and/or the Mission, or until 
or unless AID believes that the goals of the loan are no longer being 
met. The Committee believes that the US AID/Korea should notify the 
Minister, Economic Planning Board, ROKG, that active monitoring is being 
terminated and that henceforth it ~Qll be the responsibility of the EPB, 
as the designated representative of the ROK, to ensure that the project 
remains viable and successful. (The Loan Committee does not recOllMend 
that the Loan Agreement be amended to remove or modify any of the 
conditions or covenants of the agreement;:! Future considerations may 
dictate the desirability of resunJing act~ve monitoring and restressing 
compliance ,dth the terms of the loans, or of exercising the remedies 
available to AID if an' event of default should occur, and thus it is 
felt that all possible courses of action should be left open and 
available for use as may be appropriate. As part of this responsibility, 
EPB will prepare and submit to A.I.D. an annual composite summary report 
for all completed projects monitored by AIDjW including this project. 
Such report will confirm that the Beneficiary under each loan is not 
in default under any of the terms of the applicable agreements or if in 
default, a description of the nature thereof and the steps being taken 
to remedy the situation (see STATE 214240). USAID and AIDjW will issue 
appropriate implementation letters to accomplish this. ' 

VI. Findings and Recommendations 

A. Findings 

The Loan Committee 'believes that the following findings 
represent an accurate picture of the loan: 

1. The objectives of the loan are being met, and the project 
has been successfully completed. 

2. There are currently no covenants being violated, and no 
violations are anticipated in the foreseeable future. 
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3. All interest and'principal payments to the ROK from 
Borrower and to AID from ROK under the loan are current. 

4. There are currently no outstanding audit recommendations. 

B. Recommendations 

Authority to implement this loan is delegated to the Director, 
USAID/Korea. Under the authority delegated, the Loan Committee 
recommends that all active monitoring of this loan be terminated in 
accordance with the conditions outlined in above SecGion V, Residual 
Monito~ing Responsibilities. The Loan Committee further recommends 
that this memorandum be accepted as the Loan Completion Report (as 
required by M.a. 1264.1)" and that all official files relat"ed to 
this loan be trari-sferred to Washington. . 
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