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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Turkey - Second Highway Equipment Loan

Attached for your review are the recommendations for
authorization of a loan in an amount not to exceed $15,000,000
to the Government of Turkey to be made available to the General
Directorate of Highways to finance the foreign exchange costs
of the purchase of highway equipment and spare parts to replace
and maintain the equipment of the General Directorate of Highways,
the payment of ccsts of freight and insurance thereon, obtaining
consulting engineering services and technical training in the
United States of employees of the Directorate.

This loan proposal is scheduled for consideration by
the Development Loan Staff Committee at a meeting in the near
future.

Rachel C. Rogers
Assistant Secretary
Development Lean Committee

Attachments:
Summary and Recommendations
Project Analysis
Arnexes I-IV
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AID-DL.C/P-428
May 27, 1966

TURKEY
Summary and Recommendations

Second Highway Equipment Loan

1. Applicant: Government of Turkey, for the General Directorate of Highways

2. Amount: $15,000,000

3. Loan Terms: Torty year term with ten year grace period. Interest
of one percent on outstanding principal during grace period; there-
after interest of two and one-half percent per annum. Payments of
interest and principal semi-annually.

4. Total Cost of Acuivity: $15,000,000 plus Turkish Lira costs of
acquisition including customs, iansurauce and freighi! and local
assembly costs, The total budzel of the Turkish Highway Department
for 1956 is .,131,000,000 in Turkish lira, of which $32,000,000 in
Turkisn lira is for equipment purchases and equipnent maintenance.

5. Purpose of Activity: To finance procurement of highway cquipment
to maintiain and replace highway equipment of the Turkish General
Directorate of Highways, to finance the services of consulting
engineers, and to finance tke cost of training of Highway Depart-
ment employees in the U. S.

6. DBackground of Activity: The United States has prcviously assisted
the Turkish Highway Department with technical assistance from the
U. S. Bureau of Public Roads, and with loans to financc equipment
purchases.

7. Ex~Im Dank Interest: 1In November, 1965, the Export-Import Bank
stated that it was not prepared to consider this application.

8. Mission Vicws: The Mission recommends approval of this loan.

9. Statutory Criteria: All satisfied

10. Issues: None

11. Recommendation: That a loan of $15,000,000 be made to the Govern-
ment of Turkey for the purposes described in the loan paper.

Lo#a Committee: Loan Officer: Paul Micou, USAID/Turkey
Engineer: Thomas C, Elliott, Regional Engineer/
Athens

Counsel: W. L. F. Felstiner, RLA, USAID/Turkey



AID-DLC/P-428
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A

I. History and Background

Since the close of World War II the Turkish national highways
network has increased in size almost five times. In 1947 there
were 7,000 miles of nationally maintained highways; by 1962 the
national system included 22,000 miles. In the past two years the
Highway Department assumed responsibility for the maintenance of
an additional 10,600 miles of provincial roads, making a 1966
total of some 32,600 miles. By 1969 the Department expects to
take on the responsibility for about 5,700 additional miles of
provincial roads.

U. S. assistance has played an important part in the effective
expansion of the national nighway system. Under a technical co-
operation project a team of U.S. Bureau of Public Roads experts
spent eleven yeurs in Turkey (1947-1958) assisting the Highway
Department in establishing itself as a modern, efficient organiza-
tion. Most of the Bureau of Public Roads! efforts were devoted
to maintenance of roads and equipment, including setting up excel=-
lent automated equipment maintenance records. The liighway Depart-
ment's IBM records are kept with such accuracy and detail that one
can discover ia minutes the cost of operation per hour or per
kilometer of nearly every piece of equipment, from trucks and
graders to compressors and generators. The Bureau also assisted
the Department in buying about $41,000,000 worth of equipment
during their eleven-year program. The Turks have thus created
a very efficient and capable Hightway Department--—the best in the
Middle East, and probably as good in all respects as the average
state highway department in the United States.

Between 1955 and 1965 the Highway Department bought relatively
little equipment, because of the shortage of foreign exchange.
1ts fleet of vehicles deteriorated without adequate replacements.
On January 13, 1964, the loan agreement was signed for aID Loan
277-H-044 for $13,100,000 of equipment. Almost all orders for
equipment under this loan have been placed. Shipments began
arriving in Turkey in January, 1966, and should be completed
by the end of 19066. The $15,100,000 loan was only part of the
application for funis which the GOT made in 1963. The Highway
Department then estimated its needs at about $44,,000,000 of new
equipment. Between 1963 and the end of 1965, 7, 156 kilometers of
provincial roads were added to the Highway Department's jurisdic-
tion. The transfer of provincial roads to the Highway Department brought
only a small amount of maintenance equipment to Highways since the pro-
vinces did not have much useful equipment and had not bought new equip-
ment for years, anticipating the transfers to the Highway Department.
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The Tigures above show that in 1960 the Highway Department
was responsible for maintaining and improving a total of 37,972
kilometers of road, with an equipment pool valued at $31,594,000
or $830 per kilometer. In 1965, the ratio was $220 worth of equip-
ment per kilometer. In 1966, with the §12 million of new equip-
meat received, the ratio would be $491 per xilometer and in 1967,
if all the $15 million of new equipment was received, the ratio
would be $745 of equipment per kilometer. This ratio is not out of
line with those of the states of Utah (§566 per km.) or South
Dakota ($645 per kxm.) when one considers that Turkey is more than
three and one-half times as large as either of these states in
arca and has more than four times as many kilcmeters of roads to
maintain as either state. The request ror $15 milliou represents
a conservative estimate of the Departmsnt's current needs.

II. The Borrower

The Turkish Highway Department was established in its pre-
sent form by a national law passed March 1, 1950. It is a General
Directorate of the Ministry of Public Works and is organized along
lines comparable to a U. S. State Highway Department, with offices
of Personnel, Procuremcnt, Accounting, Planning, Survey & Design,
Bridges, Materials, Construction, and Maintenance. Department
hsadquarters are in Ankara und there are 16 operating divisions
which are sub-divided into &7 districts covering the entire nation.
deavy repair work is performed at shops of each of the 16 divisions,
and minor repairs are done at the ¢7 district shops. The most important
shop is at Ankara where complete rebuilding of heavy equipment
and extra heavy repairs can be made. The Ankara shop also manufactures
some items such as towrd rollers and small rock crushers. Members
of the loan commnittee have visited the Ankara repair snops and
training schools and some of the district shops and they nave had
an opportunity for close contact with officers of the Highway Depart-
ment during implementation of loan O044. They are confident that the
Highway Department is fully capable of arranging for procurement
and training under this loan.

III. Technical Analvsis

First, it should be noted that modern highway systems,
whether they be in developed or in developing countries, need
mechanized maintenance i they are to serve adequately their
function of basic infrastructure.

The three factors of Mechanized Highway Maintenance are:
1) the selection of balanced equipment fleets, 2) the care of

maintenance equipment, and 3) the management control and utiliza-
tion of maintenance equipment.
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Mechanization is off tn a good start in Turkey. Unfortunately
a lack of financial r=sources, together with excessive physical
demands on the large equipment purchases of 1947-56 resulted in
deterioration without replacement. However, these largs equipment
purchases necessitated a good orsanization of division and district
shops, which organization is well prepared to service the new
equipment which will be purchased. The Department, with the
assistance of its special consultants, has the capability of
making proper selections for purchasing balanced fleets, and it
is fully capable of managing tie utilization of its equipment
in whatever quantities are required.

Since this project will be, in effect, a continuation or
extension of an existing project, i.e. Highway Equipment and
Consultants, Loan No. 277-1I-044, it is appropriate to recall
some of the elements of that project in order to appraise this
proposed extension.

Pursuant to the 27/-1-044 Loan Agreement and under a con-
tract dated May 21, 1904 with Ammann & Whitney International of
New York, the Highway Lepartment engaged the services for two
years each of three consultants; a Highway Maintenance llngineer
(team leader), a liighway Equipment Specialist, and a Highway
Materials Engineer. In addition to furnishing the Department
with technical advisory services in their particular specialties,
the first and most important order of business for these con-
sultants was to assist the Department with administering «nd
implementing the 277-H-044 Loan hgreement by reviewing and
approving or recommending changes in the Department's lists
of equipment and spare parts to be purchased; to assist with
the specifications and bid invitations; and to assist in analyz-
ing proposals und making recommendations for award of contracts.

The equipment purchased under 277-H-044 will constitute
a carefully balanced fleet, planned for integration with exist-
ing operational univs, and geared to the particular needs of
Turkey. The selections were made on the basis of ecareful
studies by the Department and its consultants. For example,
it is well known in U. S. experience that states with road mileages
and types similar to Turkey (e.g. Montana, West Virginia) require
large numbers of dump trucks and motor graders as the "work horseg"
of their fleets. It may be noted that these two items con-
stitute 46% of the grand total of items under Loan 044. Although
such checks are no all conclusive in assessing the value of a
study, they do help to detect tho existence of factors which might
be out of line.



Similarly the proposed list submitied for this project,
the Second Highway Equipment Loan, complements the first and
reflects the Department's estimates of their most critical
needs. Again it should be noted that the "work horse" trucks
and graders dominate the list.

It should also be noted that much of the equipment might
be characterized as construction rather than as maintenance
equipment. The reason for this is twofold: first, many items
(e.g. graders, trucks, compressors) are in fact both construc=—
tion and maintcnance items, and secondly, the Turkish lighway
Department, for a number of reasons, performs considerable
construction work in the name of maintenance. The main lines
of work which the Department performs may he described as
maintcnance, improvement, (or 'betterments'), and construction.

Pure construction work, that is ncw construction, is let to
contract when contractors are available. As it is, contractors
arce reluctant to undertake work in the castern part of the
country because of its remoteness and ruggedness, and there
are instances too where the Department has had to take over
a private contract job because of poor performance. Neverthe-
less, it is a policy of the Department to let all possible
construction work out on private contracts as private contract
capabilities become increasingly available,

A fair statcment of the problem of contracting for highway
construction in Turkey is found in the recently completed
(November, 1965) Ammann & Whitney International feasibility
study "Highways in Southwest Turkey,' at pages 75, 76:

"When Turkey first embarked on her intensified road
building campaign, she did not have the nccessary trained
personncl for this program nor an adequate stock of con~
struction equipment. It was necessary, therefore, that
the actual task of road construction be assumed by the
Government since the Government could train the required
personnel more easily than could the private sector. 1In
addition, this procedure would not expose inexperienced
contractors to undue financial risk. The purchase of the
necessary construction equipment, which called for large
foreign exchange expenditures, could be handled more
readily and, through intelligent planning, without unne=-
cessary duplication, by the Government. This same pro~
cedure has been found necessary in virtually every de=
veloping country during the initial stages of highway

development.
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"Since construction operations performed by Government
forces, or force account work, are not subjected to the
pressures inherent in a competitive economy, due to profit
boing disregarded, it has been discovered in most countries
that forcec account operations have been less efficient and,
in the long run, more costly than operations which utilize
private contracting firms.

"This fact is recognized by the Highway Departinent and
private contractors are used to some extent at this time.
The 1965 highway budget for our study area contains only
one allocation for road building by private contractor
although there are several bridge construction and bridge
repair allocations for private contractors.

"Our investigations disclosed that several attempts
have been made in the past to develop a pool of private
road building contractors in our area. These attempts have
not met with mnuch success and it is felt that most cases of
fallure can be traced to cither lack of experience on the
part of the contractor or the lack of continuing available
work on a continuing program. The development of private
road building contracting firms is a process which requires
very close cooperation from the Government. The equipment
which must be purchased by these private concerns is costly
and must not be allowed to stuand idle. It is neccssary,
therefore, that well phased continuing constructing projects
be avallable for the utilization of this equipment. It is
also true that much time is needed for the training of com=-
petent cquipment operators and continuing employment must
be furnished by the contractor for these operators. The
truth of thesc statements is well demonstrated Ly the fact
that most of the few private road building contractors who
were successful in our study arca have moved their opera-
tions to other parts of Turkey where relatively continuous
work may be anticipated.

"It was readily admitted by personnel contacted by the
members of this study team that, due to Governmental
bureaucracy common to all countries, a private contractor
can work, and does work, more cfficiently than the Govern~
ment employed forces of the Highway Department. It has
been demonstrated in Turkey that private contractors will
quote unit prices about 10% below comparative Highway Depart-
ment unit prices despite the fact that profit must be in-
cluded for the private contractor. On the other hand, when
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private contractors are convinced by forceful supervision
that they will be required to perform completely in accord-
ance with plans and specifications, it is unlikely that
such low bids will be given by contraccors or accepted by
Highways.

"The training of a force of Govermmental inspectors,
who will ensure that all work done on the highways of
Turkey conforms in every way with the design standards
and the construction specifications, would be a very dif-
ficult task. It would also be necessary that many cases
be taken to court and that considerable education be done
in order to convince the local contractors that it is the
intent of the llighway Depertment to enforce to the letter
the specifications upon which tho bids were bhased.

"It is our opinion that these trying oxpericnces nust
be undergone at some tine during the continuing develop~
ment of Turkey and that the sooner that these problems
arc met and defeated the better it will be for all con=-
cerned.  However, it is felt that until private construc-—
tion firms in Turkey are developed wore highly than at
present, it will be lccessary to institute rigid prequali-
fication requirements prior to allowing them to bid on the
projects recommended in this report. Otherwisc the anti-
cipated economic benefits will probably not be realized
on account of delays in construction."

The Highway Department simply cannot find responsible con-
tractors for all its necessary construction. llany of the roads
needing most improvement lic in the arca to the east of Ankara,
where the terrain is rough and access is difficult. The climate
in much of this area permits construction for only four or five
months in the year. To foster expansion of contract construction
by private firms, the Highway Department hopes to lease some of its
equipment to responsible contractors who lack equipment but are
otherwisc qualified, The Department now lecases construction equip~-
ment at fixed rates based upon their own operating costs plus
amortization,

The following tabulation shows the status of the 1965 con=-
struction and "betterment' work. "Batterment" means widening
extremely narrow roads, re-aligning difficult curves and reducing
excessive grades. '"Betterment” is work more extensive than main=



tenance but less than new construction. "Continuing' projects
in the table are those started some years ago but continued
from year to year until completion. "New" projects are those
commenced in 1965,

Construction and Betterment Projects
(As of May, 1965)

Costs in 1000 TL

Spent
Before 1965 Estimated
Construction: 1965 Estimate Total
24 Continuing Contract 129,143 66,750 239,741
Projects
9 New Contract Projects - 6,300 109,050
28 Continuing Force 261,927 54,000 363,455
Account Projects
8 New Force Account - 4,950 40,050
Projects
Batterments:
57 Continuing Betterments 66,412 35,070 168,940
by Force Account
59 New Betterments by - 5,000 10,895

Force Account

The table shows that the estimated total of contract pro=
Jects is 348,791,000 TL, compared to 403,505,000 TL of force
account projects.
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In addition to equipment, the application proposes that
the consulting services under the 044 Ammann and Whitney con~
tract be continued and extended for one year, except that the
materials engineer (whose work is completed) should be replaced
by an Asphalt Plant and Pavement Specinlist. The costs of con~
tinuing these services have been estimated as follows:

Base Salary $ 13,000
Overseas Differential 6,000
Transportation:

Family 2,000

Personal Effects 2,700
Overhead 13,000
Fee and Coutingency 3,000
One Man/Year $ 40,600
Less TL by GOT 7,300
Cost/Man/Year $ 33,300
Three Man/Years $100, 000

The application also includes an amount to cover the costs
of a technical training program which will send 50 individuals
to the United States for training over a period of several years.

The Highway Department points out that because other GOT
departments have gone into mechanized construction work (DSI,
for example) and because the Highway Department contained the
only qualified group of mechanically trained personnel, it has
lost many of its best people to other departments. There have
been no new overseas trainees since 1959.

The Department places a very high value on U. S. training
for its employees aud credits many operational economies to such
training in the past. Moreover, since its fleet of equipmnent



is now and will be in the future, almost entirely comprised of
U, S. equipment, an additional program of U. S. training appears
essential.

An outline of the proposed program for the 50 trainees is

as follows:

Period of training - 10 per year, 8 months each, 5 groups,
1966 through 1970

Numbex

Field of Training per Group

Study of equipment maintenance, repair, and 4
operations

Study of cost accounting using da.a process=~ 1
ing techniques

Study of estimating needs of sparcs and sup- 2
plies, using data processing techniques

Study of manufacturing standards and quality 2
control

Study of stock control and procurement methods 1

ihe plan calls for each traince's spending two months
observing manufacturing practices at equipment manufacturing
plants in the U. S. and six months training at a seleccted
State Highway Department.

Naturally, at this stage, the plan is not a detailed one
and will require further rcfinements in regard to contacts with
U. S. suppliers and S...te Highway Departments. These things
will be done after the loan application is approved.



The estimated costs of the training program are:

1. Per trainee = 8 months = 240 days @ $15.00 - § 3,600.

Travel while in the U. S. - 200.

Total § per trainee - $ 3,800,

2. Per Group - $3800 X 10 - $ 38,000,
3. Grand Total (5 Groups) - $190,000,.
Rounded to - $200,000,

The estimate appears to be low in the _.ount for travel in
the U. S. however rounding to $200,000 adds another $200 per
trainee. In any case the above amount is ample for estimating
purposes.

The Department will pay local currency expenses such as
international travel and salaries.

The engincers and technicians who receive this training
will in all likelihood become the officials responsible for
equipment operation, maintenance, repair, services and supply,
and additionally will serve as lecturers, teachers, and trainers
in the Department's own training organization.



The proposed list of equipment and services to be financed is as follows:

ESTIMATED

ITEM CATEGORY AMOUNT  COST ($)
1 Pick=-up, 4x4, Crew cab 27 $ 68,000
2 Panel, 4x2 10 18,000
3  Truck, Dump, Diesel, 6x4, 8-10 cuyd. 86 1,032,000
4 Truck, Dump, 4x2, 4~6 cuyd. 194 1,565,000
9  Truck, Chassis-cab, 4x2 (Min GVW 23,000 Lbs.) 150 375,000
6 Motor Grader Tandem (hin 23,000 Lbs.) 115 1,950,000
7 Motor Grader 4x4, (Min 24,000 Lbs.) 2 520,000
8 Snow Plow, Rotary (Min 1000 TPH) 15 255,000
9 Tractor, Crawler (Min GO HP) 20 240,000
10 Tractor, Crawler, (Dozer, Ripper)(Min 230 HP) 75 3,380,000
11 Wheel dozer (Min working weight 74,000 Lbs.) S 320,000
12 Motor Scraper (Min struck capacity 21 cuyd.) 20 1,100,000
13  Loader, Crawler (2 1/2 cuyd) 30 570,000
14  Loader, Crawler (1 1/2 cuyd) 26 340,000
15 Compressor, With Drills (250 cfm) 20 180,000
16  Roller, Tandem, Diesecl (cap. 8=12 T.) 16 160,000
17 Roller, Self propelled, Pneumatic tired 5 105,000

(Min 30 Ton)
18  Arc Welder, Portable 48 110,000
19  Generator set, 5 kw., 10 kw. 100 100,000
20 Hammer and Extiractor 4 30,000
21 Vibrator (Min 50 mm) 32 16,000
22 Cement Chipping Iamner 38 8,600
23 Highway Striping Equipment 2 7,000
24 Parts and Engines for Equipment of Local - 147,000
Manufacture

Total Equipment Estimate $ 12,600,000
Spare Parts (11.11%) 1,400,000
Ocean Freight & Insurance 700,000
Consultants 100,000
Training Assistance 200,000 -
TOTAL LOAN ESTIMATE $ 15,000,000

The above list should not be considered immutable. It is subject to
changes in numbers of items, or items themselves, as implementation of the
project proceeds, and depending upon the judgment of the Highway Depart-
ment and their consultants as to changes in current needs.
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The Department has made a very close cost estimate for the
equipment based on recent quotes received in connection with the
044 loan and in addition allowances have becn made for possibhle
cost escalations.

The 11% item for spare parts may be low, but it may be
assumed, as in the case of the 044 loan, that the large quanti~
ties of equipment to be retired may be cannibalized for an
additional 2 or 3% of spares.

The dollar cost of $7€0,000 for ocean freight and insurance
is about half of the total amount neceded, with the remainder to
be paid out of local currency.

The above estimates are reasonable and if the experiences
of loan 044 are rcpeated it will be possible to procure all of
these items at somewhat less than the estimate. If this should
be the case the Department will use the remaining funds, up to
the total amount of the loan for purchasing additional cequipment
items and/or shop tools, depending on which is needed more at
the time.

In respect to local currency costs of the project there
are several items to be considered. These are the costs for
consultants, ocean freight and insurance, inland freight, and
the (annual) costs of ownership and operating expenses.

As indicated from the preceding tabulation $7,300 of the
$40,600 per man year cost for consultants will be paid in L.C.
This is made up of the $6,000 overseas differential and a
portion of the transportation costs.

Total = 3 X $7,300 = $21,900 = TL 197,100
A conservative estimate for costs of ocean freight and
insurance is 12% of the equipment costs which yields 12.6m X
.12 = $1,500,000. Since about.half of these costs will be
dollars (already set up at $700,000) this leaves lira costs
of $800,000 = TL 7,200,000
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The costs for inland freight for transporting the equipment
from its port of entry to its ultimate destination may be esti=
mated as follows:

Value of equipment (approximately) $12,600,000
Estimated 1lbs. per $ = 1l

Total Weight - 12,600,000 1bs 5,700 metric tons

Assuming average destination is 1000 km and cost is $0.013/ton-kmn;
total inland freight cost is: 5700 X 1000 X .013 = $74,100 = TL 667,000

Costs of owncrship arc defined as overhaul, major repairs,
painting, storage, and insurance., American erpericnco has shown
these costs to a construction contractor to be about 2i% of the
equipment’s acquisition cost. Although strictly comparable Turkish
costs would probably be higher, the fact that the Department's
equipment will normally not be utilized to the same extent that
a contractor's equipment would be in any given year will balance

higher local costs and render the 25% figure valid.

Total = $12.6M X 0.25 = $3.15 M = TL 28,350,000

Costs of operation include fuel, lubrication, field repairs,
loading and shipping, opcrators' wages, and general expense.
These may be assumed to be $3.00/hour for a representative item,
say the $17,000 Grade:r of Item 6. Then if average utilization
per year is 1000 hours:

$12,600,000 X 1000 X $3.00 = $2,200,000 = TL 19,800,000
$17,000
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Recap of Local Currency Costs

Direct
1. Consultants - TL 197,100
2. Ocean Freight - Insurance -~ 7,200,000
3. Inland Freight - 667,000
TOTAL TL. 8,064,100

Indirect (Annual)

1. Ownership TL 28,350,000

2. Operation

19,800,000

TOTAL TL 48,150,000

The above estimated 1LC costs are by no means precise, espe=
cially in regard to the indirect costs. Nor are all of the 1c
costs listed which will be generated because of this project;
for example, no consideration is given to taxes, depreciation
or debt service.

The estimated LC costs which are shown are primarily for
the purpose of illustrating the annual recurring costs which
are necessary to support and operate a large mechanized fleet
of equipment. These expenses must be reflected as annual in-~
creases in the Highway Department's future budgets.

One additional expense which should be mentioned is that
of customs duties, Presumably the Department will have to pay
duties for landing the equipment. However, there was an under-
standing with AID on the 044 project that the GOT would provide
the Department with such additional funds for this purpose as
would be needed, over and above their normal budget, and similar
arrangements must be made for this project.
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A tentative schedule for this project is the following:

1. Loan is authorized

2. Loan agreement signed 30 days
3. Bid documents completed 6o "
4. AID approves and advertise- 30 "
ments are published
5. Bids received 60 "
6. Bids evaluated 30 "
7. Award contracts 30 "
8. Manufacture g0 "
9. Ship 60 "
10. Assemble 30 "

Total

420 days = 14 months

This schedule assumes no unusual delays because of bidder
If such delays should occur,
the times involved will of course be increased.

protests or government procedurecs.

Finally, it is evident that this project is feasible.

There

is no doubt that all of the administrative and technical skills,
as well as the physical ancillaries necessary for its successful
implementation are, or will be made, available.
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IV. Economic Analysis

A. Turkish Transportation Planning

Investment in construction and maintenance of a highway
system is an important part of building infrastructure in any de-
veloping country. Turkey has done a good job in improving its
highways. The November, 1965 IBRD report "Deveolopment Performance
and Prospects of Turkey" states, at page 64,

"In the last decade, the improvement of highways has
been spectacular. But there are still gaps, both in the
State highway network, and even more so in the neglected
provincial systems where roads are still below standard.
Judging by the 1965 draft budget, the need for putting
more emphasis on the improvement of provincial and village
roads is now recognized by the government."

The IBRD report also states that a review of Government
transport policy is nceded. Consideration should be given to in-
creasing road user taxes such as fuel taxes and license fees. The
Government of Turkey is now studying transport problems in connection
with preparation of the Sccond Five Year Plan. The transport study
commenced in Deccember, 1965, and its results will be included in
the Second Five Year Plan. The State Planning Orgaunization is the
coordinating agency for the study and it is represented on several
commissions composed of members of operating ministries in the
different transportation sectors, ¢.5., highways, railways, ports,
air transport. An OECD consultant, Tillo E. Kuhn, who is an
acknowledged transport expert from the University of Californmia,
is advising the SPO during the transport study.

Investments in nighways nust be carefully planned, not
only because construction itself is expensive, but because of the
effect of the highways on agriculture, industry, population location
and tourism. The ccordination of transport planning should logically
be in the Ministry of Transport and Communications, and a reorganiza-
tion of this ministry is now being undertaken, which should strengthen
its planning staf:?.

In preparing the Second Five Year Plan the tax and invest-
ment aspects of the transportation sector are being reviewed by a
specialist from the Ministry of Finance, on loan to the Stata Planning
Organization.
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B. Major Problem of Overloading

Overloading of trucks and the resulting deterioration
of highways is an extremely serious problem in Turkey. The
Ammann and Whitney International report, supra, says, at page 10:

"It is obvious to any qualified observer that severe
overloading of highway vehicles is openly practised throughout
the Republic of Turkey. Adequate laws and regulations are
Presently in effect concerning legal load limits but there
is virtually no actual cnforcement of these restrictions.

"Maximum legal axle load is presently limited to 8 metric
tons in accordance with European conventions. All design
procedures and desipgn criteria usecd by the Highway Department
are more than adequate for this load concentration and the
great majority of existing bridges, even single lane structures,
are capable of supporting loads of this magnitude.

"It is impossible for any Highway Department to design
and construct highways without first assuming a maximum load
which will be exerted on the highway. If continued severe
overloading is anticipated, it is necessary to increase
design standards considerably and the resulting cost of
construction is unnecessarily high. If, on the other hand,
it is assumed that there will be only occasional loads which
exceed the legally established limit and design is based on
this assumption, and then if continual overloading is allowed,
the highway will fail in a very short period and maintenance
costs will become extremely high.

"Over the past several years it has been necessary to
expend more than 35% of the highway budget on highway main-
tenance operations. It is obvious that a major portion of
this expenditure during these past years has been for heavy
repairs required by the destruction of the country's highways
by overloaded trucks, both privately owned and Government owned.
Since the Iighway Department is powerless to do more than
recommend restrictive legislation and must try to cope with
this problem of overloading without any authority for con-
trolling same, the Highway Department has been subjected to
completely unwarranted criticism concerning the actual service
life of some of the highways which they have constructed."
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The World Bank team made similar findings. The IBRD
report, supra, says, at page G4:

"It is alarming, however, that a large part of the
main system has deteriorated seriously as a result of
heavy overloading of vehicles and insufficient road main-
tenance, and in some instances of either unsatisfactory
design or construction below specifications. Heavy invest-
ment losses have alrcady occurred, and strong measures,
particularly enforcing axle-load control, are urgently
needed, otherwise further road investments would be wasted."

The difficulties in solving the problem of overloading
are morc practical than theoretical, but these difficulties are
substantial. Regulations prolhibiting overloading are in force and
they are supported by the Highway Directorate, naturally by the
Railways, and even by ihe truckers' association, but the enforce-
ment of the regulations is often hampered by local political or
Jjudicial considerations. Just as in the United States, it is fre-
quently difficult to get convictions in the courts because of
problems of evidence. The police do not always consider overload-
ing violations their most urgent concern. There are some sixteen
weighing stations in Turkey but they are not effectively used.

In order to assist the Highway Directorate in enforcing
the overloading regulations the loan agrcement for this loan will
contain a condition precedent requiring submission of a plan
satisfactory to AID for cffectively stopping overloading, and also
4 covenant committing the Government of Turkey to carrying out the
Plan. AID will review the results of the enforcement plan at
lease every four months.

C. Tourism and Highways

Development of highways is important to the growth of
tourism in Turkey, which is hoped to be an important future source
of forcign exchange. The Government of Turkey, through its Ministry
of Tourism, is making great efforts to attract tourists to Turkey,
and the Directorate General of Highways is naturally involved with
these efforts.
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Included in the 1966 budget for road construction and
maintenance is TL 9,500,000 ($1,555,000) for construction and
improvement of minor roads connecting touristic sites with main
roads. This "Touristic Sector" program includes 279 kilometers
of roads in different parts of Turkey. Examples of the twenty-six
different touristic projects are:

District Road Touristic Interest

Izmir Turkeli~TFoca-Yenifoca Ruins, beaches

Hatay To Bakraskalesi Armenian Castle

Antalya Alanya-Kale Castle on sea coast

Antalya Side Romsn ruins and museum

Antalya Alarahan Ottoman site

Manisa Ahretli-Sart Sardis, Roman and Byzantine
Ruins

Bolu Lake Abant Mountain lake and resort

Icel Tarsus - Beach Beaches

Kayseri To Kultepe Archacological site

Nevsehir Noar Goreme Early Christian cave dwellings

Corum Yazlikaya - Bogazkale Archaeological site

Istanbul Cinarcik ~ Yalova Beaches, thermal springs

Because of acute interest in developing Turkey's tourism
potential, AID financed an Ammann and Whitney, International, study
of "Highways in Southwest Turkey", (AID Loan 277-H-042). The area
has an excellent clinate, superb mountain and coast scenery and many
historical sites, but an inadequate highway system. Ammann and
Whitney, International recommends a substantial road improvement
and construction progrom estimated to cost TL 381 million of which
$14,233,000 would be in foreign exchange. This program would supple-
ment the Highway Directorate's normal maintenance and improvement
work in the area.

llowever, the Ammann and Whitney report indicates that a
highway program of such substantial dimensions is required in
southwest Turkey for far more than tourism: the principal benefit
of such an effort would be to increase effective agricultural pro-
duction in the area. Tourism, at this time, in southwest Turkey
requires improved hotel and restaurant facilities even more urgently
than major highway improvement and both need to move forward. The
equipment and training to be provided by this loan will aid the
Highway Directorate significantly in maintaining and bettering
existing roads in southwest Turkey. However this loan is not in-
tended to nrovide the equipment required for the major new construc=—
tion recommended by Ammann & wWhitney, which recommendations are
still under review by the GOT.



- 21 -

Since this loan is primarily for replacing and moderniz-
ing the highway equipment of the Highway Department, its economic
significance is not so difficult to appraise as a new investment.
If the Highway Dcpartment cannot obtain foreign exchange to
maintain its equipment pool the large investment made in highways
will be jeopardized and the cconomic benefits enjoyed from a
good highway system will cease.

D. Effect of the Loan on Private Enterprise in Turkey

0f the total amount of money being loaned:

1.

None is

None is
tutions

None of

being loaned directly to private enterprise.

being loaned to intormediate credit insti=
for relending to private enterprise.

the funds will be used to finance imports

by privatc enterprise; or for use of private enter-
prise in Turkey; however, some of the equipment
may be leased to private contractors.

None is
finance

being loaned to the Turkish government to
project work (including procuremecnt) done

under contract by Turkish private enterprise.

None is
loan is

None is
for the
own use

being loaned to a mixed enterprise. This
being made to the Government of Turkey.

being loaned to the Turkish Government
direct purchase by the Government for its
of goods from Turkish private enterprise.

The loan will affect private enterprise in Turkey indirectly.
Some of the vehicles to be purchased will be assembled in Turkey by
privately owned assembly plants. A far more important effect is that’
good road maintenance has a very beneficial result in agriculture
and industry, and in improvement of bus and trucking services.
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V. TFinancial Analysils

Turkish lira costs of the purchase of the equipment and employ-
ment of consultants will be included in the budget of the General
Directorate of Highways. The budget for highways for Turkish fiscal
year 1966 was approved February 21, 1966 and included substantial
sums for purchase of equipment.

Total 1966 budget for Directorate General of Highways is TL 1,180,000,000

Including:
Current expenditures TL 277,000,000
Investment 78%,000,000
Capital formation and
transfers 118,000,000

The investment budget of TL 785,000,000 is made up of:
Project studies, surveys TL 29,000,000
Road construction and

maintenance 463,000,000
Equipment purchases and
maintenance 292,000,000

The General Directorate of Highways submits a separate budget
to the General Assembly, even though it is a subdivision of the
Ministry of Public Works. These budgets have increased gradually
in recent years, reflecting the increasing road mileage for which
the Directorate is responsible.

Recent Dircctorate of Highways Budgets

Budgetary Expenditures of % of
General Directory of Highways Consolidated % of
(TL M1l) % Increase ($ Mil.) Budpet GNP
1958 508.2 181.5 9.8 1.4
1959 726.9 43.0 259.6 10.4 1.6
1960 804.6 10.7 89.4 10.5 1.6
1961 829.2 3.1 92.1 9.2 1.7
1962 814.,0 - 1.8 90.4 8.5 1.5
1963 915.3 12.4 101.7 7.8 1.5
1964 892.9 - 2.4 99.2 6.9 1.3
1965 1,021.,2 14,4 113.5 6.7 1.3
1966 1,180.0 15.6 131.1 6.7

1958-1963 Closed account figures
1964-1966 Budget appropriations
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VI. Repayment Prospects

Repayment prospects are satisfactory. The Government of Turkey
has previously been determined to be a suitable borrower of Develop-
ment Loan Funds. Nothing has taken place in recent months to change
that determination. The U, S, has joined in Consortium meetings in
February, 1966 based upon the premise that Turkey is a satisfactory
borrower on concessional development loan terms.

VII. Impact on the U. S. Lconomy

The impact on the U. S. economy will consist of substantial
purchases of highway maintenance equipment in the U. S., and the:
employment of a U, S. engineering firm as consultant to the Highway
Directorate.

VIII. Conditions and Covenants

Conditions will be included in the loan agrecment concerning
AID review of bid documents and awards and review of consultants’
contracts and requiring submission of a plan for enforcing over-
loading regulations.

A specific covenant will be contained in the loan agreement
requiring cowpliance with the overloading enforcement of plan.

Since the Government of Turkey is now studying the trans-
portation sector in preparation of its Sccond Five Yeav Plan, with
CECD assistance, the loan committee believes that it would be un-
wise and unnecessary to imposc any special conditions or covenants
in the loan agreement concerning general transportation policy,
Relative investments iu different forms of transportation and re-
visions in user taxes are important, but the Turkish Government is
now studying these problems.

1X, Implementation Plan

The Highway Department is entirely capable of selecting the
equipment to be purchased, preparing the invitations to bid,
aualysing the bids and making the awards, With the experience gained
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from the recent purchases under Loan 277-H-044 the Highway Depart-
ment will revise the bidding documents it has previously used

and will submit them to AID for approval. Thereafter Highways

will call for bids, analyse them, and inform AIDof the awards made.
AID will review any awards over which a controversey arises, but will
not approve every award for every item purchased.

Highways will continue to use its consulcing engineers services
in preparing invitations, analysing bids and advising on technical
matters, including asphalt and paving specifica_ions.

Highways will work out an acceptable plan with AID for training
of personnel in the United States, before any disbursements are made
for this purpose. The present request for training fifty men in
five groups of ten over the next five years would stretch the period
of implementation of the project through 1970. This problem will be
resolved during study of the training plan.

X, Conclusions and Recommendations

The loan committee concludes that this project would be an
appropriate use of Development Loan Funds; that the project is
technically feasible and economically justified; and that the Gen-
eral Directorate of Highways is capable of effectively implementing
the project.

The committee recommends that the loan be authorized upon
the basis of the attached Loan Authorization (Annex II) and that a
loan agreement be negotiated upon terms substantially as set forth
in the Draft Loan Agreement (Annex III).
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STATUTORY CHECKLIST

FA Scc. 102, Preceoutions that have been or are being taken to
assure loan procceds arc not diverted to shorit-ters cmergency purposes
(such as budgetary, balauce of poyuente, or military purposes) or any
other purpore not escential to the country's long-range economic develop-
meov. -- Loul proceeds will be used directly on the project discussed in
the Capiteal Acsistance Paper.

TFA Sec., 102, Ascsurce that cxcess property shall be used where
practicable in lieu of procurcment of new items. The U. S. excess
propervy program has been in operatica in Turkey for over six years, and
Tull advantage of the program is being taken by the GOT.

A Sce. 102. Acsure that the country has taken adequate ueasures to
prevent damage o U.S. property by mob action. Police, gendarmeric and
gecurity forces In Turkey have the capability of preventing such mob action.

FA Sec. 201(r). Manner in winich Joen will prowmote couitry's econouic
developuent, cuphasiring Lol. fur Long-ronge vlane and programs designed
to develop cconomic resources end increase productive capacities, ==
Covercd in Scevicn IV. "iconowic Analysis",

FA Sec. 201(1)(2). Inforzation and conclusion on availability of financing
from other froec-vorld socurces, including private sources within the United
States. ~-- The Export-Import Dank ig not prepared to consider the loan
application. Ilc private sources in the U.S. would he willing to provide
funds renuired on these terws and conditions.

FA Sec. 201(b)(2). Inforvation and conclusion on activity's economic and
technical. sodhdness, including the capacity of the recipient country to

repay the loaon at a reasonable rate of interest, -- Coverecd in Sections

III and IV. Turkey's financial situation it discussed in the CAP.

A Sec. 201(1)(3). Inrcrngtion and conclusion on existence of reasonable
pronise acvlvity will contribute to development of economic resources or
increase of productive capacities. -- Covered in Section IV. "Economic

Analysis".

The following abbreviations are used;

FA roreign Assirtance Act of 1961, as amended by the Foreign
Assistance Act of 1964,

App. Forelgn Assistance and Related Agencies Appropriation Act, 1965,
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FA Sec. 201(b)(4). Information and conclusion on activity 's relationship to
other development activities, and its contribution to realizable long~range
objecitives. -~ Ccvered in Section IV. "Zconomic Analysis".

FA Sec. 201(b)(5). Country's self-help ncasures, including institution of
Foreign Assistance Act investment guaranty program. -- Discussed in Prog.am
Loan Paper. Turkey has an agreement with the U.S. on Investment Guaranties.

FA Scc. 201(b)(6). Information and conclusion on possible effects on U.S.
economy, with special refercnce to arcas of substantial labor surplus, --
The project will have no direct or measurable indirect effect on the U.S.
econony. All procurement will be froa U.S, sources. Fo information is

avallable as to whether any specific labor surplus area will be benefited.

FA Sec. 201(v). Information and conclusion on reasonable prospects of
repayument. -- Covered in Sectlon VI, "Repayment Prospects™.

TFA Scc. 201(a). Infornation and conclusion on legality (urder laws of
the country and the U.S.) and rcasonablences of lending and relending
terms. -- This loan would be nade in compliance with U.S. and Turkish laws.
The LAS justifies the adevelopment loan terms.

FA Sec. 201(e). Information and conclusion on gvailebility of an appli-
cation together with sufficient information and asgurance to indicate
reasonabl,; that funds will be uzed in an ceconomically and technically sound
manner, -- An adequate appeication and other sufficient information have
been received, as described in Sections I, II, and III.

FA Sec., 201(r). If a project, informetion and conclusion whether it will
promote the cconoric developacnt of +the requesting country, taking into
account the country's human and naterial resource reouirements and the
relationshin betwvecen the ultinate objeclives of the project and the country's
overall econouic development. -- Covered in Section IV. "Economic Analysis”.

FA See. QOl(fz. If a project, information and conclusion whether it
gpecirically provides for appronriate participation by private enterprise.
-- The Borrover is the Governnent of Turkey. U.S, private sources will
supply ecquipuent, wnterial and services.

I'A Sce. 202(a). Total emount of moncy under loan which is going
directly to private enterprise, etc. -- See Section IV.D.

FA Sec. 601. Information and conclusions whether loan will 2ncourage
efforts of the country to: (a) increase the flow of international trade;
(b) foster private inltiative ana competition; (c) encourage development

2\
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and use of cooperatives, credit unions, and savings and loan associlations;
(d) discourage monopolistic practices; (c¢) improve technical efficiency

of industry, agriculturc, and commerce; and (f) strengthen free labor
unions. =-- (a) the loan would encourare the Tlow of international trade
by providing for the export of the machirery, equiprent and know-how to
Turkey frou the U.S., (b) private enterprize will be affected as described
in Section IV.B., (c) the loan would have no direct effcct on the develop-:
nent and use of coopcratives, credit unions, and savings and loan
associations, (d) the loan would have no measurable effect on monopolistic
practices, (e) technical efficicnecy of the Turkish Highway Department will
be inproved by cbiaining modern couipment, technical advice and training,
and () the loan would have no effect on the strengthening of free labor
unions.

TA Sec. G0L(&). Conclusion and supporting informution on compliance with
the Congrecssional policy that engincering and professional serivees of U,
S. firms and their affiliates arce to be used in connection with capital
projccte to the maximua cxtent consistent with the national interest. ==
Engineering and profescional services for technical assistance to the
Highway Departsent will be cvtained from private scurces in the U. S.

FA Secces. 601, €02. Infovaation and conclucions whether leoan will (a)
encourage U.S. private trade and investment abroad; (b) encourage private
U.S. participation in Toreign assiscance prosrams (ircluding use of

private trade channels) and the services of U.S. private enterprise; and
(¢) permit Aucrican saall business to participate ccuitcbly in the furnish=-
ing of goods mnd ccrvices financed by it. =-- (a) cng (b) This loan will
have onl; an indircct effect on U.S. private trade and investment abroead

or private U.S. participation in foreign assistance programs, (c) normal
Small Buciness publication requiremcnts will be provided Tor. U. S.
private sources will provide ecuipment and servicee under this loan.

FA Sec. €Ol{a). Compliance with restriction on commodity procurement
to U.S. except as otherwise determined by the President and subject to
statutory reporting requirements. -- Procurecment will be limited to the
Ulsl

FA Sce. GOL(D). Compliance with bulk commodity procurcrent restriction
to prices no hipgher than the market price prevailing in the U.S. at time
of purchase. =-- The Loan Agreement will contain a provision covering ‘this

_point.

FA Sec. 60L(d). Compliance with reguirement that marine insurance be
purchascd on comanodities if the participeting country discriminates, and
that such insurance be placed in the U.S. =~ This will be required by
the Loan Agrecement.
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23, TFA Sec. 611(a)(1). Information and conclusion on availability of engineer-
ing, financial, and other plans necesegary to carry out the assistance and
of a reaconably firm estimate of the cost of the assistance to the United
States. -- Covered in Section III, Technical Analysis, and in Loan Agreement.

o, TA Sec. 611{a)(2). Mececsary legisletive action required with recipient
country anc basis for reasonable antvlcipation such action will be ccumpleted
in time to permit orderly accomplishment of purposes of loan, =~ Tt
applicable.

25, TA Scc. 611{b); App. Sec. 10l. If water or water related land resources
constructicn project or program, information and conclusion on benefit-
cost computation. =~- Kot applicable.

26, A Sec. 611(c). Cempliance with requirenent that contracts for con-
struction be made on competitive basis to marimwn extent practicable. --
ot applicable.

27. TFA Sec. 619. Compliance with requirement that assistance to newly
independent countries be furnished through rultilateral organizations or
plans to maximunm extent appropriate. -- Althourh Turkey is not a "newly
independent country”, aseistance to Turkey is basged on consortium meetings,
in which participants include international lending agencies.,

28, TFA Scc. 620(n); Anp. Sec. 107. Compliance with prohibitions against
assistance to Cuba and any country (a) vhich furnishes assistance to Cuba
or foils to toke appropriate steps by February 14, 196k to prevent ships
or aireraft under its registry from carrying cquipment, materials, or
supplies {rouar to Cuba; or (v) vhich sells, furnishes or permits any
ghipe under its registry froa carrying items on the Dattle Act List, or
other items of primary strategic significance, or items of economic
assistance. -- Turkey is not in violation of this Scctior.

29. TA Scc. 620(b). IT assistance to the pgovernment of a country, existence
of determination 1% is not controlled by the international Communist®
pmovement. -- Turkey is not controlled by the international Communist
movement,

30. FA Scec. 520(c¢). If aseistance to the govermment of a country, existence
of inacbtedncss to a U.S. citizen for goods or secrvices furnished or
ordercd where such citizen has exhausted available legal remedies cr
where the dcot is not denied or contested by such government or the in-
debtedness arises under an unconditional guaranty of payment given by
such govermicnt. -- Turkey is not ineligible under this section.

I (\
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TA Sce. 620(a). IT assistance for any produclive enterprise which will
conpete with U.S. enterprise, existence of agreement b the recipient
country to privent export to the U.S. o¢f more thau 20% of the entecrprise’s
annual production during the life of the loan. -~ No competition with

U.3. centerprise is contemplated.

FA Sce. G20(e). IT assistunce to the government of o country, extont

to which it (including goveinment agencics or subdivisions) has, after
January 1, 1902, taken steps 1o repudinte or nullify contracts or taken
any action which has the efTeet of naticnalining, exoprepriating, or other-
wiee scizing ownership or contrel of property of U.S. citizens or entities
beneficially owned by them without taking avppropriate steps to discharge
its obligations. -- Turkey is not ineligible under this Section.

FA Scc. T20(1). Compliance with prohibitions agmainst assistance to
any Communist country. =- Turkey is not a Conmunist country.

TA Scc. 620(r). Compliance with prohibitions asainst usce of assistance
to cuiipencsate owners for expropriated or nationalized property. -- lct
applicablne

¥A Sec. 620(h). Compliance with repgulations and procedures adopted to
insure against usc of assistance in a iaanner which, contrary to the best
interests of the U.S., preomotes or assiets the foreign aid projects or
activities of the Ccmnmunigi-blee countries. -- The Loan Apgreement will
contain a provision on this noint.

FA Scec. €20(1). Exictence of o determination that the country is
engaging in or preparing for agpressive nilitary efforts. =-- No such
deterndnation under thisz siavute has been made.

TA Scc. 620(;) If construction of productive enterprise where aggregate
value of asclstaonce to be furnished by U.S. will excced $100 million,
identification of statutory authority. -- Wot applicable.

-
£

FA Sce. &2 O(]) - Coupliance with pronlbltion azeinst gssistance after
31 Decesbor 1005 Tor the govermacuy of a country which fails to institute
Investucut | )unrﬂnt program. -- Turkey has agreed to an Investment
Guaranty Proz

FA Sce. G26{1), Appropriate steps that have been teken tc assure that,
to aaidamwa crtent possible, country ic contributin* local currencieg to
mect the coot of contractucl and other services and foreign currencies
owvned by the U.S, wzre utilived to imecet the cost of contractual and other

services. -- The GOT will furaich necessary local currency, and U.S. owmed
Turkish lira 1s used Tor all administretive and program costs in lieu of

dollars, to the maximum extent possible.
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TA Sce. 620(u). Take into account whether +the country has taken
appropriate steps to prevent ships or aircraft under its registry from
transporting prohibited proverty to Forth Vietnam, -- Turkey doee not
engage in trade with Horth Vietnam, and shipe or airereft urders its
reglstry do not call at seca or air ports of Morth Vietnam.

TA Scc. 620(0). Take into account whether the country has selzed or
v

penalized U.S. :'ishing vesscls on account of fishing activities in inter-
national vaters. -~ Lo such action has beer taken by Turkey.

Aop. (Sce. Unnunbercd). Use of funds to carry out FA Scc. 205, which
pertains to IDA. -~ Kot applicable.

Apn. (Sce. 102.). Ccapliance with requirements that paymenty in excess of
$25,000 for architectural and cigineering services on any one project be
reported to Congress. -~ Any such payments will be reported.

N

for military perscniel. -- Funds will not be used for cuch purposes.

App. Sec. 104, Cempliance with bar arainst funds to pay pensions, etc.

Apv. See., 111, Complizcnee with requirement for seccurity clearance of
personnel under contracts Tor scrvices. -- All such personnel will be
cleared in compliance with law.

Avnp. Scc. 112, Compliance with requirewents for approval of contractors
ard contract bterms for capital projects. -~ The engineering firm and con-
tract teris will be approved by AID.

Abpn. Sec. 11k, Compliance with bar against use of funds to pay assess-
ments, ete., of U.N. meuber. -- Funds will not be used for such purposes.

Avp. Sce. 117. Cempliance with recsulations on eaployment of U.S. and
local percomnel for funds cblifated after 30 April 1964, -- Appropriate
provisions for compliance with said regulations will be included in the
inplencnting docuwnentation.

Avp. Sec, 01, Compliance with bar against use of funds for publicity
or propaganda purposes within U,S. nct Leretofore authorized by Congress.
-~ Funds will not be used for such purposes,

AN
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Annex II

CAPITAL ASSISTANCE LOAN AUTHORIZATION
Provided from: Development Loan Funds
(Turkey - Second Winlivay Zauioweat Loauw)

Pursuant to the authority vested in the Assistant Administrator,
Bureau for Near Zast and South Asia, of the Agency for International
Development (hereinafter called "A.I.D.") by the Foreign Assistance
Act of 1961, &s amended, and the Delegations of Authority issued
thereunder, I hereby authorized the establishment of a loan pursuant
to Part I, Chapter 2, Title 1, the Development Loan Fund, to the
Government of Turkey, of not to exceced Fifteen Million Dollars,
($15,000,000), such funds to be made available to the General Direc-
torate of Highways to finance the forcign exchange costs of the pur-
chase of higiwey equipment and spare parts to replace and maintain
the equipment of the General Directorate of Highways, the payment of
costs of freight and insurance thereon, obtaining consulting engineer~
ing services and technical training in the United States of employees
of the Directorate. This loan is to be subject to the following conditions:

1. Interest ratc and terms of repayment

Government of Turkey This loan shall be repaid by the Gov-
ernment of Turkey within forty (40) years after the date of the first
disbursement thercunder, including a grace period of not to exceed
ten (10) yecars. The interest on the disbursed balance of the loan
shall be at the rate of one percent (1%) per annum during the ten
(10) year grace period and at the rate of two and one half percent
(2%%) per annum thereafter.

2. Currency & Repayment

Provislon shall be made for repayment of the loan and pay-
ment of interest in United States dollars.

3. Other Terms and Conditions

3.1. Commodities and services financed under the loan shall
be of the United States source and origin.

3.2, This loan shall be subject to such other terms and
conditions as A.I.D. may deem advisable.

DAVID E. BELL, Administrator

1
Date )
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ANNEX III

AID Loan No. 277-H-

LOAN AGREEMENT

Country: TURKEY

Project: Second, Highway Equipment Loan

Between The

REPUBLIC OF TURKEY

and the

UNITED STATES OF AMERICA

Dated:



AGREEMENT made and entered into as of
between the Republic of Turkey ("Borrower"), and the
UNITED STATES OF AMERICA, acting through the Agency for International
Development ("“AID").
ARTICLE I. The Loan

SECTION 1l.1. The Loan. Subject to the terms and conditions of
this Agreement, AID agrees to lend to Borrower pursuant to the Foreign
Assistance Act of 1961, ae amended, and Borrower agrees to borrow from
AID up to fifteen million United States Dollars ($15,000,000) (the “Loan")
through disbursements to the General Directorate of Highways ("Directorate"),
an agency of Borrower, for the foreign exchange costs of goods and
services required for the Project as defined in Secticn 1.2, The
funds disbursed hereunder are herein referred to as “Principal". Goods
and services financed hereunder are herein referred to as "Eligivle
Items"., References herein to the "Borrower Country" are to Turkey.

SECTION 1.2. The Project. Ag used in this Agreement, the term
"Project" shall mean the purchase of highway equipment and spare parts
ﬁo replace and maintain the equipment of the Directorate, the payment
of’ costs of freight and insurance thereon, obtaining the services of
three consulting engineers for one year each and the technical training
of approximately fifty employees of Directorate in the United States
for approxiumately eight months ecach. After payment for or establishment

of an exact sum and contingency sums necessary for the engineering
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gervices and technical training for the project, the balance of the
loan may be expended by Borrower for cquipment, spare parts, insurance
and freight.

ARTICLE II, Verms and Renayment and Interest.

SECTION 2.1. Interest. DBorrower shall pay interest semi-
annually to AID in United States Dollars on the unrepaid Principal
and on any interest due and unpaid, computed on the basis of a 365 day
year and at the retes hereinafter stated. The first such payment shall
be due and payable six (6) months after the first disbursement here-
under or on such earlier date as AID may specify. Interest shall
accrue from the dates of the respective disburscments at the rate, for
the ten (10) years following the date of such first disbursement, of
one percent (1%) per annwm and thereafter at the rote of two and one=-
half percent (2 1/2%) per annum. Disbursements shall be decmed o
occur on the dates on which payments by AID are made to Borrower or
to its decignee or to a banking institution pursuent to a letter of
commitment,

SECTION 2.2, Principal. Borrower shall repay the Principal to
AID in United States Dollars in semi-annual installments in accordance
with the terms of this Agreement and en amortization schedule to be
provided Borrower oy AID after all disburscmenis have been made. Such
amortization schedule shall provide for repayment of the Principal

within forty (40) years of the first disbursement hereunder in
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sixty-one (61) approximately equal semi-annual payments of Principal
and Interest, the first installment to be payable nine and one-half
(9 1/2) years after the date on which the Tirst interest payment is
due.

SECTION 2.3. Avpnlication and Place of Payment. All payments

shall be gpplied Tirst to accrued interest and then to Principal.
Lxcept as AID may otherwisc specify in writing, payments shall be
madge to the Controller, USAID Mission, Ankara, Turkey, and shall be
deemed to have been made when received by sald Controllexr at such
eddress.

SECTION 2.4, Prepavient. Borrower shall have the right to pre-
pay all or any part of the Principal, without peualty, on any date
on whicn interest is due. Except as AID may otherwise agree in
writing, all prepayments shall be applied Tirst to accrued interest
and then to the remaining installments of Principal in the inverse
order of their maturity.

ARTICLE ILI. Conditions Precodeng.

SECTION 3.1 Conditions Prccedent to Initial inancing. Prior

to the issuance of the first letter of coamitment and +to any disburse-
ment hereunder, Borrower chall, except as AID may otherwise agree in
writlog, furnish AID in form and substance savisiactory to AID:

(a) An opinion of the Chief Legal Advisor of the Ministry

of Finance of Borrower, or other counsel satisfactory to
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AID, that this Agreement has been duly authorized or
ratified by and =xccuted on behalf of Borrower and
constitutes a valid and legally binding obligation of
Borrower in accordance with its terws and that <the person
signing the Agreecuwent on benali of Borrower has the
authority to act as the represecntative of the Borrower
in all matters pertaining to the Loan and this Agreement,
including the authority to designate other representatives
of the Borrower pursuant to Section 6.3.
The name of the person or persons who will set as the
additional representative or representatives of Borrower
pursuant to Scction 6.3, together with evidence of his
or their zuthorily and a specimen cignature of each
such person certified as to its authenticliy.
Evidence or assurances of the availability of Tunds, other
than the Loan, necessary for the Project;
Eviderice that a contract for consuliing engineering
services for the Project saticiactory to AID hac been
entered into with a firm acceptable to AID;
Time schedules for the procurement of goods and plans
for the training program as required for the due and

timely completion of ‘the Project;



(£f) Assurances of arrangements for the procurcment of goods,
including invitations to tender, as required for the
Project. Such arrangements shall assure that to the
maximum extent practicable, the Loan will not be used to
finance the procurement of goods or services otherwise
eligible for financing hercunder, if comparable goods or
services are produced and available in the Borrower Country
in sufficient quantity, or satisfactory quality and at a
reasonable price;

(g) A copy of current highway overloading statutes and regula-
tions and a comprehensive plan for implementing then.

(h) Such additional plans, documents or other submissions as
AID may reasonably request.

SECTION 3.2. Terminal Dates for Fulfillment of Conditions

Precedent. Except as ALD may otherwise agree in writing, if the
conditions established by Section 3.1 have not been satisfied within
three months from the date of execution of this Agreement or such later
date if any as ALD may specify in writing, AID at any time after
whichever of such adates shall be applicable, may at its option
terminate this Agreer.eat by written notice to Borrower. Torthwith

upon receipt of such notice, Borrower shall repay any unrecpaid
Principal and any accrued interest, whereupon all obligations of

Borrower and AID under this Agreement shall cease.
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ARTICLE IV. Disbursements

SECTION 4.,7. Requests for Letters of Commitment. To obtain dis-

bursements, Borrower may from time to time request AID to issue letters
of commitment to one or more banking institutions in the United States
designated by Borrower and satisfactory to AID, commiting AID to reim-
burse such bank or banks for payments made, through letters of credit
or otherwise, to Borrower or any designee of Borrower, pursuant to such
documentation requirements as AID may prescribe. Banking charges in-~
curred in connection with letters of commitment and disbursements shall
be borne by the Borrower and may be financed hereunder.

SECTION 4.2. Other TForms of Disbursement. Disbursements may also

be made by such other means as Borrower and AID may agree to in writing.

SECTION 4.3. Terminal Dates for Requests for ietters of Commitment

and for Disbursements. Except as AID may otherwise agree in writing, no

letters of commitment shall be issued in response to requests received
by AID after June 30, 1967 and no disbursement shall be made against
documentation received by AID or the bank's referred to in Section 4.1

after December 31, 1967.

ARTICLE V. Covenant
SECTION 5. (Covenant. Borrowér agrees to effect the highway over-

loading implementation plan furnished to A.I.D. pursuant to Section 3(g)

L0
/))
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and to provide comprehensive reports on the effectiveness of the plan
to A.I.D. at regular intervals of no more than four months unti)

December 31, 1969.

ARTICLE VI. Miscellaneous.

SECTION 6.1. Elicibility Date., As used in this Agreement,

"Eligibility Date" shall mean the date of this Agreement, except as
AID may otherwise agree in writing.

SECTION 6.2. QOcean Shipment., At least fifty per cent, (50%)

of the gross tonnage of all goods (computed separately for dry bulk
carriers, dry cargo liners and tankers) financed hereunder which shall
be transported on ocean vessels shall be transported on privately

owned United States flag commercial vessels to the extent such vessels
are available at fair and reasonable rates for United States flag com-
mercial vessels. No goods may be financed hereunder which are trans-
ported on any ocean vessel (a) which AID, by written notice to Borrower,‘
has designated as ineligible to carry AID financed goods or (b) which
has been chartered for the carriage of AID financed goods unless such
charter has been approved by AID.

SECTION 6.3. Use of Representatives., For all purposes relative

to this Agreement the Borrower and AID will be represented, respectively,

\- r‘:}
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by the individuals signing this Agreement or any persons holding or
acting in the offices now held by such individuals. In addition, the
Borrower shall and AID may respectively designate in writing an
additional representative or representatives who shall have authority
to perform all actions on behalf of their respective principals
required or permitted for the implementation of this Project.

Until receipt by the Borrower or AID of written notice of
revocatioh by the other of the authority of any of its said repre-
sentatives, Borrover or AID, recpectively, may accept the signature
of any such representative or representatives as conclusive evidence
that any actlion effected by such Zastruwent is duly authorized by the
other.

SECTION 6.4, Comaunications. Any notice, request or other

communication given, made or sent by Borrower or AID pursuant to this
Agreement shall be in writing and shall be deemed to have been duly
delivered to the party to which it is addressed when received by such
party at the followlng address:

To Borrower: Mall address: Maliye Bakanligi Hazine
Genel Mbalrllsll ve MIIT
Genel Selireterligi
Ankara, Turkey

Cable address: Maliye, Hazine
Ankara, Turkey

To AID: Mail address: Office of Assistant to the
(Three copies) Director/Capital Projects
United States Agency for
International Development
16 Dr, Vali Regit Caddesi
Ankara, Turkey
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All ~ommunications and documents submitted to AID hereunder
shall be in the English language and all technical and engineering
specifications therein shall be in terms of United States standaxds,
except as AID may otherwise agrece in writing.

SECTION 6.5. Standard Provisions Annex. A Standards Provisions

Annex is attached to this Agreement and is hereby made a part hereof.
Terms used both therein and in this Agrecment shall have the some
meaning in both documents. Refercnce in the Standard Provisions

Annex to the "Agreement” are to this Agreement.

THE RIEPUBLIC OF TURKEY

BY:

Titles Minister of Finance

UNITED STATES OF AMERICA

BY:

Title: Aubassador to Turkey




AID-DLC/P-428
Annex IV

DEPARTMENT OF STATE
AGENCY FOR INTIRNATIONAL DEVELOPMENT
Washington, D. C. 20523

(Date)

General Directorate of Highways
Republic of Turkey
Ankara, Turkey

Subject: AID Ioan No. 277-H-
Second Highway Equipment Loan
Inplementation Letter No. 1

Gentlemen:

This letter sets forth the proccdures for iuplementing the

various requirementec sct forth in the Loan Agrecnent dated
between the Republic of Turkey and the

United States of America, acting throush the Agency Tor International
Develcpment, and provides information to assist you in implementing
your projecct in conforaity with the Loan Agreement. Nothing in this
letter and its attachments alters the scope of ihie Lean Agreement or
the terae of the specific sections that are nerein referred to or
explained in this comuunicatioa. Instructions in this letter and the
attachinents may be suppleuented or wodifTied sy sudscauent Lunleaentation
Letters to meet special situations that way arice. In this letter,
"Agreement” shall stand for the aforesaid Loan Agrecment, and
"Directoratc” ehall refer %o thc Gencral Dirceioroie of Iighvays.

The Project shall refer to the Project agreed to in Section 1.2
cf the Apgreement. More specifically, the Project consists cf the
itews indicated in the following tablc alen; with a preliuinary estimate
of costie:

Project Description and Estimates of TForeign Ixchange Costs

1. Purchece and inportation of substantially the
follovinyg equipaent

Item Cotcgory Nurnber Estimated Cost (&)
1 Pick-up, & x 4, crew cab 27 68,000
2 Panel, Lx2 1 18,000
3 Truck,Duap,Diesel, 6xh, .
8-10 cuyd. 86 1,032,000

o
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Item Catepory

Truck, Duup, hx2, h-6 cuyd.
Truck, Chassis-cab, 4x2 (Min
GVW 23,000 Lbs.)
Motor Grader Tandenm (Min
23,000 Lbs.)
Motor Grader lhali, (lin
24,000 Lbs.)
Snow Plow, Rutary (Min
1000 TPii)
Tractor, Cravler (Min 60 HP)
0 Tracvor, Crawler, (Dozer,
Ripper)(tiin 230 HP)
11 Wheel dozer (Min working
weight 74,000 Lbs.)
12 lotor Scraper (Min struck
capacity 21 cuyd.)
13 Loader, Crawler (2 1/2 cuyd)
1h Loader, Cravler (1 1/2 cuyd)
15 Comprecsor, With Drille
(250 cfu)
16 Roller, Tandcm, Diesel
(cap. 5-12 7.)
17 Roller, Self propelled,
Prncwaatic tired (iiin 20 Ton)

[ SN

H\O o =

13 Arc Vielder, Portable .
19 Generato~ set, 5 kw., 10 kw.
20 Homwser aud Extractor

21 Vibrator (Min 50 wma)

22 Ceinent Chilpping Hammer

23 Highway Striping Equipnent
2l Parts and Engines for Equip-

ment cf Local Manufacture

Spare Parls, approximately
Ocean }Mreizht and Incurence
Consultants, three men for one year

Training Assistance, 50 men

Hueber

19k
150
115

26

15
20

75
P

0
30
26
20

16

Estvimated Cost ($)

1,569,000
375,000
1,950,000
520,000

255,000
240,000

3,380,000
320,000

1,100,000
570,000
340,000

180,000
160,000

105,000
110,000
160,000
30,000
16,000
8,500
7,000

147,000

$ 12,600,000
1,400,000
700,000
100,000

200,000
$ 15,000,000
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Readjustment and substitutions of the items of highwvay equipuwent
and numbers thereof to e purchased may be made by Directorate,
provided that arrangements vor the consulting services and training
assistance have been made, catisfactory to A.I.D.

I. Conditions Prececdent to Use of Loan Funds - Ariicle III

3 )

In accordance with the requirements of Section 3.1 of the Agrce-
ment, the following conditions must be met prior to the issuance of
the first lettcer of comnitment:

(a) Legal Oninion

An outline of informaticn to assict counsel in preparing the
necessary legal opinion is transmitted herewith as Attochment A.

(b)  Specizen Sicnatures

The Borrower and Directorate will identify the responsible
individuals charged with carrring out the project. Authenticated
specimen signatures in three (3) copies are required from each individual
designated as a representative.

(¢) Other Funds

Borrower will furnish evidence of cavisfactory arrangements
assuring the aveilebilit; of funds other than those provided under the
loan to finance the Project. This evidence should include (1) a
certificate of a duly authorized cfficial of Borrower with respect to
the amount requircd for the Project.

(d) Arrangenente Tor Consultin: Inpincerine Services

In order *u assurc Directorate that any droft contract is

in a fora catisfactory to AID, Directorate szihould subrit three copies
of contract or at uinimua a éraft scope of work for AID's review and
comients price to cecidng propocals. Directorate should submit for AID

review and approval sixz (0) copics of the Tinal engineering consulting
services contract. In making thic submittal Directorate should clearly
point out all chanjec made in %he draft contract or gcope of work from
that previocucly approved vy AID. Directorate should instruct the
selccted consultant to cubmit to AID coples of the qualifications
reswies o tne persons to be cmployed on the project when the resunes
are subnitted to Directorate for its approval. Directorate nay, in

its discretion, negotiate a contract satisfactory to AID, with the

firm of Amman and Whitney International Ltd. to continue the services
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now being performed by said firm, with whatever changes in the contract
that may be necessary.

(e) Schedules

Time schedules for the procurement of goods and plans and
time schedules for the training program.

(f) Review of Invitations

Specimens of the invitations to tender to be used, consisting
of the rules and regulations for tenders to be followed by all bidders,
but not iIncluding the technical specifications of each item of equipment.

(z) Hicrhway Overloading.

Submit copies translated into English of all current highway
overloading statutes and regulations together with an analysis of their
limitations and Government of Turkey plans to make them effeccive in-
cluding an indication of additional personnel and equipment required,
new sanctions to be ilmposed, and a '.ime schedule for various stages of
such implementation plan.

(h) Additi-nal Plans

No additional information is requested by AID at this time.

Section 3.2. Termiral Dates for Fulfillment of Conditions Precedent

Except as {ID may othecrwise agree in writing, the terminal date for
meeting the conditions precedent set forth in Section 3.2 is three months
after the date of executionof the loan agrcement.

II. Financing Procedures and Documentation - Article TV

The procedure for requesting the issuance of letters of commit-
ment actlions to be taken by Directorate after the letters of commitment are
issued, and the documentation required by AID as a basis far disbursement
of loan funds are described in Attachment B. Please . -hat unless AID
may otherwise agree in writing, the terminal date for vequesting issuance.
of Letters of Commitment is June 30, 1967 and the terminal date for request-
ing disbursements is December 31, 1967.

III. Rules Governing Procurement

A. Ilicibilitv Date

In accordance with Section 6.1 of the Agreement, the Eligi-
bility Date for this project 1s the date of executlion d the Agreement.

B, Mecthod of Procurecrnent

In accordance with Scction 100.2, no more than recasonable
prices shall be pald for any eligible items, and all items shall be pro-
cured on a falr competitive basis.

Q4
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C. Small Businesc Notification

Information regerding proposed procurcnent of goods
having a value greater than $5,000 wust be éisseminated to interested
United States suppliers in order that Amcrican Business shall have the
opportunity to participate in furniriing Eligible Items. AID's Office
of Small Business will arrange for publication of a summary of the
specifications and requests for quotaticns. A period of at least L5
days must elapse between the dute of publication and the closing date
for receipt of quotations. Atlachuent C gives morce information on AID
notice requirements to U. S. vbusincscs.

41}

D. Limitations on Shinning Facilitie

In accordance with Scction 100.1 items otherwise eligivle
Tor Tinancing under the AID loan will not be so Tinanced if chipped on
transportation nmedia owned or controlled by any of the Tollowing countries:
The Union of Sovict Socialist Republicsz, Albanla, Dulgaria, Czecho-
slovakia, Bast Germany, Donziz, HMungary, Poland, Rusania, Estonia,
Latvia, Lithuania, Forth Vietnas, North Korea, Tibet, China (Mainland)
and other Communistv-controlled arcas, Outer Mongolia and Cuba.

- . e . o s -~
E. Special Shivming Limitation - Section 6.2

Ttens othervice celipgible Tor fincucing under the AID
loan will not be so Tinanced if chipped on vessels naied in Attachrent
D which will be periodically updated as requircd.

I's Annlicotion of the 50/50 Shipning Requirenent

In accordance with Section 6.2, 50% of the gross tonnage
of ALD Tinanced ;cods shipped on occan vessels chall, couwputed
separavely for dry bulk carriers, day carpo liners and tankers, be
transported to Turkey ou privately-owned United States Tlag commercial
vessels. A Quarterly Shivping Report discuscsed under Part V.C. of
this letter must be submitted to AID by Borrover.

G. Zlicible Source of Prceurc.ieni

In accordance with Scction 100.1 of the Agreement, loan
proceeds can be used only to Tinance Eligivle Items, including trans-
portation, cc.acditics, services,and marine insurance, having their
source and origin in the U, S.

Goods and cerviccs financced with other than loan funds

must have been procurcd, pursuant to Section 100.1 of the Agreement,
from sources included in Code €99 of the AID Geographic Code Book. The

\\\
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countries not included under Code 899 are listed in paragreph III.D.,
"Limitations on Shinping Fazilities." Thus, no items to be used on
the Project, recgardless of sources of financing, may be pur~ased from
countries not included under Code 899.

IVe Morking

In accordance with the provisions of Sectiorn 101.3, the
Borrower shall cooperate witi: AID in making information concerning the
loan public and shall hnve the Eliglble Items and their Shipping cou-

tainers suitably wariced. Attachment E. discusses the marking require-
ments in greater detail.

Ve Revorting - Section 101.6

A, Quarterl., Prorrcss Renorts

ATD vill rcauire a report on the progress of the Project
to be subsdtited quarterly. The report chall be prepared with the
assistance oi' the conzultent and cubnitied by Dircctorate to AID within
30 days of the cloce of the reperting periecd. The first report shall
cover the period cnding Dececber 31, 1905, In the prevaration of the
report, Directoratc chall, Lo the extent practicable, tollow the format
for the progress reports descrived in Attachnent T,

B. Tinal Rerort

A Tinal report follewing the foriat for final reports
set out in Attochument F. will be due on completion ¢f the Project and
may be substitutcd for the last Quarterly Progress Report.

C. Quarterly Shivpine Rencri

With respect to Borrower's and Directorate's respon-
sibilitics under Scetilon 6.2 of the Agreement concerning ocenn shipment
of loan-financed joeds, Dirccierate is reguested to provide AID with
informaticn inficaving actual nrogress in wmeeting this requirenent.
These reports will chow for cecn cclendar quarter, the extent to vhich
the requircuents under Section 6.2. are being wet. This report should
Tollow the forn pregented in Avtachiient G.

Thic cuasterl, report is to be submitied by the last day
of the month f'ollowing the period covercd in the report. The first
report, covering chilpuonts from inception througzh Deccuber 31, 1966
will be due not later than Jonuury 31, 1967. Each report is to be
supplemented oy a covering swunary statement giving the cumulative
actual figures, veginning with the initial report through the month

WA
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of tie latesv rerort, for U. S, and non-U, S. Tlay vessels by category
of vessel, as applicable. I the sutinary report indicates a lag in
complying with Section 6.2, a statoment shall be included, indicating
how the deficit in shipping on U. 8. flo v.acels is 4o be made up.

If no shipnent of goods is made during the report reriod, a report
should be submitted atlcsting to the lack of chipments. Two copies of
each shipping rcpert are to be mailed 4o: Agency for International
Development, laterial Regources, Yransportation Division, Washington,
D. C. 20523,

VI, Records - Section 201.5

The records which are reauired under the teras of Seetion
101.5 insofar as they relate to elicible iteis and services, shall be
maintained ror a veriod of at lesst three (3) years after the final
disbursement by AID under the loan.

"
X

VII. Coumicsions, Pocs ond Other Doocnts - Sceticn 102.2

You are reainded that Scetion 102.2 reouirees that any Tees
or conmissions in connection wiih the Project or the loan oe reported
to AID.

VIII. Correccpordence

All corrczpondence regarding the loan and the reports required
w SO

under Scction 101.6 should be addresscd to the USAID Mission to Turkey
ae specified in Scetion 0.4 of thne Loan Agrecnment.

A O]

AID vill be :lad to discuss with Jour reprecentative any
problems or cuestions you may have concerning the iuplenentation of
this loan, or relating to this letter and its attuchuents,

Sincerely yours,

Jases P. Grant
Director
USAID Micsion to Turkey

cc: OIEC, Ministry of Finance

{



ATTACHMENTS :

A,

B.

C.

C.

E.

F.

Guide for the Assistance of Counsel in Preparing Legal
Opinions.

Disbursement of Loan Funds Letter of Commitment Procedure.

Borrover's Notice to U. S. Business Regarding Preposed
Procurement of Goods.

Shipping Restrictions.
Marking Reguirements.
Progress Reporting Requirements.

Borrowers' Shipping Statement.
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