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ACTION MEMORANDUM FOR THE DIRECTOR DA;EiﬂJSeptember 27, 1988
L

THROUGH  : Mr. John S. Blackton, Deputy Director -
FROM : Gary M. Imhoff, OCD/PDID 7
SUBJECT : Rural Electrification Project

(492-0429)

ACTION: This is to request your approva® of (i) the Project Paper (Tabs A-1
to A-3); (i1) the Project Authorization \Tab B); and (iii) the Project
Agreement (Tab C) for the Rural Electrification Project, which has a planned
life-of-project funding level of $40 million. Funds will be authorized
pursuant to Section 103 of the FAA. The planned initial obiigation is
$13,886,113 in deobligated Section 103 funds.

SBACKGROUND:  The purpose of the proposed five-year project is to achieve the
commercial viability of selected Rural Electric Cooperatives (RECs) by
addressing institutional, pclicy and technical weaknesses related to the
Philippines' rural electrification system. The project consists of two
related components: (1) Institutional Development, which will provide
technical assistance, training and Management Information System (MIS)
improvements for the National Electrification Administration (NEA) and
participating RECs; and (2) System Loss Reduction, which will finance the
procurement of commodity packages for selected RECs to reduce system losses
and provide NEA with commodities to enhance its ability to service RECs.

DISCUSSION: The Project Identification Document (PID) for the subject project
was reviewed and approved by A.1.D./Washington in February 1988. Listed beiow
are the concerns highlighted in the PID approva! rable (STATE 867307) and the
manner in which they have been addressed during project develcpment.

Need to Rationalize REC Structures: Many of the policy corcerns

n1ghlig ted by the Price Waterhouse study conducted in December 1986 are
now being addressed by NEA and the RECs. NEA is addressing the jssue of
gecgraphic layout by performing consolidation studies on several RECs and
recommending consolidation where appropriate. Policies to promote
improved collection rates are now in place. NEA is in the process of
divesting itself of functions not related to electric services. Through
its irstitutional Development Compnnent, the project will support the
continued fmplementation of these reforms.

Other concerits: Ar agreement between National Power Corporation and NEA
providing tor the payment of royalties to RECs with airect-connection
industrial consumers within their service areas is expected to be
concluded shertly. REC debt and capitalization issues are being addressed
by NEA through its P500 million Relending Program, which will provide
funds to be relent to selacted RECs for settlement of their unpaid NPC
power bills. Technical assistance to perform rate-setting studies will be
financed under the project.
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Need to Coordinate with Other Donors: The Mission is coordinating with
other donors Tnvolved Tn the sector, particularly the IBRD and ADB. The
project is consistent with other donors' long-term objectives for rural
electrification, and our efforts are not duplicative. The IBRD plans to
release a rural electrification study in July 1989: the A.I.D. project
will fill the inmediate resuvurce gap and provide support to GOP/NEA
restructuring efforts. At the mid-project review, progress in attracting
additional donor financing to the program will be evaluated.

Need to Revise the Schedule for COMPAC-1 Line Loss Reduction Effort. The
implementing schedule has been reviséd with more realistic target dates
and implementation milestones. The RECs eligible to receive COMPAC-] will
be visited by an IQC contractor who will determine the precise mix of
Tateria]s and equipment needed by each participating REC to reduce line
0sses.

The Mission Review of the subject project was held August 17, 1988. Based on
this review, the project goal was changed to remove the reference to
affordability. Loan payments will be retained by NEA, but are not required to
be used in connection with a revolving fund for further financing of REC
capital requirements. The training section was strengthened, as wdas the
section on project management. Baseline data collection has been emphasized
throughout the Project Paner. Other changes that were suggested by Project
Committee and Mission Review members have also been incorporated in the
Project Paper.

The Project Committee has considered the utilization of Gray Amendment
organizations, and recommends that U.S. technical assistance required under
the project be provided through open competition, with special consideration
given to firms submitting proposals which utilize the resources of smali
and/or socially or economically disadvantaged firms. In addition, for project
evaluation services, efforts will be made to award contracts to Gray Amendment
qualifying tirms.

With regard to the 6il(e) certification, it is believed that the Philippines
has both the financial capability and the human resources to effectively
maintain and utilize the capital improvements and facilities effected under
the project, taking into account, among other things, the maintena;ce and
utilization of projects in the Philippines previously financed or assisted by
the United States, and the technical assistance to be provided under the
project to further the country's capacity to maintain equipment and support
rural electric system improvements.

Authority: In STATE 867307, the ANE Bureau authorized the Mission to develop
the Project Paper and to authorize the Project. The Mission was advised in
STATE 294782 dated September 9, 1988 that the waiting period for the Technical
Notificaticn expired on August 23, 1988 without objection. The Mission
received a budget allowance for $13,886,113 for the project per STATE 307970
dated September 21, 1988.

Waivers: Mo waivers are required at this time.



RECOMMENDATION:

Based on the above, that you indicate your approval of this memo by signing in
the space provided below and authorize the subject project by signing: (1) the
attached Project Data Sheet (Tab A-1): (2) the Gray Amendment Certification
attached as Annex D of the Project (Tab A-2); (3) the 611(e) Certification as
Annex 0 of the Project (Tab A-3); (4) the Project Authorization (Tab B): and
the clearance sheet for the Project Agreement (Tab C).

Attachments: Project Paper
Project Authorization

Project Agreement

Approved: A'Lg

Date: Sept. 28,1198

CLEARANCES ;
OCD:REJordan @:\
CO0:JCStanford
PRO:WTOTiver
ORAD:KAPrussner 7.,
OPHN:WHJohnson /'
0D/PE:PRDeuster y
OFFPVC:BGeorge
RLA:BMiller

cc: 0CD, 0CD/PDID, CO, PRO, ORAD, OPHN, OD/PE, OFFPYC, RLA, C&R



AGENCY FOR INTERNATIONAL DEVELOPMENT 1. TRANSACTION CODE DOCUMENT
. ] A=Add Amendment Number CODE
PROJECT DATA SHEET [ Afce Gunge 3
2 COUNTRY/ENTITY 3. PROJECT NUMBER
Philippines { 492-0429 7

4. BUREAU/OFFICE

Asia and Near East

, (C0a_]

| Rural Electrification

5. PROJECT TITLE (wr'muq{w characters)

]

8. PROJECT ASSISTANCE COMPLETION DATE (FACD) 7. ESTIMATED DATE OF OBLI GATION
(Under ‘B! below, enter |, 2, 3, or 4)
MM , DD |, YY
lof9'3'd B Alnita Fy [818] B Quane @ c. Mo Fy [910]
B. COSTS ($000 OR EQUIVALENT §] = )
38 ‘
A. FUNDING SOURCE FIRST FY LIFE OF PROJECT
B. FX cL/c D. Total E FX F.L/C G. Towl
AID Appropnated Total 11,593 2.293 13,886 32.000 8,000 40,000
(Grant) ( 11,5893 W 2.293 ) (13,886 -1 ( 32 nan ) ¢ 82000 M ( 10,000 )
(Loan) ( . Y )| { Mo K ) ! )
Olhcr I 1, )
U.S. l 2.
Host Counury 0 4,888 4 .888 13,523 12 528
Other Donor(s)
roTaLs @] |) 593 7,181 | 18,774 12000 21 529 52 528
9. SCHEDULE OF AID FUNDING ($000)
B. ‘ ;
A. APPROJPRIMARY %Ezm; D. OBLIGATIONS TO DATE £ AMOUNT APPROVED F. LIFE OF PROJECT
PRIATION|PURPOSE THIS ACTION
CODE |1.Grant}2 Loan 1. Grant 2 Loan 1. Grant 2 Loan l. Grant 2 Loan
(1) ARDON ne2 1220 0 13,886 40,000
(2)
@ |
(4) | | [
TOTALS @i | |

10. SECONDARY TECHNICAL CODES (mexumum 5 codes of 3 ponstions esch)

i

l

11. SECONDARY PURPOSE COL &

12. SPECIAL CONCERNS CODES (maxtmum 7 codes cf 4 poritio

A. Code

!

|

ns each)

B. Amount

l

|

13. PROJECT PURPOSE (maxsmum 480 characters)

To achieve commercial viabilit
(RECs) by addressing institutional,

th

e REC system.

y of selected 2yral

Electric Cooperatives
policy and technical weaknesses of

14. SCHEDULED EVALUATIONS

werm | 790 | 1] [ ] e [0[S]o0d

&J ooo ] w4l

13. SOURCE/ORIGIN OF GOODS AND SERVICES

(0 Locat ] Other(Specify)

16. AMENDMENTS/NATURE OF CHANGE PROPOSED (This is pege 1 of a

page PP Amendment.)

17. APPROVED

Y

48, DATE DOCUMENT RECEIVED

Oirector, USAID/Philippines

Mmﬁ( DD YY
bpe

BBE|

Signature /L (/
IN AID/W, OR FOR AID/W DOCU-
Malcolm Butler /U aleed _ (vl _ /¥ OR FOR ADM DOCU.
e DD . YY

in

NENE

AID 13304 (8-79)



PROJECT AUTHORIZATION

Philippines Rural Electrification Project

Project No. 492-0429

1. Pursua.t to Section 103 of the Foreign Assistance Act of 1961,
as amended (the “FAA"), and in accordance with the ad hoc delegation of
authority contained in STATE 867307 dated March 8, T988, I hereby
authorize the Rural Electrification Project (the “Project") for the
Republic of the Philippines (the "Cooperating Country") involving planned
obligations of not to exceed $40,000,000 in Grant funds over a three year
period from the date of authorization, subject to the availability of
funds in accordance with the A.I.D. 0YB/allotment process, to help in
financing foreign exchange and local currency costs for the Project. The
planned 1ife of the Project is approximately five years from the date of
initial obligation.

2. The Project will consist of technical assistance, training,
commodities and commodi ty-financing to help the rural electric
cooperative system achieve commercial viability.

3. The Project Agreement(s), which may be negotiated and executed
by the officer(s) to whom such authority is delegated in accordance with
A.I.D. regulations and delegations of authority, shall pe subject to the
following essential terais and conditions, together with such other terms
and conditions that A.I.D. may deem appropriate:

Source and Origin of Commodities and Nationality of Services.
Commodities financed by A.I.D. under the Project shall have their
sorrce and origin in the Cooperating Country or in the United
States, except as A.I1.D. may otherwise agree in writing. Except
fo, ocean shipping, the suppliers of commodities or services shall
have the Cooperating Country or the United States as their place of




nationality, except as A.I.D. may otherwise agree in writing.
Ocean shipping financed by A.I.D. under the Project shall, except
as A.1.D. may otherwise agree in writing, be financed only on flag

vessels of the United States.
By: ,WM

Malcoim ButTer
Mission Director
USAID/Philippines

GEP 8 138¢

Date:

Clearances:

0CD:RJordan
ORAD:KPrussner
OPHN:WJohnson
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I. EXECUTIVE SUMMARY

The goal towards which the Rural Electrification Project contributes is to
increase the reliability of electric power service il rural areas of the
Philippines. The purpose of the project is to achieve the commercia)
viability of seiected rural electric cooperatives (RECs) by addressing
institutional, policy and technical weaknesses of the rural electrification
system. By the end of the project, is it expected that a majority of the RECs
participating in the project will be comrercially viable distributors of
electric power in their service areas. Reliable electric power in the rural
areas of the Philippines will increase employment opportunities, provide
opportunities for the development of rural enterprises, increase agricultural
productivity, increase rural incomes and improve the physical quality of 1ife.

A.1.D. will provide an estimated $40 million of bilateral Development
Assistance (DA) funding or 75% of the tota] project cost over a five-year
period. The GOP will provide or cause to be provided a contribution of 25% of
total project cost. A.I.D. funds will be obligated incrementally with an
initial estimated obligation of $14.0 millijon in FY 1988. Substantial GOP
reforms are now ongoing in the rural electric sector, demonstrating the
commitment of the GOP to the restructuring and upgrading of the nationwide
rural electrification system. The project is intenaed to support these
reforms, and to support the efforts of individual rural electric cooperatives
in meeting managerial reform and technical 1ine loss reduction targets.

The focus of the project will be on the rehabilitation and rationalization
of the existing system rather than on expansion of systems. The project will
address the institutional, policy and technical problems of the Philippine
rural electrification system by providing technical assistance, training and
commodity inputs to support institutional reform efforts within the National
Electrification Administration (NEA) and the rural electric cooperatives
(RECs), and by providing financing for essential conmodities needed to reduce
System losses. The project will finance the CIF value of commodities procured
for participating RECs. However, a REC receiving project-financed commodities
will incur a loan obligation to NEA equal to the FOB value of the commodities
Srocured, plus interest. REC loan payments will be retained by NEA for use by

The principal GOP implementing agency will be NEA. The project will
procure technical assistance through A.1.D.-direct and host country
contracts. The procurement source for services and commodities will be the
United States and the Philippines.

AID financed inputs will include: short- and long-term technical
assistance in management, accounting and electrical distributicn engineering
($4.968 million); training ($320,000); and commodities ($3).8 million). Funds
are also provided for project management, evaluation, audit, inflation and
Contingency ($2.912 million).



[1. PROJECT RATIONALE

The Philippines has experienced an extended period of economic depression
and parallel deterioration of essential socio-economic infrastructure. This

traditionally receive a smaller share of GOP investments. Changes are being
made by the new government, but participation of the rural sector in the
recovery will be limited unless highly deteriorated or inefficient
infrastructure, including electric power distribution Systems, is upgraded to
allow the private sector to produce and exchange essentia] goods and services
efficiently. Access to reliable power is key to rural employment and growth
in the Philippines.

Electricity in the rural areas of the Philippines is distributed through
a system of Rural Eiectric Cooperatives (RECs) established and run under the
auspices of the National Electrification Administration (NEA). Since 1969,
NEA's mandate has been to plan, supervise and fund REC development.

enabled the growth of small- and medium-scale industrias and agro-industrijes
by providing power for irrigation pumps, welding shops, ice plants and other
enterprises. The RECs have risen to become an important institutional force
in the Philippine countryside.

The rural electric system has grown rapidly since its erganization jn
1969. AID has invested $86 million in the program since undertaking the first
feasibility study in 1964. Other donors, including the World Bark, the Asian
Development Bank (ADB), Germany, France, and Japan, followed its lead with
$343 million in additional assistance. The national policy objective of tota]
electrification, first articulated in 1969, remains a cornerstone of the GOP's
rural develepment strategy. Following the electrification of one million
households in its first decade, from 1969 to 1979, the NEA embarked on a
program of unprecedented systems expansion and electrificd its two millionth
rural household in 1982.

As of July 31, 1987, 117 RECs served 1,278 towns and cities, 19,939
barangays and 2,813,330 households. Total revenue sgles of the electric
cooperatives reached $3.1 billion in 1986. 0n August 6, 1988, NEA celebrated
its 15th anniversary, at which time it energized its 3,000,000th household.
During the growth years of the RECs, the NEA program thrust was the expansion
of electrification in the rural countryside in order to hit a target objective
of total electrification by 1990.

Due to the rapid expansion of the service areas, institution-bui]ding
witnin the cooperatives and NEA was given lesser priority and, particularly
since 1980, has not been adequateiy addressed. The strain of rapid expansion,
together with increasing world energy prices gave rise to financial and
operational problems in tha rural electrification sector. NEA and the RECs
were not ready for the severely depressed economy that started in 1983, which
adversely affected theijr commercial and operational viability. The RECs,
originally oriented towards construction and expansion of distribution line.,
had difficulty in shifting priorities to maintaining institutional and

financial viability.
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The rapid drive toward total area coverage described above severely
tested NEl's managerial capacity and was a major factor in its subsequent poor
performance. The strain of rapid growth without adequate institution-
building, coupled with the economic and political pressures weighing on the
country and the increasing world price of energy, gave rise to a constellation
of proolems :: the rural electrification sactor, By February 1986,
mismanagement and politicization had left NEA and the cooperatives in a state
of disarray and insolvency. Financial, managerial and technica) problems, if
left to deteriorate, threa*ened to destroy the significant strides made in
rural electrification and the potential it has created for rural development.

In December 1986, Price Waterhouse {(PW), an international consulting
firm, was contracted by A.i.D. to pe-~form a financial, management and
technical assessment of NEA and selected RECs. The purpose of th~ study was
to assess the RECs' situation, determine the underlying causes of the
financial and operating problems in the rural electric cooperative system and
prepare recommendations which would address thsse problems.

The PW studyl/ disclosed that:

- NEA and the R™’s had become involved in projects unrelated to
rural electrification that were a drain on scarce resources.

- NEA had failed to provide adequate supervision of and technical
guidance to the RECs.

- Many of the original RECs' coverage areas had been subdivided into
much smaller units and had become economically unviable.

- The REC distribution network was in dire need of rehabilitation.

- NEA was not viable without continued subsidy and could not renay
existing foreign borrowings.

- The rural electrification program suffered as a result of
mismanagement, politicization and responsibility for unrelated
activities.

- There was minimal member understanding, participation or
involvement in REC affairs.

l/ Price Waterhouse. National Electrificatior Administration and Rural
Electric Cooperatives rinancial, Organizational and Tecnnical
Assessment. March 1987.
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In order to address the problems identified above, PW in its report to
A.1.D. developed a comprehensive plan of action to make the rural
elactrification system commercially viable. The plan of action suggested
changes in the GOP policy, NEA and REC operations.

PW made the folliwing recommendations with regard to GOP Policy:

- Turn over all National Power Corporation (NPC) direct connection
non-utility customers to the distribution utility holding the area
coverage franchise. To the extent possible, eliminate
intra-government competition in distribution of electricity.

- The GOP should assume foreign exchange exposure on all present and
future foreign currency loans of NEA.

- NEA and the RECs should cease all activities unrelated to rural
electrification (BLISS program, TANGLAW, 1ivelihood projects, etc.).

- Transfer ownership and operation of REC generation and
transmission assets and associat~g debt to NPC on case by case
basis. To the extent possible, eliminate intra-government
competition in the generation and transmission of electricity.

- Design a rural electrification NPC tariff which is consistent with
GOP rural electrification.

PW made the following recommendations with regard to NEA:

- Prepare a plan to consolidate existing REC coverage areas into
units of commercially viable size and customer mix.

- If external assistance is provided, establish a revolving loan
fund for future REC system needs.

- Conduct member referendums at all RECs doZumenting member
acceptance of individual REC finarcial and operating targets as a
condition of receiving external assistance. If agreed-upon targets
are not met, NEA will take swift action to reorganize, merge or sell
the REC.

- RECs (post consolidation) should undertake a rate study based upon
the principles of marginal cost pricing.

- NEA should re-establish its REC supervisory and monitoring
function.

PW made these recommendations with regard to the RECs:

- Study alternatives to improve repair facilities for REC equipment.



~ Undertake both System and Operation and Maintenance Studies at all
RECs to determine systam uperating requirements, system imprevements
and rehabilitation needs.

- Redirect the activities of the member services department to
emphasize member communication, education and involvement in REC
affairs.

- Design and implement a microcomputer-based billing and customer
accounting system.

The new GOP administration received the results of the PW study very
favorably and responded Oy committing itself to reform and rehabilitation as
preconditions for future :ystems expansion. Many of the PW recommendations
have been acted upon by the GOP already, and significant reforms are currently
underway. The cormitment of NEA under its new Teadersiip may be demonstrated
by the following recently adop:ed measires:

~ Appointment of a new and more streamlined policy oriented Board of
Administrators at NEA;

- Activation of an NEA Executive Committee, which meets weekly to
provide policy recommendations to the Board;

- Agreement in January 1987 with tha NPC, the agency responsible for
the generation of electricity, to give a two-year moratorium to
selected RECs on payment of arrearages to NPC;

- Provision, in Sepiember 1987, through the Department of Finance of
an additional P500 million equity contribution to NEA to be relent
to selected RECs for settlement of their unpaid NPC power bills;

- Agreement with NPC in May 1988 for NPC to take over the operation
and maintenance of REC-owned 69 KV transmission lines, thus
relieving the RECs of the orerating and financial burden of such
non-revenue producing facilities;

- Agreement with NPC in May 1988 to a scheduled NPC take-over of REC
owned and operated self-generation facilities where the RECs are not
connected to the NPC grid. Such take-overs will not only relieve
the RECs of the financial burden of operating expensive generating
facilities but will also Yirectly result in lowar power rates to REC
members;

- Agreement for NPC to provide P10 million to NEA ($500,000) for
bridge financing Toans to selected RECs for commodities (capacitors,
0il swi'ches, reclosers) to improve power load factors, which will
contribute to savings in line losses;

~ Agreement with the ADB to utilize up to $5 million in available
ADB funds for procurement of poles, meters, transformers and service

drop wire for expansion of qualified RECs;
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- Negotiatic~s undertaken between NEA and NPC to agree upon a system
for payment of royalties to the RECs for those industrial consumers
located within REC service areas which are directly connected to and
serviced by NPC.

The NEA itself has also developed and begun to inplement a comprehensive
reform and rehabilitation program for the NEA and the RECs including:

- Implementation of a reorganization plan for NEA, approved by the
GOP Civil Service Commission, to streamline and improve overall
operations;

- Initiation ¢/ a program to reconcile all NEA/REC loan accounts by
the end of calendar year 1988.

~ Development of a program, including technical and non-technical
measures to minimize system losses, with an aim to bringing selectod
REC system losses to 15% or below;

- Development of a program to increase the power load factor to at
least 95% on all REC systems;

- Identification and initiation of a targeted NEA relending program
to 19 of the most needy RECs, located primarily in Central Luzon and
Bicol regions. Ten of the nineteen selected RECs are in Region II1
of Central Luzon where fully half of the total value of al]
arrearages to NPC are found. Thirteen of the targeted RECs are in
areas wherein the REC had taken ever old, inefficient, and
undersized municipal or privately owned substations and distribution
lines which are in need of replacement. These nineteen RECs will be
the prime beneficiaries of the P500 million relending fund to settle
NPC arrearages;

- Contracting in July 1988 of additional external auditors by NEA to
conduct immediate and comprehensive financial and management audits
of 19 financially distressed RECs included in NEA's P500 million
relending program. NEA's 20 auditors from its external audit office
were already assigned to 10 electric RECs needing immediate
attention;

- Temporary replacement by NEA staff of REC general managers in
several of the most politicized and/or poorest performing RECs. In
some instances the REC Board of Directors has also been disbanded
pending management reform and improved performance levels by the
REC. Nineteen RECs have thus been taken over by NEA;

- Concluded written agreements of commitment and support with
several of the RECs in the NEA targeted relending program setting
forth three-month, six-month, and one year targets for both improved
performance in key result areas by the RECs and levels of financial,
materials and institutional support to be provided by NEA;
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~ Creation by NEA, under 0ffice Order No. 236, series of 1988, of a
Commi ttee to unde.'take a three-year performance evaluation of R™™-,
excluding the beneficiaries (19) of the NEA Relending Program. . ne
objective of the evaluation is to group the RECs according to their
current level of performance and to recommend courses of action
needed to improve overall REC operation. Desired levels of
performance in key performance areas have been established as

follows:
Table |

KEY PERFQORMANCE AREA DESIRED LEVEL
1. NEA Amortization Payment - current
2. NPC Power Account - current
3. System Loss - 15% or below
4. Collection Efficiency - 99%
5. Accounts Receivable - less than two (2) months

sales
6. Advances to Officers and -Employees - 750,000 and be?aw
7. Distribution Expense - Operation and - P100.00 per km.
Maintenance

P7.00 per consumer

8. Consumer Account Expense

9. Administrative and Genera] Expense:
2,000 MWH Sales and above/mo. P0.11 per kwh sold
1,000 to 1,999 MwH Sales/mo. - PG.17 per kwh sold
less than 1,000 MwH Sales/mo. P0.23 per kwh sold

10. Signed Up Membership - 80%
11. Involvement in Annual Meeting - 16%
12. Involvement in District Elections - 80%

The targeted performance levels demonstrate that the GOP and NEA have
embarked on an ambitious reform program to restore the REC system to
commercial viability. Ultimately, the needs for physical rehabilitation of
REC utility equipment and the broader issues of institutiona] reform must be
fully addressed to assure Tong-term viability, Meanwhile, because of a lack
of financial resources, NEA is concentrating on the reduction of non-technical
losses to improve system efficiency, such as the collection of overdue bills,
cutting off of chronically delinquent consumers, identifying illegal
connections, replacement of uninsulated service drop wire, etc. While a
sympathetic attitude of REC members is expected, particularly in areas where
electric service is less than satisfactory or where RECs are inefficiently
managed, the program faces some opposition in spite of its aim to bai] out
financially distressed or mismanaged RECs. This is particularly true in those
areas where NEA has taken over management of the systems. Thus, it is
imperative that sufficient financial and material resources be immediately
provided to the program to be able to demonstrate some measurable program
results to affected REC membership as soon as possible.



viability of selected RECs by addressing institutional, policy and technical
weaknesses of the REC system. Achievement of this goal will contribute to:

-~ increased opportunities for the development of rural enterprises;
increased rural employment;

increased agricultural productivity;

improved physical quality of life; and

- increased rural incomes.

The project will support the RECs' system ]oss rehabilitation
efforts, management information system (MIS) improvements, and enhanced safety
and maintenance by providing essentia] commodities to reduce system losses.

Therefore, its outputs will be measured in terms of improved operating
efficiency rather than physical growth. Accordingly, the development of a
conmercially viable rural electrification system will be the major achievement
of this project. It is expected that a majority of the RECs participating in

stributors of electric power in
their service areas by the end of the project. Specifically, it s
anticipated that the project will result in:

- An increase in REC collection efficiency of participating RECs to
an average of 95% of tota] accounts receivable (not of monthly
billings, as was previously computed);

- A decrease in operating expenses per kilowatt hour (KWH) and
accordingly in rates of participating RECs;

- Significant technical improvements and sharply reduced power
outages of participating RECs;

- Introduction of computerized billing and management information
systems at both the NEA and participating REC Tevels;

- Maintenance of power factor efficiencies on participating systems
of not less than 9¢%; and

-~ A reduction in participating RECs' systems losses from up to 50%
to an average below 15%;



B. Description of the Project

The project will provide $40 million to the Government of the
Philippines (GOP) over a five-year period, subject to the availability of
funds and budgetary allocations, to finance the costs of the project's two
components: (1) Institutional Development and (2) System Loss Reduction.
These two related components are designed to overcome existing constraints to
the achievement of commercial viability of celected RECs. The project will
focus on the rehabilitation of the existing systems of selected RECs rather
than on the physical expansion of those systems.

The Institutional Development component is aimed at managerial
improvements within the NEA, including the installation of an improved MIS,
and a concommitant transfer of knowledge to the RECs. Institutiona)
development efforts will also be undertaken directly at the REC level to
address the specific problems identified by the PW study, as presented in the
Project Rationale section. A number of these recommendations have been
accepted and implemented already by NEA. Under the System Loss Reduction
component, essential commodities will be procured to attack the line loss
problems of salected RECs. Approximately 70 RECs will be selected over the
life of the project to receive tailored commodity assistance packages valued
at $120,000 to $410,000.

The project will be incrementally funded. An initial increment of
approximately $14 million will be provided in FY 1988 as a demonstration of
A.1.D. support to the substantial GOP/NEA reform efforts underway, and will be
targetted at the approximately 20 better-managed REC's in need of material
resources to achieve systems loss reductions and the 19 RECs, identified by
NEA as viable hit poorly-managed, in need of both technical assistance and
ccmmodity support. Assistance wil) also be extended to NEA, to support
institutional development efforts currently underway. Subsequent increment(s)
will be provided following a mid-project review and will be subject to
continued GOP/NEA commitment to the comprehensive rehabijlitation program to
achieve the commercial viability of the rural electrification system and the
demonstrated efforts by the RECs themselves to address their own operating and
managerial inefficiencies.

1. Institutional Development.

Under this component, the project will finance technical assistance,
training and computer equipment to support the institutional development
efforts of NEA and participating RECs. All RECs are eligible to participate
in the Institutional Development component of the project. However,
assistance to those RECs which rely on self-generating power plant facilities,
or are under management contract, or have been determined to be non-viable by
NEA, will be Timited to technical assistance to perform operating studies to
recommend action plans for the RECs' operating future. The focus of the
institutional development efforts will be on the remaining RECs, of which
there are currently 93, considered to be financially viable or to have the
potential to be financially viable. Particular attention will be paid to
tiiose RECs which lack adequate management capability.
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a. Technical Assistance. The project will finance technical
assistance required to support the undertakings of NEA and participating RECs
to improve the efficiency and effectiveness of management systems and
personnel.

Technical assistance will be provided on both a long- and
short-term basis. Expatriate long-term advisors will assist NEA in
contracting for appropriate locally-based advisory services. They will be
tasked with developing contract scopes of work and overseeing the performance
of the Tocal firms. The expatriate firm will be contracted to provide
long-term technical assistance in finance, accounting, management and
institutional development and in electrical distridbution engineering.
Contractor oersonnel will be resident at NEA, and wili use NEA as their base
for working with the RECs receiving assistance under the Project. The
contractor will assist NEA develop its capacity to monitor and serve RECs more
effectively. The contractor will also work directly with individual RECs to
help them improve theijr financial, managerial and technical capabilities. The
expatriate contractor will provide short-term advisors, as required, to assist
NEA's undertaking software identification and/or development, rate-setting
studies, training module development and training seminars and programs for
NEA and REC staff.

NEA will also contract with local engineering and accounting and
management consultant firms to perform operation and maintenance (0&M)
studies, develop systems mapping, make financial projections, and install the
management information, reporting and billing systems developed under the
project at NEA and at the participating RECs.

An illustrative list of specific tasks to be carried out under
the institutional development program is presented below:

o Develop/implement short and medium range strategies to restore
commercial and operational viabiiity of existing RECs;

0 Develop/oversee implementation of REC organizational structure
and staffing levels consistent with tie commercial operation of the
RECs;

o Identify RECs which are unlikely to achieve commercial viability
and propose an action plan for their operating future. Subsidy
requirements should be clearly identified as such;

0 Perform consolidation studies as appropriate and assist in
implementation of recommendations;

0 Perform systems studies of RECs to determine a 10-year projection
of physical plant and capital requirements;

0 Assist NEA to develop a program to divest itself over :ime from
all activities unrelated to rural electrification;
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0 Develop and assist in the implementation of a comprehensive
training program for NEA top and middle management, general managers
and department heads of the cCs;

o Develop appropriate REC rate setting methodology and jnstruct
NEA/REC personnel in its utilization;

0o Develop/implement a program for NEA to reschedule REC Joan
amortizations to 1) address the significant arrearage prcolem and 2) to
establish realistic payment schedules which can be adhered to by the
RECs;

9 Develop/implement an automated loan administration system at NEA
and train NEA staff in its operation;

0 Develop/implement an automated financial record keeping system at
NEA, including the general ledger and significant subsidiary ledgers;

o Develop/implement a management reporting system consistent with
the business purpose of NEA: and

o Develop/implement a microcomputer-based customer accounting
system for the RECs which encompasses customer information, billings
and management reporting. Provide training in systems operation.

o Develop NEA and REC accounting and administrative procedure
manuals. Provide training in their use.

The resident advisors will also identify and arrange for required
short-term expatriate consultancies. Up to five such consultancies per year
are contemplated.

The long-term contractor will be expected to ussist NEA and/or
the Federation of Rural Electric Cooperatives (FECOPHIL) conduct a feasibility
study of regionally-based service centers to meet REC equipment servicing
needs, as outlined below:

Study on Maintenance and Repair Options/Equipment Servicing

Since the beginning of the Rural Electrification Program in the
Philippines in the late 1960's, A.1.D. and other agencies have provided large
quantities of electrical equipment for use in the distribution systems for the
Rural Electric Cooperatives (RECs). At least 5% of the individual items
procured are no longer usable and are stored at the REC headquarter sites.
Rehabilitation requirements range from minor bushing replacement to major
rewinding of core/coil assemblies. Because of the lack of parts and, in most
areas, rehabilitation expertise, the stock pile of unusable equipment has been
increasing monthly. An estimated $2.0 - 3.0 million of unusable equipment is
now stored at the RECs nationwide, unusable but still listed as assets in loan
documents (the cost for which ig rerayable to the NEA).
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The project will finance the procurement of significant amounts
of electrical equipment. Without measures to address future maintenance and
repair needs for these commodities, the number of unusable items is likely to
increase. An Indefinite Quantity Contractor (IQC) wil assist NEA ip
assessing technical equipment requirements at the éarliest possible date to
€nsure continuing equipment maintenance and usability ang establish equipment
requirements.

for equipment repairs and supplies will pe undertaken. Tasks wil] include
collecting and analyzing infonnation, outlining options and making
recommendations gn actions to be taken, Study results would serve as the
basis for determining what, in any, A.I.D. assistance woyld be provided in
this area. The proposed study should include, but not be limjted to the
following:

1. Equipment Inventories: (a) Unserviceable equipment items at the RECs,
including e]ectrich_épparatus such as transfonners, voltage
regulato,s, oj] circuit reclosers; test meter apparatus; safety and hot
line €quipment such as rubber gloves and hotsticks; tools and work
equipment: communication equipment etc.; and (b) equipment items tq be
stocked (e.gq., electrical equipment parts, voltmeters) and other
equipment such as mobile transformers,

2. Maintenance/Repair Options: Describe and analyze varioys options for
providing equipment Servicing on 3 regular basis, inc]uding private
enterprise, using regional Cooperatives, etc. Analysis and
recommendations shoyid address (a) capacity/number of units riequired
for the rehabilitation of existirg equipment and Maintenance of 1]
equipment over time; (b) location options; (c) feasibility of combining
repair and parts supply facilities: (d) need/options for regularly
SCheduled preventive maintenance for selected substation equipment; (e)
alternative financing schemes for initial investment ang continued
servicing, including private sector, regional service centers, etc.;
(f) time period to establish eyfective facilities sych as Service
Centers; (g) training requirements, jf any; and (h) other relevant

information.

k. Training.

€ assistance of technical assistance contractors, for trajining programs
ich will include substation operation and maintenance, line equipment

managers and supervisors (encompassing distribution system engineering,
pianning and design, construction and Operations and maintenance, materials
management, inventory control, accounting, auditing, financial planning, cash
management and management) .,
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Training modules for REC managers and staff will be conducted by
NEA, with the assistance of technical assistance contractors. NEA staff will
be trained in-house, and also at various local institutes. REC staff will
also receive on-site training, as needed. Training will be conducted by U.S.
or Philippine consultants depending upon the subject matter. Most training
will be carried out in the Philippines, and will be short to medium term in
duration. Longer term or participant training will be corisidered only on an
exceptional basis.

Cc. Commodities

Under the Institutional Development component, the project will
grant finance computer hardware and software procurement for NEA and
participating RECs related to their efforts to improve management efficiency
and effectiveness. As mentioned above, NEA will undertake a detailed
requirements analysis with the assistance of a short-term technical assistance
contractor. Equipment and software to be financed under the project and the
timing of procurement will be based upon the requirements analysis. Depending
on the study results, A.I.D. funding assistance to address the renair and
equipment servicing problems will be considered for project financing.

For the implementation of management information system (MIS)
improvements at the REC level, the use of microcomputers and commercially
available (or that developed for U.S. REC's) software is contemplated. At
least ore “stand-alone" microcomputer package and associated software will be
provided to each REC assisted under the project. These computer packages will
be provided to the RECS as a grant, as will all technical assistance inputs.

A different approach for computer procurement will be taken at
NEA. For-the implementation of the planned Loan Administration and Inventory
Control system, microcomputers and commercially available software will be
procured. The number will be determined as part of the assessment. However,
for the implementation of an Integrated General Ledger and a Financial
Management Information System, consideration wi  be given to the purchase of
a minicomputer package (valued at approximately $350,000) for installation at
NEA.

Prior to any computer procurement over $100,000, including
software, hardware and maintenance, M/SER/IRM review and approval will be
necessary. NEA will contract with a local firm or firms for the installation
and testing of the MIS systems developed under the project. The resident
advisors will have oversight responsibility.

2. System Loss Reduction Program.

Under this component, the project will provide financing for the
procurement of commodity packages (COMPACs) for selected RECs to reduce system
losses and a commodity package for NEA to enhance jts ability to service RECs.

This component will begin with a quickly-launched program to reduce
system losses through the immediate procurement and provision of essentjal
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commodities to selected RECs which have been experiencing line losses of up to
50% because of lack of spare and replacement parts and line hardware. Early
provision of essential commodity inputs will not only demonstrate AID's
support to the GUP/NEA reform efforts, but will more importantly enable NEA to
provide material support to selected better managed RECs and at the same time
entice those less well managed to begin to undertake needed institutional
reforms. A reduction in 1ine losses will have an aimost immediate direct
impact on a REC's revenue base. For example, with only a 10 percentage point
reduction in line losses in a cooperative with 10,000 consumers and annual
sales of 17 million KWHs, the cooperative could realize P4,250,000 (at P2.50
per KWH) annually from the additional 1700 thousand aviilable KWHS. Higher
revenues would of course flow from greater reductions in line losses. Such a
demonstrable impact is of vital importance to the NEA, particularly where it
has taken over REC management, in its attempts to move the RECs towards
management reform and cormercial viability.

After the initial procurement of cormodity packages for RECs
selected at the outset of the program, and depending on the results of the
mid-term projec assessment discussed in the evaluation section below, the
project will launch a second round of commodity procurement for those RECs
that participated in the initial round but received only a limited package of
commodities, and for those RECs that did not receive equipment under the
initial procurement but have been able to improve their performance to meet
the qualifying criteria.

The commodity packages will be provided to the RECs from NEA on a
loan basis. To ease the financial burden on the RECs, the repayment value of
the cozmodities will be on an FOB cost basis. Procurement agent costs, along
with ocean freight and insurance (approximately 30% of the CIF Philippines
value), will be borne by the project, under A.I.D. financing. Storage,
handling and installation costs will be borne by either the RECs or NEA.
Inland or inter-island delivery costs will have to be borne by the RECs unless
absorbed by the NEA. As described in the Commodity Financing section below,
Toan payments will be retained by NEA.

Several distinct commodity packages are planned under the system
loss reduction companent, as described below.

a. Commodity Package 1 (COMPAC-1).

The first commodity package (COMPAC-1) will consist of a tailored
package of commodities to reduce system losses for selected RECs that have
been determined to have adequate management systems and personnel in place and
do not need technical assistance prior to or concurrently with receiving
commodities. COMPAC-1 commodities will include watt-hour meters, single phase
transformers, test equipment, poles and cross-arms, tools, connectors,
sectionalizing equipment, conductors, safety equipment, etc. Each of the
approximately twenty RECs eligible to receive COMPAC-]1 will be visited by an
IQC contractor who will determine in conjunction with the individual REC, the
exact mix of materials and equipment necessary tc reduce line losses. This
initial package of commodities will be limited to a maximum CIF value of
$410,000 for each eligible REC. See Table 2 for a typical package.
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The first twenty RECs eligible to apply for loan packages to
n the systems loss reduction program through COMPAC-1 have been
identified using the criterig recommended by PW in its report to A.I.D. The
Criteria for selection of RECs under the first commodity package include:

1. Quantitative Factors:

-~ current with NPC payments;

- current with NEA amortizations;

- positive net operating margin:

- collection efficiency greater than 85%;

- MuUst serve at least 10,000 COI sumers; and

- currently rated A or B on NEA' REC assessment system.

2. Qualitative Factors:

- consistency with ADB's financial consideration of eligibility
for funding; and
- connection to the NPC grid.

REC eligibility to apply for the loan packages does not
automatically guarantee its participation in the program; a financjal
viability assessment of the proposed procurement will be required of each
before the loan agreement between the REC and !EA is signed. NEA will
contract with a local accounting firm or financial institution to
perform/assess tne financia) viability statements for each participating REC,
as needed. Other criteria as may be deemed appropriate will be added to the
standard loan agreement, which will pe approved by A.I.D. and NEA before

commodity procurement begins.
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Table 2
Typical
Commodity Frocurement Package One (COMPAC-1)
- PER-REC -
1. Line Type Transformers (60 units) $ 36,000
2. Instrument Transformers (metering)
(28 units) 7,000
3. Kw/Kwh Meter (2600 units) 90,000
4.  Sectionalizing Equipment (22 units) 15,000
5 Line/Equipment Protective Devices
(52 units) 11,000

6.  Voltage Regulation/Power Factor

Control Devices (18 units) 32,000
7. Test Instruments for Operations,

Maintenance (42 units) 16,000
8. Tools/Work Equipment

for Operations, Maintenance (37 items) 11,000
9. Wood-Pole Treatment Chemical Applicators

(1700 pcs.) 30,000

Sub-Total $248,000

REPLACEMENT PARTS NEEDED - PER 100 KM OF POLE-LINE -
10. Wood Poles and Cross Arms $ 14,490 (100 poles,
6 cross arms)

1i. Conductors/Wires 5,460 (9050 ft)
12. Splices, Sleeves, Connectors, 1,500 (296 pcs)

Clamps
13.  Insulators/Wireholders 900 (195 pcs)
14. Hardware 2,000 (350 pcs)

Sub-~Total

*Approximate Average KM of
pole-line per REC is 665,
therefore 6.65 is used as
multiplier

$ 24,350 x 6.65 * =162,000

GRAND TOTAL (Maximum)  $4T0.000 CIF

111ppines
Port of Entry
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Based on the above criteria, the following RECs are eligible to
apply to participate in the systems loss reduction program and receive
COMPAC-1. Twenty-six RECs have been identified in order to provide alternates
in case some of the RECs identified in the first twenty are not willing or
able to participate under the terms of the project.

RECs that are eligible to apply for COMPAC-1 commodities are
rank-ordered as follows:

Bohol I

Cebu I

Cebu I11

Zamboanga del Sur Il
Agusan del Sur
South Cotabato I
South Cotabato II
Negros Occidental
Capiz

IToilo |

Misamis Oriental 11
North Cotabato
Maguindcnao

Cebu 11

NQuezon 1

Zamboanga City
Ilocos Norte

Davao del Norte
Davao del Sur
Zamboanga del Norte
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If all funds allocated under the Project for COMPAC-1 commodities are not
required by participating RECs included in the foregoing group, NEA may offer
the COMPAC-1 package to one or more of the following RECs to the extent funds
are available.

1. Zamboanga del Sur I
2. Leyte V

3. Negros Oriental 11
4, Surigao del Sur I
5. Aklan

6. Misamis Oriental

These twenty-six RECs have demonstrated management capability but
remain in need of technical componentry to reduce power losses. It is
anticipated that these better-managed RECs and their ability to reduce line
losses with the help of modest infusions of technical componentry will serve
as models for the remainder.

Each REC for which the procurement is determined to be
financially viable must enter into a loan agreement with NEA, as described in
the Commodity Financing section, before commodities will be procured for it
under the project. Each REC that will receive COMPAC-1 commodities must

provide baseline data to NEA, including financial and physical performance
data, before the installation of COMPAC-] commodities.
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b. Commodity Package 2 (COMPAC-2).

The second commodity package will consist initially of a limited
package (COMPAC-2a) of the most critical items required to initiate a system
loss reduction program for selected RECs that have potential commercial
viability, but are presently in need of significant technical and managerial
assistance. COMPAC-23 commodities will consist primarily of line transformers
and watt hour meters, but may also include limited amounts of test equipment.
The maximum CIF value of COMPAC-2a commodities provided to any REC will be
$120,000.

Up to 19 RECs selected from the NEA 7500 Million Relending
Program will oe eligible to receive COMPAC-2a. These RECs have had management
problems but are considered to be potentially viable, with the aid of
significant technical and managerial assistance. An I1QC contractor will
assist NEA in assessing the technical equipment requirements of eligible RECs,
and a local accounting firm will assess the financial viability of the
proposed procurement for each eligible REC under COMPAC 2a. The financial
viability assessment will take into consideration the commitment of the REC's
membership for assuming obligations in connection with obtaining the
commodities.

The NEA Relending Program beneficiaries listed below were
selected by NEA on the basis of total NPC and NEA arrearages as of December
31, 1987:

Camarines Sur 1V
Pampanga

Tarlac I

Batangas I
Central Pangasinan
Tarlac 11
Batangas I1
Pampanga I

Nueva Ecija II
Nueva Ecija I
Nueva Ecija III
12. First Laguna
Albay Il
Pampanga I
Bataan

Albay 11
Camarines Sur II
Camarines Sur III
Pampanga III
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RECs receiving COMPAC-2a will be required to participate in
institutional development activities under the project and be required to
undertake a program to improve management efficiency and effectiveness. Those
RECs that meet the performance criteria agreed upon by A.I1.D. and NEA auring
the implementation of the project will be eligible to procure an additional

package of commodities (COMPAC-2b), valued at approximately $290,000, provided
the results of the mid-project assessment indicate the project should continue.
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COMPAC-2a (See Table 3) will consist primarily of line transformers
and watt hour meters, deemed by the REC and its technical consultants as the
most essential items for line loss reduction program. Limited amounts of test
equipment, instrument transformers for metering to assure effective
utilization of the transformers, and wood-pole treatment Chemical applicatois
will also be supplied. Approximately 35 various-sized transformers and 1,100
meters will be supplied in the package. Although transformers and meters
alone will rot reduce line losses to the same level targeted for COMPAC-1
recipients, they will stil] make a measurable impact. Transformers on
virtually all systems are seriously cverloaded and are frequently of the wrong
size for the load they should be carrying. Burnouts and failures are
frequent, contributing to brownouts and substantial Tine losses. There is an
overall snortage of watt hour meters resulting in numerous unmetered service
connections billable only at minimum rates. Where there are meters, they have
frequently been tampered with or are out of calisration. Meters need to be
installed for all connections and those in service need to be removed from
service, rechecked, calibrated (1f salvagable) and placed back into service.
The meters to be supplied will permit such a house metering/replacement
program to be initiated.

Table 3

ypica
Commodity Procurement Package Two (COMPAC-2a)

1. Line-Type Transformers

(35 units) $ 21,000
2. instrument Transformers for

Metering (28 unijts) 7,000
3. Kw/Kwh Meters (1100) 46,000
4, Test Instruments for 0SM

(42 units) 16,000
5. HWood-Pole Treatment Chemical-

Applicatcrs (1700 pcs) 30,000

GRAND TOTAL $T20,000 CIF Philippines

Port of Entry

Even with the 1imited transformers/meters package proposed, RF.
managers will be able to demonstrate to the REC membership that steps are
being taken to improve system efficiencies and provide better service. Under

be given assistance to perform un Jperation and maintenance (0&M) survey of
the complete REC system, whicn should facilitate future system loss reduction
efforts.

As with COMPAC-1, each REC for which the procurement is
determined to be financially viable must enter into a loan agreement with NEA,
before commodities will e prozured for it under the Project. Each REC that
will receive COMPAC-2a commodities must provide baseline data to NEA,
including financial ard physicil performance data, before the installation of
COMPAC-2a commodities.
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€. Commodity Package 3 (COMPAC-3).

The third commodity package (COMPAC-3) will consist of equipment for
NEA to enhance its ability to service RECs. COMPAC-3 commodities will include
four mobile transformers (two 5 MVA and two 10 MVA) to be regionally based for
use by NEA as standby units in case of failure or maintenance and repair of
REC substatio: equipment, and a limited amount of test equipmert to enable NEA
to verify and complete load forecast studies. A.I.D. financing of COMPAC-3
commodities is estimated at U.S. $623,000, inclusive of PSA fees. NEA will
not incur a loan obligation in connection with this procurement. See Table 4.
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Table 4

Commodity Procurement Package Three (Compac 3)

[tem Purpose Quantity Unit Cost Total Cost
5,000 Kv for emergency use in the 2 $100,000 $200,000

Power Transformer event of 3-phase transformer
69 KV/13.1 Kv failure in REC sub-stations

10,000 KvA ! 2 145,000 290,000
69 KV/13.2 KV
Transformer-Loss  For use by RECS in the three 3 3,500 10,500
Test Set areas of the Philippines
(i.e., Luzon, Visayas, &
Mindanao)
Transformer " 3 3,000 9,000
Turns-Ratio
- Test Set
MEGGER, 5,000 volt " 3 2,500 7,500
Insulation Power " 3 5,000 15,000
Factor Tester
0i1 Dielectric " 6 1,500 9,000
Strength Tester
Rubber Glove and " 6 2,500 15,000
Hot Stick Test Set
Transformer QOHM " 3 2,000 6,000
Meter
Cartridges, for " 100 pcs. 50 5,000

Filtering Equipment

DC Hi-Pot Tester
0-60 KV " 3 5,000 15,000

Vacuum Pump
2 HP " 3 3,000 9,000

GRAND TOTAL $591,000
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d. Other Commodity Packages.

Subject to the availability of funds to A.I.D. and to the results
of the mid-project assessment described more fully in the evaluation section
belcw, additional commodity packages will be procured, as follows:

COMPAC-2b will consist of a follow-on commodity package h-ving a
maximum CIF value of U.S. $290,000 for each REC that receyved COMPAC-2a
commodities, provided that the REC has participated in institutional
development activities under the project, has demonstrated significant
improvement in performance and is no longer maraged or under the direct
management supervision of NEA: and

COMPAC-4, a commodity package similar in value and composition to
COMPAC-T, will be made available for up to thirty additional RECs which
have demonstrated improved performance by meeting targets set by NEA.
It is expected that a substantial number, but not all, of the RECs that
are considered to be {inancially viable or have the potential to be
viable will fall in this cateqory.

e. Commodity Financing Program.

A REC that receives either COMPAC-1, COMPAC-2 or COMPAC-4
commodities must enter into a loan agreement with NEA whereby the REL incurs a
peso-denominated loan obligation to NEA equivalent to the FOB U.S. dollar cost
of the commodities provided to it, determined on the basis of the foreign
exchange buying rate of the Central Bank of the Philippines in effect on the
date of the NEA-REC Agreement. The loan agreement, inter alia, will require
either the REC or NEA to provide the funds required To pay storage, handling,
insurance and other costs incurred after the commodities are landed at the
Philippine port of entry, including inter-island shipping, inland
transportation, and installation costs. In addition, the loan agreement for
RECs receiving COMPAC-2 will include a requirement that the REC participate in
institutional development activities under the Project and undertake a program
to improve management efficiency and effectiveness.

Loan payments will be retained by NEA. NEA will administer the
loans in accordance with policies and operational procedures mutually agreed
upon by NEA and AID. These policies and procedures will cover, inter-alia,
collections, delinquencies and defaults. During project design, the option of
formally establishing a Revolving Loan Fund as part of the project was
considered and rejected, due to the high costs of maintaining such a Fund on
the part of the GOP and the monitoring requirements that would be imposed on
the Fund by AID.

NEA will contract with a local management/accounting firm to
perform financial analyses to determine the RECs ability to service the debt
incurred based on each REC's current balance sheet and financial projections.
The interest rate to the RECs will be 12 percent anrually. It is expected
that term of the loans will correspond to the useful 1ife of the commodities
financed, not to exceed 15 years. It is also expected that payments will be

quarterly, starting one year from the effective date of the loan. A.I.D.
judged the 12 percent rate tc he the Jowest possible rate consistent with its
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policies and the role of RECs in encouraging economic and social development
in rural areas. The rate should encourage financial prudence on the part of
RECs, be significantly positive in real terms, and protect the inflation
adjusted value of the loans.

An A.1.D. in-house mid-project review will be scheuuled to be held
approximately 24 months from the date of initial obligation (earlier if
Progress warrants) to determine (1) whether the GOP/NEA remains fully
committed to achieving the commercial viability of the Philippine rural
electric cooperative system; (2) progress made at the cooperative level in
solving managerial and trchnical deficiencies; (3) efforts made at NEA in
reorganization and improving managerial and administrative efficiencies; (5)
status of contracting and in effecting equipment deliveries under the AID
preject; (6) progress made in reducing line losses: and (7) progress, if any,
in attracting additional donor financing to the program.

The mid-project review should detennine whether there needs to be
any modification in project design, make recommendations for any necessary
project amendment and determine the timing of additional fund releases.

Within the 24 month period, it should be possible to determine whether project
conditions precedent were met in a timely manner, whether covenants in the
Agreement are being satisfied, whether proposed contracts are in place and
appropriately staffed, whether training programs are operational and whether
equipment deliveries and installation are on schedule., More importantly, it
should be possible to assess whether the RECs participating in the program are
meeting the performance targets estatlished by NEA, based on the consultant's
recommendations. While characterized as an A.I.D. in-house review, outside
consultants may be brought in to assist, as appropricte.
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IV. COST ESTIMATES AND . INANCIAL PLAN

A. Cost Estimates

The Rural Electrification Project has an estimated project cost of $53,528
million over a five-year life of project period. AID contribution is
estimated at $40 million with host country participating organizations
contributing $13.528 million. The GOP wi]l provide or cause to be provided a
contribution in the form of staff services; office space and logistics
support; and equipment and services in support of the rehabilitation efforts
in rural electrification.

The expected allocation of the tota) project costs over the project 1ife
as shown in Table 4, are: technical assistance, 9.3%; training, 1.2%;
commodities, 72.3%; project operations/management/monitoring, 13.4%;
evaluation and provision for audit, 0.3%; and contingency, 3.5%.

Project expenditures by fiscal year are summarized in Table 5. The
project will be incrementally funded beginning in FY 1988 and will have a
planned Project Assistance Compietion Date of September 30, 1993.

Planned A.1.D obligations for FY 1988 are estimated at $13.886 million.
The FY 1988 obligation wiil include a comprehensive institutional development
package to NEA; installation of an improved management system and transfer of
knowledge to the Rural Electric Cooperatives (RECs); and an immediate
procurement of essential commodities aimed at reducing the systems losses of
particinating RECs. Table 6 reflects the planned A.1.D. obligations.
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Table 4

Estimated Life-or-Project Budget

(5000}

PROJECT INPUT

Commodities (includes PSA)

COMPACs 1, 2 and 4

COMPAC 3

Computer equipment for NEA
Computer equipment for the RECs

Technical Assistance

Long term contract
Local accounting firm
Local engineering firm
Short term consultants
Procurement Specialist

Training

Project Operations/Management/Monitoring

Evaluation/Provision for Audit

Contingency/Inflation

TOTAL

AID  GOP TOTAL
$31,848 $ 6,910  $38,758
29,777 5,870 35,647
623 0 623

368 500 868
1,080 540 1,620
4,968 - 4,968
2,088 - 2,088
1,200 - 1,200
900 - 900

720 - 720

60 - 66

320 304 624
900 6,314 7,214
150 - 150
1,814 - 1,814
$40,000 $13,528  $53,528



Table 5
PROJECT 1ON OF EXPERDITURES BY FISCAL YEAR

(R 10011)]
FY '89 FY ‘90 FY '9] FY ‘92 FY '93 TOTAL

AL gop AL oGP Al e A 0P Al GoP AL Gop

TA $ 690 - $1,092 - $1,182 - $1,062 - $ 942 - $ 4,968 -
Training 20 - 100 § 80 100§ 80 50 3% 65 50 % 79 320§ 304
Comnodities 12,333  $3,015 321 - 19,194 3,895 - - - - 31,848 6,910

Evaluation/Audit - - - - 50 - - - 100 - 150 -
Monitoring/Data Collection 144 848 189 1,301 189 1,413 189 1,350 189 1,402 900 6,314

Contingency/Inflation 340 - 350 - 360 - 370 - 394 - 1,814 -
fotals SI3!527 33!863 32!052 $|!38| $21,075 35,388 $1,671 $1,415 81,675 $1.481 $40,000 $I3!52§

3 33.82 28.56 5.13 10.21 52.69 39.83 4.18 10.46 4.19 10.95 100.C0  100.00

:::::::l::::x::::::::::l:::::::::::::::::::::l===:=:n:=::::::::::::::::::l::l:!l-ﬂ:z:z::::::a::::::::::::::: ET®IIIITIITITII=xT=x:=I==a
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Planned A.I.D. Obligations
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Table 6

ELEMENT

Commodities

. Technical Assistance

Training

Project Operations/Management/
Monitoring

Evaluation/Provision for Audit
Contingency/Inflation
TOTAL

($000)

FUTURE
FY '88 YEARS TOTAL
$12,333 $19,515 $31,848
1,032 3,936 4,968
170 150 320
325 575 900
0 150 150
26 1,788 1,815
13,886 $26,114 $40,000
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B. Methods of Financing

Table 7 illustrates the A.l1.D. planned methods of implementation and
financing under the Project. It is envisioned that for technical assistance
and training which will be implemented under A.1.D.-direct and/or host-country
contracts, the method of financing will be by direct payments. Fer
commodities, the preferred method of financing will be by a bank “etter of
commitment (Bank L/Com), due to the large volume of commodity itzms to be
purchased from several suppliers -- which would likely produce a profusion of
invoices of various amounts. This method is preferred because it is assumed
that the cost to AID for handling the added administrative burden would exceed
the related banking charges. Procurement services will be implemented by
A.1.D-direct contracts and financed by direct payments using the direct letter
of commitment (Direct L/Com) issued by the Office of the Controller, Manila,
Philippines; while services for evaluation, audit, data collection, and
monitoring will be implemented by AID-direct contracts and financed by direct
payments utilizing either Personal Services Contracts (PSCs) and/or Indefinite
Quantity Contracts (IQCs).

Table 7
METHODS OF IMPLEMENTATION AND FINANCING
($000)
Method of Method of Estimated
Implementation Financing Amount
TA - Host Country Direct Payment
TA - AID-Direct (IQCs) Direct Payment $ 4,968
Training - AID-Direct Direct Payment
Contract and/or 320
Host Country
Commodities - AID-
Direct Contract Bank L/Com 31,848
(Procurement Services-PSA)
AID-Direct Direct Payment
Contract (Direct L/Com)
Proj Op, Mgmt, Monitoring
AlD-Direct Direct Payment 900
Evaluation, Audit
AID-Direct Contract: Direct Payment 150

Inflation and
Contingency $ 1,814
Total



- 29 -

C. Financing Mechanism and Disbursements

Under the Project, A.1.D. wil] provide grant financing to NEA principally
for the procurement of the form of crmmodities and technical assistance using
the methods of financing listed in lable 7. The NEA will in turn allocate
these resources to the participating RECs on a sub-grant or loan basis.

In the case of loans to RECs to finance the commodity packages, the peso
loan value will be based on the U.S. dollar-FOB value of the various commodity
packages provided by NEA to the RECs, determined on the basis of the FX buying
rate of the CB of the Philippines in effect on the date of the NEA/REC
agreement. Loan repayments (principal plus interest), will be retained by
NEA. It is expected that term of the Toan will be in line with the useful
life of the commodities financed, but not exceeding 15 years,

The commodi ty repayment terms may carry a 12% interest rate and an
éxpected 8- to 15-year maturity period. These terms are in accordance with
USAID Order No. 1026.11--USAID Philippines Intermediate Credit Policy--which
prescribes that the interest rate should not be less than the prevailing loan
rates and that loan maturities should be consistent with the useful 1ife of
the capital assets or with the financial payback period. A.I.D. Judged the 12
percent rate to be the lowest pnssible rate consistent with its policies and
the role of RECs in encouraging economic and socia) development in rural
areas.

A.I.D. will monitor the first round of commodity loans and ensure that
adequate records are maintained for review and purposes. The NEA and the
participating RECs will be required to maintain separate records for this
purpose.

D. Aydits:

Responsibility for audits on all programs/projects of the GOP lies with
the Commission on Audit (COA). COA representatives are assigned to audit and
monitor the financial and procurement activities of each Department or Agency
of the GOP including government-owned or controlled corporatijons.
Responsibility for the audit of all AID programs/projects lies with the Office
of the Regional Inspector General (RIG). AID will have independent audit
rights under the Project Agreement. It is expected that RIG/A and/or COA will
perform routine audits related to this project. A budget of $50,000 is set
aside to finance non-faderal audits which may be required under this Project.
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V. IMPLEMENTATION PLAN, EVALUATION AND MONITORING

A. Implementation Plan

1. Technical Assistance

With the exception of specialists to be hired under A.I1.D.
Indefinite Quantity Contracts (1QCs) (e.g., computer requirements analysts,
procurement specifications experts, rural electric distribution experts,
training consultants) it is expected that all institutional development inputs
will be under host country contracts with the NEA.

Since it is intended that the commodities purchased in the United
States will be provided to the RECs in special packages, it will be necessary
to “tailor” the commodity packages to meet actual individual REC requirements
in terms of the appropriate mix and sizes of line transformers circuit
breakers and 0il circuit reclosers. Therefore, an experienced IQC contractor
with a background in rural electrification distribution will be contracted to
carry out this work and simultaneously verify that standard U.S. Rural
Electrification Administration (REA) specifications can meet the particular
needs of the Philippine system. This work, which is estimated to require
eight to ten person-weeks of effort, must be completed before the process of
selecting a U.S. based Procurement Services Agent (PSA) can be initiated.

The long-term consulting contract will be financed through an AID
Direct Letter of Commitment with invoices submitted through NEA and certified
for payment by the A.I1.D. Controller. Local contracts with NEA may be
invoiced directly to and paid by NEA for subsequent reimbursement by A.I.D. or
may be directly paid by A.I.D. upon proper NEA certification.

2. Commodity Procurement

All commodities procured under the project will have their source
and origin in the United States or the Philippines. For commodities purchased
in the United States, the services of a Procurement Services Agent (PSA) will
be used.

For the approximately forty cooperatives to receive COMPAC-] and
COMPAC-2a, the PSA will receive itemized lists ot commodities to be procured
by individual RECs. The PSA will be responsible for procurement of the items,
consolidating vendor deliverjes and sorting them by REC, containerizing the
items by REC to the extent possible, for shipment directly to the RECs, and
arranging for marine insurance and ocean shipment to the international port
nearest to the cooperative (i.e. Cebu, Bacolod, Davao, Cagayan de Oro,
Manila). Containerized delivery will greatly reduce handling and storage
costs and the administrative burden on NEA. More importantly it should alsy
greatly reduce losses due to damage, administrative error and pilferage.

Copies of bills of lading will be sent both to the RECs and to NEA.
Packing 1ists will be provided on an FOB basis, which can be used for loan
calculation, with ocean freight and insurance separately itemized. Onward
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costs of inland or inter-island shipping and insurance will be separately
invoiced, as payment for such services will not be financed by AID under the
Project.

NEA will monitor the arrival and clear project commodities through
customs, coordinate with RECs to ensure that commodities are delivered from
the port of entry to the RECs, and ensure that REC warenouse facilities are
adequate and that the RECs are capable of installing the commodities upon
delivery. The NEA will also be responsible for the inspection of commodities
and the preparation of receiving reports. Reports of shortages and damages of
project commodities will be submitted to A.I.D. which in turn will forward all
documentc to the PSA for filing insurance claims. The NEA will also insure
prompt and proper utilization of the commodities.

B. Data Collection, Project Monitoring and Evaluation

Under the earlier AID Rural Electrification Projects, discrete focused
inquiries were made into the distribution of electricity. The first of these
studies was conducted by the Institute of Mindanao Culture, Xavier University,
Cagayan de Oro City, and was focused on the MORESCO area. A second was
undertaken by the Asian Research Organization (ARO), an affiliate of the
Gallup pollsters of the U.S. That study focused on REC and non-REC areas in
four provinces and included the MORESCO area, so that there would be a basis
for comparing the results of the two studies. NEA subsequently developed its
oOwn questionaires and methodology to gather data on a nationwide basis.

It is proposed that the RECs participating in the project be
responsible for submitting base-line data to NEA before receiving commodities
and that they be re-surveyed prior to project completion to ascertain, if
possible, the impact of procject support on REC collection efficiency, system
loss, power outages, arrearages in payments, and the maintenance of power
factor efficiencies. The data gathered will pe extremely useful to
end-of-project completion and impact studies and to the framers, either from
AID or other donor agencies, of any follow-on assistance to the rural
electrification sector. The MIS system developed and installed under the
project will also provide essential evaluation data.

An assessment of project performance will be conducted in January 1991
to evaluate progress in implementing the System Loss Reduction and
Institutional Development components and the ability of the individual RECs to
meet agreed-upon performance targets. The assessment will also examine the
extent to which the GOP/NEA and the RECs remain committed to the restructuring
of the Philippine rural electrification system. Difficulties encountered wil]
be analyzed, and a decision will be made whether or not to continue the
project. Modifications of the project approcach will be suggested, if
necessary.

A final project completion and impact study is also contemplated.
Project implementation effectiveness and problems will be assessed, including
any sociopolitical impediments to efficient implementation. The evaluation
will assess the improvement in the ability of the NEA to deliver program
services to the RECs and the improvement in the RECs' ability to provide
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dependable and affordable electrical services to REC members. The fina!
assessment will be carried out by external consultants. A total of $150,000
has been set aside in the project budget to carry out data collection, audit
and evaluation studies.

The A.1.D. office responsible for project management and monitoring
will be the Office of Capital Development/Division of Energy, Infrastructure
and Engineering (OCD/EIE). This Division currently has three USDH, one PSC
and sixteen FSN staff. One USDH will be named Project Officer for the
project, and will be expected to devote roughly 20% of his time to managing
the implementation of the project, and one FSN with a background in energy
development will devote roughly 60% of her time to the project. Given current
and projected workloads and expertise, however, inclusion of the project
within the Mission's portfolio will require that OCD/EIE have two additional
PSC staff assigned to the project. OCD/EIE currently has operational and
monitoring responsibility for a very large ESF portfolio of rural
infrastructure projects; roads, bridges, schools, markets, water and
wastewater projects, etc., and its efforts and staffing are so concentrated.
There are no electrical engineers on the staff or persons with experience in
implementation of a rural electrical distribution program. Therefore, two
long-term Personal Services Contractors (PSCs), one for each component of the
project, are proposed and are included in the budget.

Below is an Implementation Schedule indicating targeted dates for
implementation milestones.

IMPLEMENTATION SCHEDULE

Activity Date
Project Authorization September 1988
Project Obligation September 1988
Advertisement for Mission PSCs October 1988
Initial Conditions Precedent Met October 1988
Selection of IQC Contractor(s) Initiated October 1988
IQC Consultant(s) Arrive November 1988
Issuance of Standard Form Loan Agreement December 1988
CBD Advertisement for Expatriate Consulting

Firm December 1988
Mission PSC Contractors Selected December 1988
IQC Contractor Work Completed January 1989
CBD Advertisement for PSA February 1989
Mission PSCs Arrive February 1989
Short-Listing of Consulting Firms/Issuance of RFTP March 1989
Conditions Precedent to Procurement Met March 1989
First annual training plan completed March 1989
Initiate contract for NEA training support April 1989
PSA Contract Signed April 1989
Commodity Procurement for RECs Initiated May 1989

NEA training commences May 1989
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Activity

Consulting Firms RFTPs,
Received/Top Firm Identified

Negotiations Commence with Consulting Firm

Consulting Contract Signed

Long-Term Advisers Arrive

Initial Local Engineering & Acctg/Mgmt
Contracts Signed

COMPAC 1, 2a, 3 and Computer Equipment Deliveries

Second annual training plan completed

COMPACS Installed

Computers Delivered

Mid-term Process Evaluation Initiated

Contingent Upon Decision to Proceed:

Advertise in CBD for PSA

PSA selected

COMPAC 2b, 4 Procurements injtiated
Third annual training plan completed
Commodities delivered

Fourth annual training plan completed
Commodities installed

Training activities completed

Project Impact Evaluation Initiated
Project Assistance Completion Date

Date

June 1989
July 1989
August 1989
September 1989

November 1989
December 1989
March 1990
June 1990
June 1990
July 1990

Dec. 1990

Feb. 199]
March 1991
March 1991
Dec. 1991
March 1992
June 1992
March 1993

May 1993
September 1993
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VI. SUMMARIES OF ANALYSES

A. Summary of Administrative Analysis

The Administrative Analysis provides the rationale for the proposed
organizational structure, and assesses the implementing agency's capability to
manage the project. RECs manage their own operations, but are subject to NEA
rules. A1l RECs must register as corporations with NEA. NEA will provide
institutional, technical, financial, regulatory, supervisory and development
services to RECs. NEA will assist the RECs with: the implementation of
managerial, administrative, legal and training services for RECs; supervision
of construction of facilities; procurement of rural electrificatiun materials;
regulation of rates for RECs; assistance on financial operations of RECs and
the development of alternative energy projects for RECs.

The structure of the REC is comprised of a Board of Directors, a General
Manager and management staff and employees.  The Board of Directors
formulates policy-level decisions, regulations and plans for the operation of
the cooperatives. The General Manager (GM) is in charge of managemant of
daily operations, and management staff and employees assist the GM to
implement programs and projects- of the REC. Through this organizationa)
structure the RECs have already developed capabilities to design, construct,
operate and maintain rural electrification systems. Oversight, training and
guidance is provided by NEA.

Jue to the rapid expansion of the REC service areas since 1980,
institution building within the cooperatives and NEA has not been adequately
addressed. Responsibilities unrelated to rural electrification have
diminished NEA's ability to focus on its objective to improve distribution of
electricity to rural areas. The Rura) Electrification Project aims to improve
institutional and financial viability. 1In line with the GOP's
reordanization/streamlining program, NEA submitted a proposed reorganization
structure to the Department of Budget and Management in July 1988 to
streamline operations. The plan will be fully implemented by
September 8, 1988. Under the new organizational structure, the NEA
Development Department js decentralized into separate operations and
evaluations components. Regicnal electrification managers (REMs) will oversee
REC operations on a regional basis and represent NEA in REC board meetings and
submit monthly progress reports of specific problems of RECs to NEA. Annex G
contains a detailed Administrative Analysis.

An assessment of NEA's host country contracting capability will be made by
AID staff or by an accecunting or consulting firm. If the assessment will be
made by the latter funds will be sourced from the evaluation and audit budget
line item.

B. Summary of Environmenta) Analysis

The Environmental Analysis assesses the environmental impact of the Rural
Electrification Project, as well as identifying the beneficiaries of the
project and the possibility of labor displacement. The Rural Electrification
Project will have minimal direct impact on the environment because the focus
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is on systems upgrading rather than expansion. In fact, the project will have
a positive impact on the overall quality of rural life, as well as making the
systems safer to operate through the administration of training courses.
Improved power service in rural areas will not only distribute electricity
more efficiently, but will also benefit employment and canitation conditions
in rural communities.

The direct impact is limited to the clearing of the environment for
electric distribution 1ines and procurement of poles. Installation of Systems
will necessarily require a small disturbance of soil. The procurement of
48,000 utility poles may result in increased harvesting of forest products and
a subsequent loss of forest coverage. Labor displacement will occur with the
streamlining of NEA and the REls, resulting in the loss of more than 2,000 to
3,000 jobs nationwide over a three year period. Annex J contains a detailed
Environmental Analysis.

C. Summary of Technjcal Analysis

The Technical Analysis discusses the rationale for the Rural
Electrification Program in relationship to the proposed systems reduction loss
proyram and financial management information systems improvements.

Since the project is concentrating on upgrading existing systems, technical
capacity or feasibility is not at issue. The engineering design,
construction, operation and techniques for maintaining the distribution
systems will remain the same under the Rural Electrification Project. Rather,
imnroving existing RECs and service areas to reduce line losses and power
interruptions and providing the expertise necessary to manage the
cooperatives, collect revenues and efficiently manage operations and
maintenance will be focused on in the project. Hence, project outputs will be
measured in terms of improved operating efficiency rather than physical

growth.

A very serious problem for the RECs is the energy lost in the distribution
system due to technical and adminjstrative or non-technical losses, such as
the lack of spare and replacement parts and line hardware. Line losses of up
to 50% have occurred because of lack of spare and replacement parts and line
hardware. A.I1.D. plans to reduce system losses through the imaediate
procurement and provision of essential commodities to selected RECs which have
been experiencing 1ine losses. The goal is to reduce REC system iosses to 15%
or below.

Technical improvements will also include a comprehensive institutional
development package aimed at managerial improvements within the NEA, including
the installation of an improved financial management information system and a
concommitant transfer of knowledge to the RECs. The objective of the
financial management /nformation system will be to take NEA beyond the data
processing stage. This system will be designed to support management planning
and decision-making, and will be able to access all of the information on
NEA's data base to permit ad hoc reporting. Improving the financial
management information system will also result in better controls and cash
management through standardized billing, reduced manpower, reduced costs
compared to non-computerized methods and more meaningful renorts for

management. . Annex F contains a detailed Technical Analysis.
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D. Summary of Social Soundness Analysis

The Social Soundness Analysis identifies the social dimensions of the
Rural Electrification Project, and assesses the sociocultural feasibility of
the project, the likelihood of spread effect and the social consequences and
benefits of implementing the project. The analysis outlines the importance of
ensuring the spread and sustainability of project benefits.

The analysis indicates that rehabilitation efforts will generate enough
support to outweigh any potential resistance from some sectors. NEA's target
objective is total electrification of the rural countryside by 1990. In
addition to providing more reliable electrical service, there should also be
an overall increase in opportunities for rural development, agro-industry and
employment. However, the rehabilitation program will incur some social costs
in the process. The streamlining and rehabilitation of NEA and the RECs will
result in unemployment for 2,000 to 3,000 employees due to the streamlining of
operations and fewer privileges for others. The possibility of increasing
political resistance against the NEA also needs to be taken into
consideration.

The importance of clarifying the role of rural electric cooperatives in
the context of the overall rural energy development plan is recessary to
sustain socioeconomic benefits and diffuse benefits beyond the initial project
target population. Although the selection of "model cooperatives" is expected
to generate positive reactions and cooperation on the part of management and
staff, the project must dispel the misconception that rehabilitation will
result in the stoppage of electric service in certain areas or that being
selected as a "model cooperative" is an indictment of the cooperative's
performance. The expected long-term benefits of the rehabilitation program
are outlined as well as an assessment of rural electrification's impact on
poverty. Annex I containc & deiailed Social Soundiess Analysis.

E. Summary of the Financial Analysis of the Commodity Loan Packages

The financial analysis contained in Annex H determines whether the
financial debt assumed by the RECs in obtaining the commodity loan packages
would be serviceable from the expected revenues that couid be derived from the
savings in systems losses, under various assumptions of interest rate,
inflation and loss reduction.

F. Summary of Economic Analysis

The economic analysis identifies three sources of economic benefits:
reduction in system losses from what they would be without the Project,
reduction in social costs of power outages, and benefits of general
development encouraged by the availability of more reliable power. A
quantitative analysis of the first saurce of benefits estimates the minimum
reduction in system losses necessary to justify economically the project.
Calculations show that slightly more than a 25 percent reduction in system
losses would justify the project, i.e. provide a Net Present Value (NPV) that
is positive, a benefit cost ratio (BCR) that exceeds 1, and an internal rate
of return (IRR) that exceeds the established minimum return of 15 percent.

Achievement of the Project's target of reducing losses to an average below 15

percent of total power purchased by participating RECs (about 70 in all)
should exceed the minimum reduction needed. See Annex K for details.
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VII.  COVENANTS, CONDITIONS PRECEDENT, WAIVERS AND STATUS OF NEGOTIATIONS

A. Conditions Precedent to Disbursements

In addition to the standard initial Conditions Precedent (CPs), the
following CPs are proposed:

Prior to the disbursement for commodities for Compacs 1, 2a and 3:

- That the Grantee will provide A.I.D. with a statement of the policies
and operational procedures to be followed in the commodity financing
program.

Prior to the disbursement for commodities for Compacs 1 and 2a:

a) the Grantee shall provide A.I.D. with a standard form of loan agreement
between NEA and RECs eligible to receive commodities.

b) evidence that the commodities to be procured for the RECs conform to
the recommendations of the technical equipment requirements contractor.

c) evidence of the financial viability of the procurement based on the
assessment of a local accounting firm.

d) evidence that the REC and NEA have executed a loan agreement in the
standard form approved by A.I.D. and the Grantee.

Prior to the disbursement for commodities for Compac 3:

- That the grantee shall provide to A.I1.D. an executed contract between
NEA and a long-term technical assistance contractor to provide expertise in
finance, accounting, management and institutiona) development and in
electrical distribution engineering.

Conditions precedent to disbursement for Compacs 2b and 4 will be
determined on the basis of the mid-term evaluation and reflected in an

amendment to the Project Agreement providing incremental funding.
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REPUBLIC OF THE PHILIPPINES
NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY

NEDA sa Pasig, Amber Avenue Pasig, Metro Manila

Cable Address: NEDAPHI|L
. P.0O. Box 419, Greenhilis
Teis. 673-50-31 10 50

. APR 18. 188
p

Lo - J
., -
~—~ —~—

-

Hr. Frederick W, Schieck
Mission Director
USAID, Manila

Attention: Mr. William Oliver
Frogram Office

Dear Director Schieck:

We are forwarding for USAID's consideration, the
proposed terms of reference (TOR) prepared by the National
Electrification Administration (NEA) for the Pilot Rural
Electrification Rehabilitation Project which wili

constitute
the seczond component of the Rural

Electrification Project
being lined up Zor- USAID assiscance in US fisecel year 198g,
We understand that the NEA has undertaken close consultations
with representatives of your Energy Development Division/ORAD
ip the premaration of :he aforecicted TOR.

We also wish to inform you that the Project
Identification Document (PID) for the Rursl Electrification
Project is pPresently being reviewed by this Office and the:

NEA. We will be mounting a meeting with your representatives

iDyv o dThE! To Cistuss comments on the afuvrecited TOR and PID shorzly.
oo r
|

Thank you and regards.

Very truly yours,

— -
FILOLOGO PANTE, JR.
Deput irector~General
(Ofnd er-in-Cherge)

>Zc:  Ms. B. Silva
M‘\ USAID/ORAD
CCD I v’ v
NT'

™ ‘ Mz, &. Imhgff

Frvwa] ’ USAID/0CD

f
|
e/I3!1 | | Acting Administrator R. Cabrera
1 NEA
1

e = A
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ANNEX €

5C(2) - PROJECT CHECKLIST

Listed below are statutory cr
LO proiects. This section is
‘Parts. Part A includes Criteria appoli e to
all projects. ©Part B applies to Projects funded
from specific sources only: B(1l) arnplies to all
Projects fundegd with Development Assistance:
B(2) applies 1o Drojects fundegd with Development
Assistance locans; and B(3) applies to Projecers
funded f-om =5F. .

CROSS REFERENCES: IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM
CRECKL1ST BEEN REVIEWED FOR
THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

1 TY 1988 Continuing Resolution Sec. 523 Yes, per STATE 276905, the
AR Sec. £32n. 1f money 1is sought to Tecmﬁca1rmtiﬁcathw
obligatad for anp activity not Previously submitted to Congress expired
JustiZied to Congress, or for an amount  without objection Aug. 23,
1n excess of amount Previously justifieg 1988,
to Congress, has Congress been bropezly
notifieg?

2 FZA Sec. 8l1(a)(1)y. Prior to an Yes.

Obligation in excessg of $500,000, wil)

there pe (a) engineering, financial or
other plans necessary to Carry out the
assistance, and (b) a Teasonably firm
esiimate of the €O0St To the U.S. of the
asslstance?

3. FAA S5ec. 61l(a)(2). 1t legislative N/A
action is requiregd within Iecipient
CouUntry, what 1is the basics for a
Teasonable eéxpectation that such action
will be tompleted in time o permit
orderly accomplishment of the Purpose of
the assistance?

e
—

-



TAA Sec. 611(b): FY 19gg Continuing
Resolution Sec. 501. 1f project is for
wWaler or water-related land resource
construction, have benefirts and costs
S2en computed to the éxtent practicable
i accordance with the principles,
standards, and bDrocedures establisheg
PUrsuant to the Water Resources Planning
)7 (See

AR Sec. 6ll(e). 1f project ig capital
assistance (e.q., construction), and
©otal U.S. assistance for it wila exceed

$1 million, has Mission Director
certified and Reglonal Assistant
Administrator taken into consideration
the country's cépability L0 maintain ang
utilize the Droject effectively?

Sec. 209. Is Project Susceptible to
cutlon as part of Iegional or
tilateral Project? £ so, why is
ject not so executed?
nclusion wnether assistance will
tourage.regionajl development brograms.

o B o I SV )

Al Sec. 601(a). Information ang
contlusions on whether Drojects will
sncourage efforts of the country to:
{2) 1lncrease the flow of international
~Zade; (b) foster Private initiative ang
tompetition: (c) encourage development
egnd use of cooperatives, credit unions,
and savings and loan assoclations:

{(d) discourage monorolistic practices
(2) improve Technical efficiency of
industry, agriculture angd commerce; ang
"7) Birengthen free labor unions.

DAl Sec. 601(b). lnformation ang
conclusions on how Project will encourage
U.S. private trade ang investment abroad
22d encourage private U.S. participation
ir foreign assistance programs (including
Use oi private trade channels and the
Services of U.s. Private enterprise).

FAR Secs. 612(b), 636(h),
taken to assure that, to the maximumn
extent possible, the country is
contributing local currencies to meet the
Ccst of contractual and other services,
2nc Zoreign Currencies ownegd by the U.s.
Are utilizad in liew of dollars.

Describe Steps

N/A

Yes.

Multilateral donors are .
focusing on system expansion;

Informacion ang whereas AID is focusing on

system rehabilitation.

(a) No

(b) ves

(c) The project supports the
strengthening of rural
cooperatives.

(d) No

(e) Yes

(f) No

The U.S. will be a major
supplier of services and

commodities.

The GOP and the rural
electric cooperatives will
supply at least 25% qf

the project's cost, in X
cash and in kind. U.S. does
not own local currency
available for this project.
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lz.

FAA Sec. 612(d). poes the U.S. owp No.
éxcess foreign Currency of the country

and, if so, what arrangements have been
made for irg Ielease?

commodity likely to be in surplus op
world markets at the time the Lesulting
Productive caracity becomes Oberarive,
and 1s such assistance likely to cause
Substantial injury to U.s, bProducers of
the same, similar or competing commodity?

FY 1988 Continuing Resolution Sec. 553, No.
Will the assistance (except for Programs
in Caribbean Basin Initiative countries
under U.s, lariff Schedule "Sectiop BO7,
which allows feduced tariffs On articles
assembled abroag from U.S.-made
components) be usegd directly L0 procure
feasibility Studies, prefeasibility
studies, or Project brofiles of bPotential
investment in, or to ASSist the
establishment of facilities Specifically
designed for, the manufacture for export

eXports, of textiles, apparel, footwear,
handbags, flat gooas (suvch as wallets or
coin purser wWOIn on the berson), work
gloves or leather wWearing appare]?

ZAA Sec. 11900)(4)-(6). Will tpe éa;NO-
2ssistance (a) support tfzining ang b) No.
education efforrtsg which improve the (c) No.
capacity of Ie2cipien: couniries o (d) No.

DPrevent loss of biological diversity:
(b) be provided under a long-tern
agreement in which the recipient country
agrees Lo protect &cosystems or other
wildlife habitats: (c) support efforrs
to identify and survey 2cosvstems in
Leclipient countrieg wortny c-
Protection; or (d) by any direct or
indirect means significantly degrade
Dational parks OrI similar PIotected areag
Or introduce exotic plants or animals
into such areag?



14. EARA 12)1(d). If a Sahel Project, has a N/A
determination been made that the host
government has an adequate system for
accounting for and controlling recelpt
and exvenditure of Project funds (either
dollars or local Surrency genercaced
therefr-om)?

15. FY 1988 Con:zinuing Resolution. 1= N/A
asslstance is to be made to a Uniteg
States PVO (other than a cooperative
development organization), does i- obtain
at least 20 percent of 1ts total annual
funding for lnternational activities from
sources other than the United States
Government?

16. FY Continuing Resolution Sec. 541. 1f N/A
asslistance is being made availaple To a
PVQO, has that 0rganiczation provided uron
Timely reguest any decument, file, or
record necessary to the auditing
reguirements of A.1.D.. and is the PVO
registered with A.I1.D.?

17. FY 1988 Continuing Resoluticn_Sec. 514, N/A
If funds are belng obligated under an
aprropriation account to which they were
not app:dp:iated, has prior approval of
the Appropriations Committees of Congress
been obtained?

18. FY Continuino Resolution Sec. 3515. If Yes
deob/reob authority is sought to be
exercised in the Provision of assistance,
are the funds being obligated for the
Same general purpose, and for countries
within the same general region as
originally obligated, and have the
Appropriations Committees of both Houses
of Congress been properly notified?

19. State Authorization Sec. 139 (as Statutory reporting
lnterpreted by conference report). Has requirements will be met
confirmation of the date of signing of immediately upon executicn
the project agreement, including the of agreement.

amount involved, been cabled to State L/T
and A.I.D. LEG within 60 days of the
agreement's entry into force with respect
to the United States, and has the full
teXt of the agreement been bPouched to
those same offices? (See Handbook 3,
Appendix 6G for agreements covered by
this provision).
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B. FUNDING CRITERIA FOR_PROJECT

l. Development Assistance Project Criteria
a. FY 1988 Continuing Resolution Sec, N/A
552 (as interpreted by conference
Leport). 1f assistance is for

agricultucal development activities
(specifically, any testing or
breeding feasibility tudy, variety
improvement or introduction,
consultancy, Publication, conference,
Cr training), are such activities (a)
specifically ang Principally designeg
to increase agricultural exports by
the host country to a country other
than the Unitegd States, where the
€«port would lead to direct
competition in that third country
with exports of g similar commodity
grown or produced in the United
States, and can the activities
Ieasonably be éxpected to cause
Substantial injury to U.S. 2xporters
of a similar agricultural commodity;
or (b) in support of fesearch that isg
intended Primarily to benerit y.c
producers?

b. FAA Secs. 102(b), 111, 113, 281(a). (a) Project directly supports
Describe extent to which activity improvement ofrmra]e]axr1c
will (a) effectively involve the poor services; (b) Project directl)
in develobpment by ex:ending access to supports cooperatives;

economy at local level, increasing (c) Project supoorts self-helg
labor-intensive Production and the efforts of GOP in rural
use of appropriate techinology, electric dmtrimn1on§ectm%
dispersing investment from cities to (d) Rural electritication lead
Small towns and rural areas, and to increased emnloyment

opportuni’ies for women and a
reductton in the time needed
to perform household tasks.
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insuring wige bParticipation of the
POOr in the benefits of davelopment
On a sustained basis, using
appropriate U.s. institutions:

(b) help develop cooperatives,
eéspecially by technical assistance,
Lo assist ruraj and urban poor to
help themselves toward a better life,
and otherwise encourage democratic
Private and local governmenta)
institutions; (c) support the
self-help efforrts of developing
countries; (g) Dromote the
Participation ol women in the
hational economies of developing
countries and the improvement of
women's status; ang (e) utilize ang
eéncourage regional €ooperation by
developing countries

FAR Secs. 103, 1032, 104, 105, 106, Yes.
120-21. Does the project fit the

Criteria for the source of funds
(functional account) being usegd?

FAA Sec. 107. 1Is emphasis placed op ,
use of appropriate technology No.
(relatively smaller, Cost-saving,
labor—using technologies that are
generally most appropriate for the

small farms, small businesses, apg

small incomes of the poor)?

FAA Secs. 110, 124(a). Will the Yes.
recipient country provide at least 25
bercent of the COsts of the PIogram,
Project, or activity with respect to

which the assistance is to be

furnished (or is the latter

Cost-sharing reguirement being waiveg

for a "relatively Jleast developegd*
country)? '

FAA Sec. 128(b). If the activity Yes.
attempces 1o increase thne

institutional capabilitieg of Private
Organizations or the government of
the country, or if it attempts to
Stimulate sclentific ang
technological Lesearch, has it peep
designed ang will it be monitored to
ensure that the Ultimate
beneficiaries are the poor majority?
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FAA Sec. 281 (b). Describe extent to
which Program Iecognizes the
Particular Needs, desires, ang
Capacities of the people of the
country; Utilizeg the country'sg
intellectual Iesources to encourage
institutiona) development: ang
Supports civij education ang Lraining
in skills Tegquired for effective
Participation ip governmental
Processes éssential to
self-government.

FY 1988 Continuing Resolution Sec.
238. Are any of the funds to be usegd
for the berformance of abortions as a
method of family Planning or to
motivate or coerce any Person to

Practice abortions?

Are any 0f the funds tO be used to
bay for thne berformance of
involuntary sterilization as a method
of family blanning or to coerce or

Are any of the funds to be used to
bay for any biomedical Iesearch which
Ielates, in whole or ip Part, to
methods of, or the Performance of,
abortions or involuntary
Sterilization as 4 means of family
Planning?

FY 1988 Continuinag Resolution, Is
the assistance being made available

If assistance is from the Population
functional account, are any of the
Iunds to be made available To
voluntary family Planning DProjects
which do not offer, either directly
oL through Ieferral to or information
about accessg to, a2 broagd range of
family Planning methods and serviceg?

Project directly recognizes
and responds to the
Philippine peoples needs,

desires and capacities'
uses Jlocal resources; and

supports skills training.

No; no; no.

No; n/a.
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FAD Sec. 601(e). Will the project
utilize competitive sz2lection
Procedures for the awarding of
contracts, except where applicable
pProcurement rules a3))ow otherwise?

FY 1988 Continuing Resolution. What
portion of the funds will pe
available only for activities of
eéconomically ang socially
disadvantaged €nterprises,
historically black colleges angd
universities, Colleges angd
universities having a student bedy in
which more than 20 Percent  of-the
Students are Hispanic Americans, and
Private ang voluntary organizations
which are controlled by individuals
who are black Americans, Hispunic
Americans, or Native Americans, or
who are economically or socially
disadvantaged (including women) ?

FAA Sec. 118(c). Does the assistance
comply with the environmental
DProcedures set forth in A.1.D.
Regulation 16?7 Does the assistance
Place a hign briority on conservation
and sustainable management of
tropical forestg? Specifically, does
the assistance, to the fullest extent
feasible: (a) Stress the importance
of conserving and sustainably
managing forest resources; (b)
Support activities which offer
employment and income alternatives to
those who otherwise would cause
destruction ang loss of forests, andgd
help countries identify ang implement
alternatives to colonizing forested
areas; (c) support training
Programs, educational efforts, ang
the establishment OL strengthening of
institutions to improve foresgt

management: {d) help_end destructive:

slash-and-burp agriculture by
supporting stable ang pProductive
farming Practices: (e) help conserve
forests which have not yet been
degraded by helping to insrease
Production on lands already cleareqd

Yes.

Disadvantaged enterprises
will be used to the
maximum extent possible for
evaluation activities.

Yes

No.

) No.

=
o

) No:

=
o

)'No:
) No..

XG. —=-IJ0Q oo o
22222
[l e lNelNe)

. e e e

) No:



Oor degraded: (f) conserve foresteqd
watersheds angd fehabilitate those
which have beep deforested; (g9)

SUpport training, research, and other
actions which lead to Sustainable ang

for timber harvesting, femoval, anagd
Processing; (h) support Iesearch to
€Xpand knowledge of trooical forests
and identify alternatives which will
Prevent forest destruc:ion, loss, or
degradation: (1) conserve blological
diversity in forest areas by
Supborting efforts to identify,
establish, andg maintain a
Teépresentative network of Protected
tropical forest ecosystems on g
worldwide basis, by making the
establishment of bProtect=d areas a
condition of Subport for activities
involving forest clearance or
degracdation, ang by helping o
ldentify trorpical forest ecosystems
and species in need of protection ang
establish and maintain appropriate
brotected areas; (j) seek to
increase the awareness of U.s.
government agencies and other donors
©f the immediate ang long-term value
of tropical forests; ang (k)/utilize
the resources ang abilities of a1}
Ielevant U.sS, government agencies?

FARD Sec. 118(c)(13). If the
assistance will SuUPPOrt a program or
Project significantly affecting

Plant species), will :he program or
Project (a) be based upon careful
analysis of the alternatives
available to achieve the best
Sustainable use of the land, ang
(b)/take £ull account of the
environmental impacts of the proposed
activities on biological diversity?

N/A
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FAA Sec. 113(c)(24). Will assistance
be used for (a) the PZocurement or
use of logging eguirwent, unless an
environmenta) assessment indicares
that all timber harvesting opevations
involved wil] be conducted ip an
envi:onmentally sSound manner ang that
the proposed activity will Produce
Positive economjc benefits ang
Sustainable forest minagement
Systems: or (b) actions which will
significantly degrade national parks
Or similar DPIotected areas which
contain tropjcal'forests, or
introduce eéXotic plants or animals
into such areas?

FAA Sec. ~18(c)(15y, Will assistance
be used for {a) activities which
would result ip the conversion of
forest lands to the rearing of
livestock: (b) the construction,
upgrading, or malintenance of roads
(including temporary haul roagds for
logging or other extractive
industries) which pass through
relatively undegraded forest lands;
(c) the colonization of forest langs;
or (d) the construction of dams or
other water control Structures which
flood Lelatively undegraded forest
lands, unless with Iespect to each
such activity an environmental
assessment indicatesg that the
activity will contribute
signi:icantlyiand directly to
improving the livelihond of tpe rural
boor and will be conducted in ap
environmentally sound manner which
supports Sustainable development?

FY 1988 Coutiruing Resolution If
assistance will come from the
Sub-Saharan Africa DA account, is it
(a) to be used to help the poor
majority in Sub-Saharan Afria
through a process 0L long-term
development ang economic growth that
is eguitable, Participatory,
environmentally Bustainable, angd
self-reliant; (b) being Provided ip

a;No.
No.

N/A

N/A
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accordance with the policies
contained inp Section 102 of the FAA;
(€) being provigeq, when conistent
with the objectives of such
Asslstance, through African, United
States ang other PVOs that have
demonstrated effectiveness ip the
promotion o- locaj grassroots

(d) being useg to help overcome
sShorter-term constraints to long-term
development, tO promote reform of
sectoral economic pPolicies, to
Support the critical sector
Priorities 0f agriculturaj Production
and natural Lesources, health,
voluntary family Planning services
education, apg income generating
OPportunities, tp bring about
apPpropriate sectoral festructuring of
the Sub-Saharan African economies, to
Subpert reform in public
administration and- finances ang to
establish a favorable environment for
individual enterprise ang
self-sustaining development, ang to
take into account, i1n assistegd policy
Ieforms, the need to protect
Vulnerable groups: (e) being usegd to
increase agricultural Production in
WéYs that protect and restore The
hDatural resource base, especially
food production, to maintain ang
improve basic transportation ang
communicatiop NeTtworks. to maintainp
and restore the natural resource base
in ways that increase agricultural
Production, to improve health
conditions with special emphasisg on
meeting the health heeds of mothersg
and children, including the
establishment of self-sustaining
Primary health carE"systems_tbat'iive
priority to Preventive care, to
Provide increased access to voluntary
family Planning services, to improve
basic literacy and mathematics
especially to thoge outside the
formal educational System and to
improve PrLimary education, and to
develop income-generating
OPPOrtunities for the unenployed »54d
underemployed in urban and rural
areas?



2. Develooment assistance Proiect Criteria N/A

{Loans Onlv)

FAA Sec. 620(d). 1f assistance is for
any productive €nterprise which wil)
compete with U.s. enterprises, is there
an agreement by the Lecipient country to
Prevent export to the U.S. of more than
20 percent of the énterprise's annuajl

106, will loan be pProvided, to the
maximum extent Practicable, at Or near
the prevailing interest rate Paid on
Treasury obligations of similar maturity
at the time of obligating guch funds?

FAA Sec. 122(b). Does the activity give

feasonable promise of assisting
long-range Plans and Programs designed to
develop economic Tesources ang increase
Productive capacitiesg?
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3. Economic Subbort Fund Project Criteria N/A

a. FAA Sec. 531(a). Wil this assistance
Promote economic ang political
stabilitv? To the maximum extent
feasible, is this assistance consistent
with the policy directions, Purposes, and
Programs of Part I of the FARA?

b. FAA sec. 531(e). Will this assistance be
used for military or Paramilitary
Purposes?

C. FAA Sec. 609. 1f commodities are to be
granted so that sale proceeds will accrue
to the recipient country., have Special
Account (counterpart) arrangements beep
made?

567



5C(3) - STANDARD ITEM CHECKL1ST

Provisions of anp assistance agreement dealing
with its implementation, .or covered in the
agreement by imposing limits Onh certain uses of -...

funds.

Ti:ese items are arranged under the general
headings of (a) Procurement, (B) Construction
and (C) Other Restrictions.:

A. PROCUREMENT

1 IAA Sec. 602(a). are there arrangemen..
Lo permit U.s, Small business-to _
barticipate egqulitably in-the furnishing
of commodities ang Services financed?

Yes.

2. FaA Sec. 604 (a).. wWila all procurement be Yes,
from the U.5S. €Xcept as otherwise
determined by the President Or under-
delegation from him?

FAA Sec. 604 (4d)y. If the cooperating_ R/A
country discriminates 8gainst marine.
insurance companies authorized to-do- .
business in the Uu.s., will.commodities be
insuced in the- United States.against

marine risk with guch ga company?

ZAh.Sec. 604(e)T TSDCAT6f 1980 Sec . N
705(a). If non-U.s. Procurement of '

ag:icultural commodity-or-product thereof
is to be financed, ig There provision:
against such Procurement when the-
domestic price of such. commodity ip legsg
than parity? (Exceptioniwherefcommodity‘
financeg could not reasbnablyfbe‘progp;ed
in U.s.) - T o -

5 EAR Sec. 604(gqy. Will construction or No.
engineering services be procured from
firms or advanced developing countries:



http:Will-construction.or
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countries which receive direct economic
assistance under the FAA and permit
Jnited States firms to compete for
construction or engineering services
financed from assistance Programs of
these countries.)

FAR Sec. 603. 1s the shipping excluded No.
from compliance with the reguirement ip
section 901(b) of the Merchant Marine Act
of 193¢, as amended, that at least

50 percent of the gross tonnage of
commodities (computed Separately for dry
bulk carriers, dry cargo liners, ang
tankers) financed shall be transported on
Privately owned U.S. flag commercia)
vessels to the extent Such vessels are
available at fair and Ieasonable rates?

FAR Sec. 621(a). 1f technical assistance Yes.
1s financed, will such assistance be

furnished by privarte enterprise on a

contract basis to the fullest extent
Practicable? Will the facilities and
Iesources of other Federal agencies be
utilized, when they are bDarticularly

sultable, not competitive with Private
enterprise, and made available withourt

undue interference with domestic Programs?

International Air Transovortation Fair Yes.
Competitive Practices Act, 1974. If air
transportation of persons OI property is
financed on grant basis, will U.s.

carriers be used to the extent such

service is available?

FY 1988 Continuing Resolvtion Sec. 504. Yes.
If the U.s. Government is a Party to a

contract for brocurement, does the

contract contain -a Provision authorizing
termination of such contract for the
convenience of the United States?

FY 1988 Continuina_Resg;ggjon Sec. 524. Yes.
1f assistance is for consulting service

through procuremensz contract pursuant to

5 U.s.C. 3109, are contract expenditures

a8 matter of public record and available

for public inspection (unless otherwisge
Provided by law or Executive order)?




B.

CONSTRUCTION

FAA Sec. 601(d). 1If capital (e.gq.,
construction) Project, will U.S.
engineering and professional services be
used?

FAA Sec. 6ll(cy. If contracts for )
ctonstruction are to be financed, will
they be let on a competitive basis to
maximum extent Practicable?

FAA Sec. 620(x). If for construction. of
Productive enterprise, w1ll- aggregate-
value of assistance to be furnishea by
the U.S. not exceed $100 million (except
for producrtive enterprises in Egypt that
were described in the CP). or does
assistance have the express approval of .
Congress?

OTHER _RESTRICTIONS:

TAA Sec. 122(b). 1If dev:lopment. loan
Tepayable in dollars, is- interest rate at
least 2 percent Per annunm during“a-gracef
period which is not Lo exceed ten years,
and rat least 3 Percent per annunm
thereafter?

FAR 'Sec. 301(4d). If fund‘is_established
solely by U.S. contributions. and.
administered by an international
organization, does Comptroller~Genera1
have andit rights? -

FAA Sec. 620(h). Do arrangements exist
to insure that United States foreign aicg¢
1s not used in a manner. which; contrary
LO the best interests of the United
States, promotes Or assists the foreign
aid'projectg O activities of the _
Communist-bloc countries?

Yes.

N/A

N/A

Yes.
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Will arrangements Preclude use of
financing:

a.

FAR Sec. 104(f): FY 1987 Continuing
Resolution Secs. 525, 538, (1) To
bay for performance of abortions as a
method of family Planning or to
motivate or coerce persons to
Practice abortions;: (2) to pay for
performance of involuntary - - - .
sterilization asg method- of fami}
Planning, or to Coerce or provide
financial incentive to any person to
undergo sterilization:u(B) to pay.for
any biomedical fesearch which::: :~. .
relates, in whole OL part., to methods

Or the performance of.abortions,or:;@

involuntary Sterilizations as ga means
of family Planning; or. (4) to. lobby
for abortion?

FAR Sec. 483 To.make reimburse-
ments, in.the form of cash payments
to persons whose illicit druqicroos
are eradicateg?

- FAR Sec. 620(a). To compensate

owners for expropriated.or..
nationalized bProperty,-except. to
compensate foreign nationals in
accordance with a land reform Program
certified by the President?

FAR Sec. 660. To*providentraining.

advice, or any financial:support'for"”

police, praisons, or other law"
enforcement forces, except. for
narcotics programs?

FAA Sec. 662. For CIA activitiesg?

FAA Sec. 636(1). For;purchase._sale;
long-term lease, exchange or guaranty
of the sale of motor vehicles
manutactured outside U.S.. unless a
vaiver is obtained?

Yes.

Yes.

Yes.

Yes.

Yes.

Yes

i ot
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FY 1988 Continuing Resolution Sec.
503. To pay Pensions, dannuities,
ngirement Pa8Y. or adjusted service
compensation for prior or current
military PLtsonnel?

FY 1988 Continuing Resolution Sec.
505. To pay U.N. assessments,
drrearages or dues?

'Y 1988 Continuing Resolution Sec.
206. To carry OuUt provisions of FAA
section 209(d) (transter of.Fan funds
to multilateral organizationg for
lending)?

FY 1988 Continuing Resolution Sec.
210. To finance the export of
Nuclear equipment, fue)] or
technology?

FY 1988 Con inuing Resolution Sec.
511. For the purpose-of aiding the
efforts of the government of such
coun-ry to repress the legitimace
rights of the Population. of such
country contrary to the Universa)
Declaration of Human Rights?

FY 1988 Continuing Resolution See
5l6: State Auvthorization Sec 109

To be used for Publicity or
Propaganda purposes designed to
Bupport or defcat legislation Pending
before Congress, to influence ip any
way the outcome of ga political
election in the United States, or for
any publicity or PIopaganda purposes
Dot authorized by Congress?

Yes.

Yes.

Yes.

Yes.

Yes. .






ANNEX F

TECHNICAL ANALYSIS

1. General Approach

The Philippines’ Rural Electrification Program is an ongoing program that
has developed and grown tremendcusly in the past few decades. The Technical
Analysis will discuss the rationale for the Rural Electrification Program in
relationship to the proposed systems reduction loss program and financial
management information systems improvements.

The Philippines has an extensive history of rural electrification through
the use of RECs. The problems identified today do not concern technical
capacity or feasibility, but rather aris: from revenue problems, rate
structure and institutional/financial management defects. The engineering
design, construction, operation and techniques for maintaining the
distribution systems will continue under the current system. Rather, the
expertise to manage the cooperatives, collect revenues and efficiently manage
operations and maintenance will be improved.

Upgrading existing systems and improving systems operation is the focus of
the Rural Electrification Project. The project concentrates on improving
existing RECs and service areas to reduce line losses, power interruptions,
etc. Project outputs will be measured in terms of improved operating
efficiency rather than physical growth.

2. Systems Loss Reduction Program

Due to the rapid expansion of REC service areas since 1980, institution
building within the cooperatives and NEA was given lesser priority and not
adequately addressed. As a results, the RECs have been oriented towards
construction and expansion of distribution lines, rather than institutional
and financial viability. Mission studies have determined that a very serijous
problem for the RECs is the energy lost in the distribution system due to
technical and administrative or non-technical losses. Line losses of up to
50% have occurred because of lack of spare and replacement parts and line
hardware. A.I.D. plans to reduce system losses through the immediate
procurement and provision of essential commodities to selected RECS which have
b2en experiencing line losses. Early provision of essential commodity inputs
will enable NEA to provide material support to selected better managed coops,
And at the same time entice thoze less well managed to begin to undertake
needed institutional reforms. A reduction in line losses will have an almost
immediate impact on a coop's revenue base. The goal is to bring REC system
losses to 15% or below.

The magnitude of this loss particularly in those RECs under the 7500M
relending program is shown in Table . A serious waste of resources,
reduced economic benefits and dissipated financial resources for RECS is
outlined. The methodology to be employed in reducing losses includes the
folTowing technical concepts: a) right of way clearing; b) metering of
unmetered consumers; c) load balancing; d) inspection of metering equipment of
irdustrial consumers; e) installation of capacitors; f) massive calibration
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and inspection of meters; g) use of insulated conductors for the secondary
lines; h) transformer 1oan management; i) renabilitation of lines;

k) installation of neutral conductors and groundings. Table F1 also shows the
system loss reduction target.

TABLE F1

SYSTEM LOSS REDUCTION TARGET
COOP RELENDING PROGRAM

AVE. MONTHLY

AVE. MO SYSTEM LOSS TARGET POWER FACTOR
coop KWH PURCH. KWH ] 6 MOS. 1 YR. PRESENT TARGET
1. BATELCO 6,576,166 2,974,333 45.00 35.00 25.00 92.40 95.00
2. NEECO I 2,770,333 1,266,250 45.00 35.00 25.00 85.83 95.00
3. NEECO IT 1,800,166 717,750 40.00 30.00 20.00 82.15 95.00
4. NEECO III 1,879,083 775,583 41.00 30.00 25.00 79.64 95.00
5. PELCO I 2,142,416 881,250 41.00 30.00 25.00 87.33 95.00
6. PELCO II 6,899,583 2,672,666 39.00 30.00 20.00 90.7 95.00
7. PELCO IIl 3,643,833 1,204,500 33.00 25.00 20.00 94.34 95.00
8. PRESCO 237,583 101,583 42.00 25.00 20.00 90.44 95.00
9. TARELCO I 2,220,416 637,583 28.00 25.00 20.00 87.58 95.00
10. TAR'CO II 1,641,333 384,750 23.00 18.00 15.00 87.28 95.00
11. BATELEC I 3,420,250 788,333 23.00 18.00 15.00 88.33 95.00
12. BAT'C I{ 5,955,000 1,810,250 30.00 25.00 18.00 86.79 95.00
13. LAGUNA 1,796,333 643,416 36.00 25.00 20.00 85.41 95.00
14. ALECO II 4,097,166 1,500,833 37.00 30.00 25.00 84 53 95.00
15. ALECO III 1,405,333 583,333 42.00 25.00 20.00 87.05 95.00
16. CAS'CO II 4,663,500 1,299,833 28.00 20.00 15.00 91.57 95.00
17. CS'CO III 1,272,916 310,833 26.00 20.00 15.00 92.25 95.00
18. CAS'CO 1v 576,000 158,333 36.00 25.00 20.00 95.57 97.00

The methodology to be employed in reducing line losses will result in
significant savings immediately upon upgrading of the distribution system
component.

The distribution system of the RECs follows standards set by NEA. The 20
RECs and six alternates selected for COMPAC 1 demonstrate management
capability but remain in need for technical componentry to reduce power
losses. The immediate procurement of essential commodities to attack the line
loss problems of selected RECs is planned. Rehabilitation parts which will be
supplied in the procurement program are outlined as follows:
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The procurement of poles, meters, transformers and service drop wires are
the most critical items to initiate a line loss reduction. Overhead lines,
using wooden poles, which are either creosoted or tanalized, will be
utilized. The usual primary distribution pole is 10.7 meters. Cross arms are
2.4 meters creosoted or tanalized. Al poles have ground wires coiled at the
butt and connected to the overhead neutral wire, which is continuous
throughout the distribution system. The conductors are bare and the neutral
wire is common for the 13,200 volt primary and the 240 volt secondary
underbuild.

Transformers on virtually all systems are overloaded and are frequently
the wrong size for the load they should be carrying. The development of more
durable multi-grounded systems is planned. The distribution voltage which is
standard for all RECs, is 13,200 volts line-to-line, and 7,620 volts
line-to-neutral. The neutral wire is grounded at every pole at the neutral
point of the substation transformer. This makes the system a multi-grounded
system,

Procurement plans include four mobile transformers which will be centrally
located for use by NEA as standby units in case of failure or the need to
repair cooperative substituticn equipment. Distribution transformers are
standardized at 7,620 volts for line-to-neutral connection. Secondary voltage
is 240 volts grounded. A typical residential area is served by a 10 KVA
distribution transformer with a single high voltage bushing and two 240 volts
low voltage bushings. The high voltage bushing has the primary fuse inside.
The transformer is connected directly to the overhead 13,200-7,620 volt line
without the necessity of using a fused cut-out. A distributor-type lightning
arrester is installed on the transformer tank. The disconnecting device is
provided by the use of hot line clamps to simplify the transformer
installation. The transformers are mostly of Completely Self Protected (CSP)
type, which has a high side fuse and a low side circuit breaker.

The house utility voltage is 240 volts with one line grounded. Secondary
lines consist of a bare grounded line (common with the primary neutral for
underbuili secondar 1ine? and a 240 volts insulated line. Drop wire to the
houses consist of a bare ACSR messenger wire twisted with an insulated ACSR
wire connecting to the house meter. This is a auplex drop wire. House meters
are single element 240 volts cyclometer type. For commercial and industrial
consumers, three phase service is available and two-element, 3-phase, 3-wire
meters are used. A triplex drop wire consisting of 2 twisted insulated ACSR
wires and a bare ACSR wire goes from the pole to the 2 element, 3 phase,
3-wire meter.

3. Financial Maragement Information System

The initial FY 1988 financing will include a comprehensive institutional
development package aimed at managerial improvements within the NEA, including
the installation of an improved financial management information system and a
concommitant transfer of knowledge to the REC3. The objective of the
financial management information system will be to take NEA beyond the data
processing stage. This system will be designed to support management planning

7y
o
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and decision-making, and will be able to access all of the information on
NEA's data base to permit ad-hoc reporting.

A first-rate general ledger system for NEA will:

--Provide reliable information which will allow NEA to determine the
composition of any number that appears in any report, and relate to
its input components.

--Simplify accounting structures; NEA shall not be forced todefine
structural information in a redundant manner

--Easily accommodate NEA coding system.
-Provide reports ranging from detail level to concise summaries.

--Provide perjodic reports in formats useful to the different NEA
organizational levels.

--Generate comparisun reports, showing net activity is selected
accounts for particular codes or identifiers.

--Provide a report generator for such items as income and expense
trend analysis, and schedules of asset depreciation.

Although the project will be concerned with the implementation of billings
and accounts receivable systems at selected RECs, careful consideration shall
also be given to the capability of these Systems to generate information which
can be consolidated at the NEA level. This would result in improved controls
and monitoring of key performance indicators, such as collections, by NEA
manajement.

The selected billing and accounts receivable system must be easy to
operate and responsive to the requirements of the REC. Among the important
factors to take in consideration for the design or selection of an appropriate
billing system for the RECs are the following:

-=Number of clients supported (typically, RECs memberships range
between 6,000 and 65,000 clients).

--Number of rate classes supported (i.e., residential, industrial,
commercial, etc.).

--Flexibility of the rates structure supported, including capabilities
for any combination of flat charges, fuel surcharges, seasonal and
time of day differentiated rates, declining blocks rates, etc.
--Support of regular or cycle bills.

--Interface to Accounts Receivable System.



The benefits of improving the financial management information system
include better controls and cash flow through a standard billing and accounts
receivable system, improved and meaningful reports for management, reduced
manpower, and reduced costs compared to non-computerized methods.



ANNEX G

ADMINISTRATIVE ANALYSIS

[. National Electrification Administration:

A. Description

The National Electrification Administration (NEA) will have overall
responsibility for implementing the project. The NEA is a governmental agency
Created in 1969 through Republic Act No. 6038 with the primary objective of
implementing the National Rural Electrification Program through a system of
Rural Electric Cooperatives (RECs).

In August 6, 1973 Presidential Decree No. 269 converted NEA to a
corporation with a broad charter declaring total electrification as a GOP
objective.

In pursuance of this objective, the NEA provides institutional, technical,
financial, regulatory, supervisory and developmental services. A brief
description of its services follows:

a. Institutional

i) Formation of RECs for the purpose of developing community involvement
in the supply, promotion and encouragement of full use of electric
service.

ii) Managerial, administrative, legal, and training services for RECs.
b.  Technical

i) Supervision of construction of transmission and distribution lines,
headquarters, power plants, substations, and other facilities.

ii) Procurement of rural electrification materials and equipment from
both local and international sources.

c. Financial
i) Financier of NEA and RECs programs.
i1) Managerial assistance on financial operations of RECs.
d.  Regulatory
i) Granting of franchises to electric systems.

i1) Regulation of rates of RECs.

e.  Supervisory

W\
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Supervision of institutional, technical and financial development and
operations of rural electrification, dendro-thermal, mini-hydro and other
special programs of RECs.

f. Developmental

i) Development of alternative energy projects for RECs.
1) Promotion of special project such as schoo) lighting and
waterworks, irrigation, small and medium-scale industries and
rural housing.

B. Organization of National Electrification Administration

Until recently, the organization of NEA was based on a 1981
organizational chart. In line with the GOP's reorganization/streamlining
program, NEA submitted a reorganizational structure to DBM in July 1988, which
should be implemented by September 8, 1988.

The former organizational structure of NEA did not allow the agency to
fulfil its primary objective to provide relijable electricity to rural areas.
NEA's structure had grown to include offices and divisions that have entirely
different objectives from providing reliable electric power to rural areas.
For example, the special project offices, Tanglaw and Promotion of Industries,
function as extensions of the defunct Ministry of Human Settlements and
provide livelihood projects to the communities. Both project offices are
focusing on integrated rural development programs such as the REC Tivelihood
projects which include reforestrations, charcoal kilns, fish ponds, garments,
etc.

C. Training

NEA has managed a training program through a special project office,
the Rural Ejectric Training Office (RETO), since 1976. The office's
objectives are to plan and implement training programs that assist other
developing countries to set up and develop their own rural electrification
programs by using the Philippine experience as a model.

The dendro-thermal and mini-hydro office: are established as separate
organizations within the NEA structure. The offices' objectives are to
install dendro-thermal power pilans and mini-hydro plants. Both offices have
placed heavy demands on NEA's budget, manpower resources and technical
training staff. A review of NEA's organizational chart shows that it is
organized horizontally with a total of ]3 line and staff departments all
reporting to one administrator. Thus, decision-making is highly centralized.
Despite the presence of departmental objectives and the presence of functional
administrators, department heads rely on the administrator to decide which
problems fall within their scope of responsibilities. The wide span of
conirol of the Administrator and the centralized decision authority impedes
NEA's ability to respond readily to the needs and problems of the RECs.

F
<2
[y



- 3.

Although NEA created the Rural Electric Training Office (RETO) to
provide training assistance to foreign countries, it does not have a single
body responsible for planning and implementing training programs for local
staff development. The staff's training depends on the initiative of the
department. On the whole however, the Engineering and Mini-hydro offices have
had some international and domestic technical training. Department heads and
directors have also been provided with adequate training. However, training
in the Finance and Program Control Department is lacking, particularly in
monitoring the RECs financial performance. Some of the Finance staff lack
sufficient background on how to implement NEA's policy guidelines, systems and
procedures.

In October 1986, the NEA created a training committee which is
responsible for raviewing the department heads' recommendations for training.
The Committee is headed by the Director for Coop Development. However, the
committee was only established to strictly review recommendations rather than
to plan and program NEA's staff training requirements. The committee does not
conduct surveys to determine the training needs of the staff.

NEA's manpower requirement depends on the number of projects it is
implementing. In the mid-seventies, the Budget Commission had approved 1400
plantilla employees for NEA. Its manpower has steadily increased from 575 in
1974 to 1044 in 1982.

0. Staffing Issues

In 1982, the government reduced its equity contribution to NEA due to
the worsening economic crisis. In the same year, NEA froze their recruitment
of employees. Manpower has steadily decreased since then. At present, NEA's
manpower complement as shown in Annex P is 742. The Special Project Offices
(i.e., dendro-thermal, mini-hydro, etc.) have 162 personn<:]l or 22% of total
NEA plantilla.

On the other hand, the Finance Department which includes the Systems
Audit Group, appears to be understaffed. Although thc Finance Department
staff is assigned to administer the management and financial audit of the
RECs, members of this group are frequerntly tapped to assist the General
Managers of ailing RECs.

NEA's previous organizational chart reflects the trend to impose
responsibilities unrelated to rural electrification. This situation has
encouraged the drift of NEA away from its basic business.

NEA submitted a new organizational structure to the Department of
Budget and Management in July 1988, which is now being implemented. Under the
new structure, (please see Annex Q) NEA will have an assigned group to monitor
the activities of RECs. The new plantilla demonstrates a shift in NEA policy
towards providing more supervision and control over RECs. For example, the
Cooperative Development is now divided into two departments: (1) Coop

\iv
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Operations and (2) Evaluations. The Coop Operations and Evaluations wil)
monitor and evaluate REC operations to determine if RECs are following NEA
rules and guidelines. A REC services department was created to make NEA more
responsive to RECs needs by offering institutional development assistance.
The administrator has also designated 12 regional electrification managers
(REMs) to oversee REC operations on a regional basis. The REM duties include
the following:

Oversee overall performance of the REC management;

Represent NEA in REC board meetings as needed;

Submit monthly accomplishment report of concerned RECs to the
Administrator; and

Recommend suspension, dismissal and other disciplinary action
on RECs General Manager or Board of Warranted, after due process.

LW —
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The present 92 personnel assigned to the Coop Development Department
will be expanded to about 150 positions for the two departments (79 in Coop
Operations and Evaluation Department and 71 in Coop Services Department).

The reorganization of NEA has increased the responsibilities of the
Finance Division. Before the reorganization plan, the Finance Department was
divided into two departments: (1) Finance and (2) Loans. The department was
split so that the Loans Department could concentrate on the administration of
loans granted to RECs while the Finance Department coLld handle the in-house
finince operations. One of the first activities launched by Luans Department
was the intensification of NEA's collection of amortizatiun payments from the
RECs. The P500 million relending fund will also be handled by the Loans
Department. The present 108 staff in the Finance Department will be modified
into 64 staff positions in the Finance Department and 73 staff positions in
the Loans Department.

The current administrator has also placed great emphasis on in-house
training and has created an In-house Training Division. The NEA In-House
Training Office has the following objectives: a) to Strengthen the NEA
organization and b) to continously upgrade the NEA personnel through foreign
and local training sponsorship to ensure sufficient provision by NEA of
technical managerial and administrative assistance to RECs.

The NEA has also started to negotiate with local accounting firms for
a comprehensive audit of all RECs.

IT. Rural Electric Cooperatives

A. Description

NEA's national policy is to implement the total electrification of the
country=ide on an area coverage basis through RECs. The RECs have already
developed capabilities to design, construct, operate and maintain their
systems.
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There are now 117 REC's providing service in franchise areas. A1l REC
recipients of rural electrification loans are supervised and controlled by NEA.

Although the RECs are expected to manage their own operations, they are
subject to the policies, rules and regulations of NEA which provides them with
technical, financial and institutional assistance.

A1l RECs must register as corporations with NEA. The corporation is
non-stock holding and non-profit, primarily formed for the purpose of
supplying, promoting and encouraging the fullest use of electrical service to
its members on an area coverage basis, pursuant to the provisions of
Presidential Decree No. 269, as amended.

The by-laws of the RECs set forth the rights and obligations of the
members, the obligations of the cooperative as a legal entity and the duties
and responsibilities of its officers. Thus, the structure of the REC is
comprised of members, the Board of Directors, the management and their staff.
The typical organizational pattern of RECs is illustrated in Annex

B. Organization of Rural Electric Cooperatives

a. Board of Directors

A. The Beard of Directors is responsible for managing the business
affairs of the RECs. The Board formulates and adopts policies and plans,
promulgate rules and regulations for the management, operation and business
conduct of the RECs. The Board executes the power of the RECs, except

authority that is by law, in Articles of Incorporation and By-Laws, conferred
upon or reserved to the members of the REC, or reserved to the NEA.

The Board has also the authority to hire, promote and terminate employees
through its personnel committee.

However, in the past, the Board has sometimes carried its powers to an
extreme. In some cases, the Board, in effect, runs the REC's daily
operations, rendering the General Manager powerless, instead of supervising
the operation of a REC.

The quality of the Board of Directors is clearly a critical element
affecting a REC's operations and performance.

b. General Manager

The management of the cooperatives is vested in a general manager (GM)
appcinted by the Board. The GM makes regular and special reports to the Board
and NEA. The appointment and dismissal of the GM requires approval by NEA.
The GM is probably the single most influential factor affecting a REC's
performance. For example, the GM of one REC was able to return its
profitability from a P1OM loss in only three years. In another REC, the GM
was able to decrease net losses by 56% in just one year by enforcing strict
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policies. Therefore, it is important that the NEA consider the following
factors when monitoring a REC's performance: a) the management policies that
the GM follows in key areas such as systems loss, collections, disconnections,
staff productivity, budgeting, etc.; b) the GM's strict enforcement of REC's
policies; c) the GM's management of record keeping, reporting, etc.; d) the GM
relationship between the staff and Board of Directors, and the overall
communication and balance of power between the Board of Directors, GM and
staff.

C. Management, Staff anc Employees

The management and their staff and employees provide assistance to the GM
to plan and implement programs and projects of the REC. Generally, the GM has
the following organizational staff:

1. Office Services Department which provides accounting, bookkeeping,
cashiering, billing and collection services.

2. Member Services Department which provides member education,
information, housewiring and power use services to the members.

3. Engineering Departments which are responsible for system design,
right-of-way, line staking and warehousing.

4. Construction and Maintenance Department which responsible for line
construction, operation and maintenance.

5. Internal Auditor who handles audit disbursement vouchers.

6. Power Generation Department (for self-generating cooperatives) which
operates and maintains generating units.

The organizational structure, plantilla positions and staffing pattern
are adopted by the Board of Directors and reviewed and approved by NEA.

C. Training

A training program has been implemented to help develop the
capabilities of the personnel and officers of the RECs by giving them
opportunities to perform their work more efficiently and acquire skills.

1. Management Courses are short-term courses teaching management
principles and practices, cooperativism, organization of NEA, REC Board,
management and the members of the REC. Courses on human relations, utility
accounting, engineering and legal aspects affecting management decisions are
also offered to the general managers and members of the Board.

2. Management and Office Operation Courses are offered to REC staff and
personnel. These include courses on REC accounting, warehouse operations,
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meter reading, billing and collection, work order procedures, supervisory
management for department heads of the RECs, materials management and start up
of training and information systems.

3. Technical/Electrical Training Courses are offered to linemen, barangay
electricians, plant operators, éngineering, construction and maintenance
Crews. The courses offered include: 1inemen training, electrician training,
secondary/distribution line staking, distribution and transmission line design
and constr.~tion supervision, power plant operations, maintenance and
rehabilitation, kilowatt-hour meter calibration, testing operation and
maintenance, and administration of construction by force account.

4. Safety Seminars are also given to the REC personnel, such as: safe line
operation and maintenance, first aid trainers course, accident prevention for
REC personnel and driving improvement courses.

5. Extension Services on Cooperative Local Training Programs are offered,
and incTude: personnel deve.opment course, seminar on records and file
management, handling of consumers' complaint and personnel management.

A review of the NEA's and REC's training programs shows that the
majority of RECs are not provided with sufficient training. Most of the RECs
rely on NEA for training on an ad hoc basis which varies from year to year.
Training needs analyses are generally not performed by the RECs.

Other institutional assistance extended to the RECs from NEA includes
guidance in conducting district elections, member education and information
drives, personnel administration and organization development.

The RECs hold district meetings to elect the district representative to
the Board of the cooperative. From time to time, RECs conduct personnel
reorganization and organizational analysis to affect development in the
organizaftion and increase efficiency. To develop membersinip awareness and
participation in the affairs of the electric cooperative, the RECs implement
membership education and information programs, through both broadcast and
print redia.



ANNEX H

Financial Analysis on the Viability of the Commodity Loan Packages

This analysis aims to determine if the additional investment (loan) to be
undertaken by the RECs to reduce systems losses could pay for itself during
the estimated eight year serviceable 1ife of the capital asset. Expected
savings derived from system 1oss reduction will cover the amount of the loan,
assuming a minimum line loss reduction of only 10 to 35 percent. It does not
examine the overall financial situation of individual RECs. However, each
participating REC will be required to prepare a financial projection which
will clearly show its financial viabilitv. This forecast will be prepared in
a uniform format, system-wide and must include:

a) Cash fiow from operations.

b) Adequacy of the cash flows to:

cover operating and non-operating operations;

service the NPC power account and/or recover custs of self
generation;

service NEA principal and interest amortization payments;

meet current and projected payroll costs; and

provide funds for future capital needs.

c) A1l significant assumptions underlying the projections.
These financial projections will be submitted to NEA for review and analysis.

This study used the Discounted Cash F]ow or the Net Present Value (NPV)
method of analysis was used and a representative sample of three RECs have
been selected, each REC representing a group having a common or similar
management capability and performance, namely:

a) Bohol I Electric Cooperative, Inc. (BOHECO) - to represent the twenty
better managed and financially viable cooperatives identified by the
Price Waterhouse study that are eligible to avail of the complete loan
package (COMPAC 1, valued at $307,500 [FoB]);

b) Pampanga III Electric Cooperative, Inc. (PELCO III) - to represent the
nineteen RECs deemed as most needy of immediate assistance and which
are eligible to avail of the equipment loan package (CMPAC 2, valued
at $90,000 [FOB]); and

c) Samar I Electric Cooperative, Inc (SAMELCO) - to represent those RECs
considered as neither falling under Category (a) or (b) but,
nevertheless, are likely to be eligible to avail of the equipment loan
package under the later stage of the Project.




Assumptions:

1.

NPV
PP
IRR

The two commodity packages are anticipated to oring about a reduction
in systems losses from 50% and above to an average of 15% (and below)
of the total kwh purchased/generated.

. Five cases of assumed systems loss reductions, 10%, 20%, 30%, 35%, and

40% are presented.

. Loan Interest rate: 12% per annum based on unpaid diminishing balance

Amortization Period: 8 years

- Annual cash savings are expected to be realized for 8 years--

consistent with the useful 1ife of the capital assets to be acquied
from both packages. For purposes of comparison, a sensitivity analysis
using 3 inflation rates (6%, 9%, and 12%), and 2 discount factors (9%
and 12%), is presented.

No Laxes were considered in the computation of the annua) cash flows.
The imposition of taxes to the NEA and the RECs as provided for by
Executive Order N-. 93 (effective 03/01/87) is still being contested by
NEA and a resolution against it inas accordingly been filed to the
Philippine Congress.

The following tables reflect the results of the above study:

The following tables reflect the resul”s of the above study:

COMMODITY PACKAGE 1

BOHECO
Assumed Systews Loss Reduction
T5% 207 i) 3%
($000) ($ 183.2) ($ 107.5) ($ 31.9) $ $44
(in yrs) 12.32 9.23 7.39 6.16
(%) 2.6 6.8 1C.5 13.9

A1l three investment criteria require a minimum reduction in systems
losses of 30% to make the loan viable, that is, a positive NPV; the
least payback perind; and an IRR exceeding the 12% discount factor.

With a 30% systems loss reduction, BOHECO's systems losses currently
pegged at i8% cf total kwh purchased/gensrated (2,088,000 kwh) would be
reduced to 12.9% (1,461,600 kwh)--achieving the 15% or below systems
loss targeted by the Proiect.
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COMMODITY PACKAGE 2
SAMELCO

Assumed Systems Loss Reduction

TSE 0% 7% %
NPV ($000) ($ 24.9) ($ 6.8) ($ 38.5) $ 70.3
PP (in yrs) 8.59 6.94 5.15 4.3
IRR {%) 7.9 13.1 17.8 22.1

To make the loan viable, all three investment criteria require a
minimum reduction of 20% where a positive NPV; a payback period of less
than 15 years; and an IRR of morz than the 12% discount factor, could
be realized.

With a 20% systems loss reduction, the present systems losses at 12% of
total kwh purchased/generated (469,000 kwh) would be reduced to 10%
(375,200)---also achieving the 15% or below systems loss targeted by
the Project.

COMMODITY PACKAGE 2
(PELCO)

Assumed Systems Loss Reduction

T 0% 25 Eii4
NPV  ($000) ($1,758.4 $ 2,384.5 $ 3,010.6 $ 3,636.7
PP (1 n yrs) 0.44 0.33 0.26 0.22
IRR (%) - more or less 100% - ‘

PELCO's current systems loss represents 33% of total kwh
purchased/generated (14,723,000 kwh). Even with only a minimum
reduction of 15%, the Toan will prove to be viable since all investment
criteria could be satisfied. With this rate, the 33% systems loss of
PELCO could be reduced to 28%, although the 15% or below systems loss
targeted by the Project would not be achieved. In any case, what
matters is that the loan could sufficiently be financed by the expectec
savings derived from this recuction.
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EXECOTIVE SUMMARY

The USAID is currently developing a $50. 455

million Rural Electrification Project which seeks to
upgrade and ‘strengthen the  institutiocnal and physical
infrastructure of the cooperatives. The precject is
expected to (a) reduce the number of cooperatives: (b)
reduce systens loss and power outages: (c) increase

collection efficiency; (4) decrease obPerating expenses ang
(e) improve the technical system. It is hoped that their
achievement will lead to an increase in opportunities
for rural development, industry and enmployment.

The project, spanning seven years, will involve
three components. Component I seeks to assist selected
RECs overcome their problems in systems loss commodities.
Component Il aims to help severly distressed cooperatives
neet their technical, financial and institutiional
difficulties. The last component seeks to rehabilitate
all RECs in the countryside.

The immediate beneficiarijies will be the RECs
insofar as improved banagement systems will enable them to
function efficiently and effectively as local development
institutions. Individuals directly involved in the
rehabilitation efforts--NEA Supervisors, REC management
and operations personnel--will also be able to further
develop their managerial and technical skills through -~ the
Project’s training progranms.

In the long-run, however, the ultimate
benaficiaries will be the households in the rural
compunities who will enjoy a more affordable and reliable
serviZe from the rehabilitated RECs. The quality of life
of these households Will be enhanced with the convenience
which electricity Provides. The livelihood and economic
activities of some households may also improve throuzh <he

indirect, spill-over effects of agro-industrial
development which electriciation bay spur. Based on this
assumption, business enterprises, small markets, and

producticn centers are also potential beneficiaries.

Analysis indicates that by and large the Project
will ©be acceptable to most of the people affected by it.
Since Component I involves the mere infusion of needed
prhysical infrastructure, No major obstacles are foreseen
in its implementation. The selection of "model
cooperatives” in thisg phase is éxpected to generate
positive reactiong and éven cooperation on the prart of the



banagement and stafs. However, the implementing agency
should consider other factors which bay impinge on the
project such as the location of the RECe and the pPeace and
order situation in these places.

The response to the second phase ig likely to be
varied. A favorable attitude émong consumers may be
expected in areas where electric service is l~8 than
satisiactory or where RECs are inefficiently managed.
However, NF4i'g move to oust the hanagement of some RECs
and retrencn ‘re staff will probably draw mixed reactions.
These people may either be resentful or receptive to the
Project. Either way, the Project would do well to
carefully assess and implement its plans. The impression
that the selection of the pilot region is an indictment of
the cooperative s performance must be avoided. Instead,
the chosen region’s rotential for modeling institutional
capabilities for change must be emphasized.

If things proceed as planned, the nationwide
rehabilitation program for the third component will be
easily welcomed. The people are likely to realize the
need for maintaining financially viable RECg in order to
provide affordable and reliable service.

The program contains important features which in
time will allow the spread of benefits across various
Eroups and regions. The viability of these features will

also be contingent on three " sets  of factors: 1) the REC' s

internal organization and functioning; 2) the REC s
relations with local interest groups and the community as
a whole; and 3) the support and commitment which the
government accords the Program.

For cooperatives to be finarcially viable,

conscientious and honest personnel are essential. In

addition, however, mechanisms for ensuring control and
acountability rparticularly in terms of finances are

€qually necessary. These measures include fool-proof
bProcedures for reading meters, recording bills,
maintaining files on the one hand, and vigilance from the
membership on the other. 1In a way, “"institutionalized

suspicion” must. be operative.

Sustainability can be achieved by at once
depoliticizing the program and achieving adequate support
and cooperation from local officials and leaders. A
delicate balancing between the local government and the
REC8 npust be maintained in matters relating to policy
decisions, systems operations, maintenance, and

i



enhancement .

Furthermore, Sustainability would be assured if
the government is committed to the project and realistic
about its goals, and if it exercises the political will to
implement electrification. For a—start, -the government
needs to clarify the role of rural electric cooperatives
in the context of the overall rural energy development

rlan. Thig way, goals regarding systenm maintenance and
éxXpansion may be realistically 8et, and projections of
additional eqQuipment, exXpenses, and profit margins

accurately drawn up.

The renabilitation Program .will incur s8ome social
costse in the process. Notable in this regard is the
displacement of the management and staff of some RECs and
the loss of political support from some Sectors of the

local elite. Conflict can be averted, however, jif the
sources of strain and misunderstanding are identified and
resolved. Some of these questions include the perceived

break on expansion, alleged discrepancies in records, and
vet unsubstantiated innuendoes about graft and cerrvption.

The expected long-term benefits of the
renabilitation bProgram in terms of stimulating rural agro-
industrial development and even improving the lives of the
boor majority appear less certain. An electrification
brogram, rehabilitated as it might be, may hav: Some
impact only if it is implemented. with adequate. human and
financial resources, linked to complementary pProjects in
the area, and carried out in an area developed enoug.:. to
support it.

On the whole, however, the Rural Electrification
" Projcat appears socially sound and viable, Rehabilitation
efforts will generate enough support to outweigh <the
eéxpected resistance from some sectors. The PL" ject has
adequate Provisions for ensuring the spread and 3sustain-
ability of benefits. Its objective ol es3tablishing
financially viable RECs as a condition for providing more
affordable and reliable service is thur 8ocially feasible.

idi



A SOCIAL SOUNDNESS ANALYSIS OF THE
RURAL ELECTRIFICATION PROJECT

B/4,CKGROUND

One of the projects which continues to be a
priority of the Government of the Philippines is the total
electrification of the country. For the past twenty three
years, the Philippine Government has displayed an active
interes*t in rural electrification. It has in some ways
looked upon eleetrification as 2 panacea of sorts in its
efforts to promote the overall development and improvement
of the quality of life in the rural areas. The unique and
ambitious rural 2lectrification pProgram of the country is
premised on the belief that electrification will be the
cutting edge for rural development. It is envisioned to
be instrumental in making the rural areas more productive
and secure by attracting industry and creating
opportunitias for employment.

Attempts at rural electrification began way back
in the mid 1960°s. An A.I1.D.-financed Power survey in
1966 had recommended that the Phil. initiate a rural
electrification Program modeled on the U.S. experience.
At that time, the U.S. based model of electric service
through rural cooperatives proved economically viable.
Since the rural Philippines bore little resemblance to the
rural” United " States, " tws "piloﬁ"bbopgfétivéE,'~Bné in”
Misamis on the island of Mindanao and the other in the
Victorias - Manapla - Cadiz area in the province of Negros
Occidental, were set up to test the applicability of the
model. Hith the modest achievements demonstrated by the
Pilot-projects, the Phil. government through the National
Electrification Administration (NEA) embarked on the
electrification of the remote and distant areas of the
country. Since 1969, the NEA has extended loans to
regional electrical cooperatives (RECs) for the
construction of electric generating plants, transmission
facilities and distribution systems. It has also Provided
technical and professional assistance to these public
utilities. At its inception, the electrification brogram’s
immediate” objective was to establish in each Province an
electric cooperative system within the first four years of
its operation. Its ultimate goal was to electrify the
country totally by 1990. The NEA has been assisted in
this task by generous budget allocations from the National
Treasury and by substantial foreign 1loan assistance,
Primarily through the U.S. Agency for International
Development (USAID).

[N}



Eighteen years arfter itsg organization, the NEA has
successfully accomplished the first objective. 1In fact,
the number of RECs it has set UP over the past few vears
has far exceeded the original Projection, Considering the
number of provinces ip the country vis-a-vis the total
number of RECs, the ratio now stands at 1:2 (66:118). Two
years before the target completion date of itg second
objective, it has energized 1,278 (83%) towns and Cities,
19,938 (58%) barangays and 2,813,330 (58%) households.
The figures Presented speak highly of the rapid expansion
of the rural electric system. However, the drive towards
rapid expansion and total area Coverage, while successful
in some ways, has severely strained the NEA. The lack of
adequate support for institution building coupled with
mismanagement, politicization, and rising énergy costs,
led to a host of financial, managerial and technical
Problems,

At present, the major problems faced by the rural
clectrification 8ystem are as follows (USAID 1988):

1. Ingolvency of RECs

The lack of financial stability of the
RECs are attributed to a number of factorsg -
(a) creation of gpall RECs which are
eéconomically unviable, (b) inconsistent
reporting of asset and liability accounts,
(¢) poorly based buying and selling power
rates which cause the lack of Positive
orerating margins.

The NEA staff are poorly trained,
insufficiently employed and lack expertise on
rate-making and financial managemant. The
REC8 on the ¢ther hand are run by poorly
trained employees and inp most cases,
ineffective managers. Poor organization
combined with the absence of decisive
management has resulted in unacceptably high
8ystems losses, Jlow collection rates and
consequently inadequate revenue levels

3, Deterioration of Technical 2vstems

In view of the lack of funds, portions
of the RECs distribution system have fallen



into disrepair, causing excessive pPower
losses Shortage in funds has also resulted
in the unavailability of repair facilities,
lack of supprly of tools and maintenance
equipment and nonreplacement of deteriorating
equipment.

PROJECT DESCRIPTION

To alleviate these Problems, the USAID Philippines
is now developing a Rural Electrification Project which
8eeks to upgrade and 8trengthen the system’s institutional
and physical infrastructure, The plan ¢8sentially calls
for the NEA and the RECs to be rationalized and
streamlined SO0 that they Day more effectively and
efficiently manage the funds available for rehabilitating
the national electrification network The rproject is
expected to result in:

a) A substantial reduction in the number of
cooperatives, to establieh units of a more
economic size;

b) A reduction in systems losses frop about 50
Percent to an average below 15 percent;

c) An average in REC collection efficiency to an
average of 95 percent of total accountsg
receivable (not of monthly billings, as it is
NOW computed);

d) A decrease in orerating expenses per kilowatt
hour and accordingly in rates; and

e) Significant technical improvements and
sharply reduced bPowver outages,

The achievement of the above iga expected <o
increase or inprove:

a) opPortunities for the developwent of rural
énterprises;

b) rural enployment;

c) agricultural products;



d) rural income; and

e) the physical quality of life.

The project will involvé <hree components.
brief description of each of then is given.

[® Snasns T

This will consist of a brief, inmediate impact
Program to atitack %he line low Problems of ths better-
bhanaged RECs. 2 selected few of the more well-managed,
financially viable RECs will be identified and provided
the systen loss commodities without Ifurther institutional

analysis. In addition to commodit. es, g bmanagement
information system to collect and dnalyze energy loss data
will be brovided. A detail=g rsport containing

“ecommendation for the natvionwide systep loss reduction
activities will also be given, Project cyele is expected
to be completed in 3 to 4 wonths.

Component I7

This component will consisst of a rilot
renabilitation effort in a ragion in Luzon, an
evaluation of its results and the Planning for an eXpanded
effort in other region. Tachnical assistancse, training
and commodities Will be provided in suppor: of:

a) the radical reevructuring of NEA&

b) reconciliation of NEA-RZIC loan accounts
c) consollidation of RECs into largsr uni<s
d) REC restructuring

e) rate restructuring

Component, ITT

The rehabilitation of RECs throughout the
countryside will be the aim of the last component. The
reforms introduced in Components I and II wil} be
continued nationwide.



ESTIMATED PROJECT COST

The estimated total project cost is rPlaced at
$50.485 million, 340 million from AID and $10.455 from the
G0P. The Project will gpan for 7 years with funding being
Provided at <the beginning of FY 1988 .~ Target completion
date is December 1995,

SOCIAL SOUNDNESS ANALYSIS OF THE PROJECT

Despite itg Seemingly purely technical nature, the
broposed Rural Electrification Project remaing in many
ways a social development brogram. The “"social soundness
analysis” +that fellows, therefore, identifies what the
sccial dimensions of the project are and examines the
extent +to which they may affect the implementation
brocess. It alsc considers how the Sociocultural context
may bear upon the program's plans. The report focuses on
three distinct but interrelated aspecis:

1. the compatibility of the Project with +the
sociocultural eénvironment in which icv is to
be introduced - Sociocultural fagsihilitw

2. the likelihood that the new bracticas or

institutions introduced among the initial
Project target population will be diffused
among other groups - spread effect

3. the social impact or distribution of bensfits
and Dburdens among different groups, Dboth
within the initial project population and
beyond - gocial fenseoguenc=  and  hepefit
jngidﬁngg

BENEFICIARIES

The proposed Program 1is expected *o provide
various benefits to different sectors. In the short-term,
the RECs as local development institutions will clearly
function more efficiently and effectively once improved
Danagement systems are introduced. Similarly, individuals
directly involved in  <the rehabilitation efforts-~NEA
supervisors, REC banagement and operations rersonnel--will
be able to further develop their banagerial and technical
ekills through the various training Programs the project






these cooperatives. Instead, being chosen as "model
cooperatives” sc to spealk Day generate pcsitive reactions
and even cooperation among the personnel. This Prognosis
stems from the following assumptions:

1. The “Provisiom of-+the necgssary commodities
will result in more efficient service which
in turn will motivate consumers to pay their
monthly dues on tipge. -

2. The costs of the physical improvements will
not be passed on to the consumers.
Participating cooperatives will be

surficiently funded by the AID and -GOP to
finance the Procurement and instal'ation of
commodities. As such, consumers will not be
unduly burdened by the additional costs of
rural electrification,

3. The existing organizational structuras Wwithin
the participating cooperatives will be
basically lef% intact. Thus, the dislocation
of people to accommodate Project-induced
innovations will be unnecessary. The
selection of "model Cooperatives” for this
component will inspire confidence in the
hanagement and staff, and pPossibly motivate
them even more to discharge their duties with
greater 2zeal and efficiency.

Component II will consist of a rilot
rehabilitation Program in a region in Luzon. The RECs in
the area will be provided various managerial, financ:ial,

and technical assistance. These efforts are expected to
ultimately result in the radical restructuring of the NEA
and the RECs, including the ccensolidation of the latter
inte larger units. The response to this Phase is likely
to be varied. A sympathetic attitude toward
rehabilitation may be expected among consumers in areas
where electric service i3 less than satisfactory or where
RECs are inefficiently maniaged. In the provinces of
Batangas, Laguna, and Pampanga, where & total of 46
household heads were interviewed, at least 50 percent in
each area expressed dissatisfaction over poor electric
service [frequent and unaanounced brownouts, delayed
action on service requests) and unreasonably high electric
bills. Similarly, in Nusva Ecija, nine towns have
reportedly Dbeen without bower since January 1988 because
of the inability of NEECO II to pay its dehts, Business
has gone down by as much as 50 percent, theft and cattle



rustling have increased, and farmers have been unable <+o
use <their elec:iric bPumps to irrigate their fields. The
people have reportedly appealed to the President to
intercede in their behalf so that electricity is restored
(De Hay, 1988). In situations such  as these,
rehabilitation can buster enough support frop local
communities if it is presented and consequently perceived
a5 a corrective measure

Other sectors, barticularly the officers and staff
of the cooperatives, are likely o respond differently.

Some resentment, if not resistance, may arise due <o
apprehensions regarding reorganization and pPossible
dismissals, NOTt to mention the inefficiencies ar.d

anomalies that may be brought intc the open. In the pact,
cases were reported in which no less than a court order
and pressure from the Pregident wers needed to bring about
the election of new board members. The Possibility +that
this situation Day be repeated is ipminent if one would go
by the current oprosition to the government’'s oplan to
resrganize several department bureaucracies-—

The initial response to NEA's current relending
program 1indicates some of these possibilities. The
Program is facing stiff opposition in spite of its aim to
bail out financially distressed cooperatives from their
debts 4+ith the NPC. Resistance to the program is
allegedly caused by the NEA s insistence to ramove the GMsg
of participating RECs and replace *hem with its appointees
before awarding the loans. According to a NEA officer,
while this nmove is mandated by Presidential Decree No.
1645, it is stil1 interpreted by local RECs as "one of <he
grand designs of +the NPC and their office to eventually
take over the operations n»f the Ccooperatives. " This
eentiment was confirmed in an interview with a GM whose
cooperative has been invited to barticipate in the
program. Apparently, this berception has brompted the GM
and the Board to assume a hard-line stance on 3 possible
takeover. With the interests of the Ccooperative and their
vVery reputation at stake, they have vowed to "put up a
Strong fight to retain the seat of the GM. " Their staff,
they maintain, would follow suit if their own jobs are
endangered. The respondents also. registered their strong
objections %o innuendos and rash Judgments that graft and
corruption pmust necessarily have been committed where
financial losses are reported

While there is reason to expect an unfavorable
response from the banagement of some RECs, <the Pampanga
Electric Cooperative experience in Guagua pProvides a



glimmer of hope for a more optimistic outcome. Key
informants from this REC maintained that the cooperative’s
Board and GM evepn took the initiative of volunteering to
participate in NEA's relending program. With an NPC debt
of P69 million and a threat_of power disconnecnion, the
felt it their duty to consider the interests of the people
above themselves. They have <+hus agreed to the assignment
of a NEA-appointed GH to oversee major Obperations, with
the former GN acting as an assistant. The cooperative g
leadership has also acceded to NEA s demand to have <the
Board act in an advisory capacity. Although they find
thesge current arrangements rather unsettling, the
hanagement has nonetheless reportedly acquiesced to NEA s
Proposals if only to ensure that the cooperative is able
o recover. With banagement providing a g8ood example of
commitment to public service, <the employees have taken it
upon themselves to come up with a manifesto of support for
the NEA appointee.

What has been depicted thus far is the immediate
outcome of ousting ubrper management. Project designers,
however, should also consider other groups that may Dbe
adversely affected. The Streamlining operations may call
for the removal o7 some employees whose performance is

Suepect or less than satisfactory to say the least. In
addition, the nmoves toward consolidation are likely to
result in the retrenchment of personnel . Unemployment

Wwill therefore be a socilal problen though hoperfully only
on a small scale. The pProject may also have to contend
with politicians and other interest grouprs whcse domain of
control will be delimited by the proposed consolidation of
the RECs.

In view of these possible consequences, the
project would do well to carefully assess and implenment
its plans First, the impression that the selection of
the pilot region is ar indictment of <he cooperatives”
rerformance must be avoided Instead, the chosen region’s
Dotential for modeling institutional capabilities for
change should be emphasized, Second, the objectives of
consolidation and reorganization must be sufficiently
explained and the Criteria for selection clarified.

Third, support .for _the- Program must be pobilized.
Networks of power and authority that will affect and be
affected by the rehabilitation Program should be

identified and mechanisms explored accordingly in order to
avert or minimize conflicts With such groups.

The third component is essentially an expansion of
the rehabilitation efforts into the rural countryside. By



the time this phase is implemented, lessons from the rilot
prhase will bPresumably have been learned. Thus, activities
are similarly expected to result in rate structuring of
the RECs and their consolidation into larger units. ‘

Organizational and political problems similar to
those in the Pilot phase are likely to be encountered,
albeit on a larger scale. Particularly dominant will be
the aggregation of political interests and demands at the
national level. Already, some Codperatives have resorted
to <the mass media in order to mobilize support for their
continuedg operations. Consequently, the NEA s
capabilities for managing thesge Problems on a wider scale
must be adequately Strengthened. An alternative strategy,
however, would be to implement the expansion Phase in
stages. The Criteria for this Sequential approcach may be
derived from the lessons of Component II. Moreover, these
strategies  nmay be complemented with appropriate
information dissemination campaigns which should emphasize
the need for rehabilitation in order to achieve affordable
and reliable service. The project should dispel
rarticularly the misconception that rehabilitation might
bean the stoppage or curtailment of electric service in
certain areas.

As for the intended beneficiaries of this
component, it is quite unlikely that people in the rural
areas will not react favorably to the improvement of the
electrification bProgram of the government. Results of the
NEA impact study both in 18977 and 1983 indicate that the
rural population have a favorable response to the program.
Majority of the consumers, about 62 to 65 Dercent, feel
pPositive <towards their cooperative. This trend seems to
hold on even today. Some 46 informants from three
cooperatives expressed similar views when interviewed in
May 1988. While only 34 percent had the chance to attend
the annual cooperative meeting and about 72 percent
eXPres8sed some complaint or another about the services
extended to them, still close to 64 percent found their

REC3 credible. They were at least appreciative of the
efforts of tneir RECs to light their homes and maintain
good service, With more of the benefits of

electrification. filtering -to the rural folk by the- third
phase of the project, there se=ms to be no doubt that they
Will have a high regard for the cooperative in the years
to come.

This positive valuation can further be transformed

into a more active participation in the affairs of the
REC. In fact, a Pampanga cooperative has started to
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pursue this strategy It has launched a concerted drive
to inform the local people of the nature of the
cooperative., High in <their agenda are the following
points: the aims and oWwnership of the cooperative, the
benefits that may be derived by Dembers and consumers, gs
well as their rights, pPrivileges, and responsibilities.
Hith the assistance of the local government and religious
leaders. the REC officers are confident that the people
will develop a greater concern for and commitment to their
cooperative.

although major obstacles have been ruied out,
certain factora which bay adversely affect impiementation
merit consideration. Insofar as the installation of ma jor
physical infrastructure is concerned, the location of the
RECs may be of consequence. For one, Pilferage of system
commodities may be more likely in economically depressed
areas. Similarly, fears have been expressed that the
government s rural development efforts may be disrupted in
some locales. Military operations, for example, mpay
necessitate thaz implementation be postproned or delaved.
There is also the possilility that the Project’s physical
installations may be sabotaged rfor political reasons.
Armed rebel groups such as the New People’s Army are often
tagged as suspects particularly by the military, as they
were when two major bridses in the Bicol area were blown
up not too long ago.

On the other hand, there is reason to be hopeful
that <*hese forces bay even actively sSupport the project.
From interviews With rey informants of three electric
cooperatives (Batangas, Laguna, and Pampanga), it was
learned that for the past five years the cooperative’s
orerations had nct been interrupted by the NPA. 1In fact,
in remote barrios and far-flung areas where power lines
were Dbeing installed, Suspected members had reportedly
served as guides in negotiating the terrain. Respondente
who were once assigned to equally politically unstable
areas in Mindanao €xXpregsed similar observations. They
attribute this show of goodwill to two reasons: 1) the
NPAs must have Perceived rural electrification as a "pro-
people” project, and 2) the NPAs believed that disrupting
the . delivery of basic services to the people would be
counterproductive to their efforts at winning the masses
over <to their gide. Whether or not these fears and
assurances are tenable, project designers and implementors
would be wise 1o anticipate the effects of local political
conditions on their operations., :
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SPREAD EFFECTS: THE DIFFUSION OF INNOVATION .

A crucial element in tne design and appraisal of
the rural electrification Project is the extent to which
the program will be able to 2Xtend its benefitg beyond the
initial targets and the degree to Which™ thesge results are
sustained,

Tre project contains Several features which
address both of these concerns, First, the Planned pilot
and expansion Phases wil} ensure that benefits are not
limited to 2 given region but 2re spread throughout the
countryside. Second, although the RECs are the ipmediate
targets and beneficiaries of the rehabilitation Drogram,
other sectors also stand <o gain in the long run.
Household consumers, enterprises, aynd communities will
benefit from the conveniences and economic activities that
bay  result from a more affordable and dependable power
Service. Third, less cangible though no less important is
the potential Spread effect ¢ cther public service
institutions. In Parzicular, <=he Program’'s corscious
effor+s to reduce, if not eliminate altogether,
inefficienciss and oprortunitiss for graft and
politicization should help the new government mold an
ethics of public service and accountability, Fourth,
benefits are likely to be sustained through the brogranm’s
efforts at retraining the staff and institutionalizing
improved financial and Danagement systems.

These design features notwithsoanding, the project
may implement other Deasures to achieve a better spread
and Suszainability. To this end, the case of the Guimaras
Elsctrice Cooperative hay provide sonpe valuable 1lzssons
(Navarro, 1988). With a 15.3 million loan and a
membexship of 2,335, this island cooperative off <the coast
of Iloilo has been able to kesp the Sysvem viable. It has
reduced its pewer rates (from P3.20 to P2.70 per kwh) and
has maintained Up-to-date payments of its quarterly
amortizations. Moreover, the cooberative has lowered its
Systemeg losses, increased its collection efficiency, and
considerably reducsd the incidence of Pilferage.

The REC' s impresgive serformancs has been
attributed to: (1) the cooperative and responsible
attitude of local officials who provide the needed support
and resources for +the cooperative without meddling into
the latter-s banagemeni affairs; (2) the consclientious and
honest officers of the cooperacives; and (3) the
competence of and esprit de corps or sense of
belongingness among the staff.

12



The Guimaras experience indicates that
sustainability can be achieved partly by depoliticizing
the program but at the same <tipe achieving adeauate
SUrport and cooberation frem local oificials. A delicate
balancing between the local government and the RECs must
be maintained in matters relating to policy decisions,
sSystems operations, maintenance and enhancement.

The case also Suggests that project success
largely depends upon the sense of commitment and
dedication of banagement and staff. This pPoint was in
fact singled out by key informants (an NEA offjicer and
thres General Hanagers) as one of the most important
ingredients for Sustaining project gains. They strongly
urged that efforzz should be made to create cenditions as
favorable as Possible for the germination 2nd development
of on ethics of Public service. Ope informant cited a
case in which the local parish priest went to the extent
©of mentioning in his sermons the immorality of pilferage
and the need for honesty in public offjce. Another
suggested that this poral ideal may be realised by perhaps
holding intensive and continuing values reorientation

brograms Ior would-pe officers and directors. It ic hoped
that if officars serve as good role models, their

subeordinates would in Time Zollow the example.

The importance of financial management to project
sustainability is likewise demonstrated in this case. It
is clear that the propoeed rehabilitatiosn Prcgram must
include adeguate control measures and mechanisms to
increase the accountability of the management and staff,
Regular monitoring and information sharing systems should
be established to ensure “transparency” in the RECs~
obperations. A modicum of "institutionalized suspicion” as
it were (Worsley 1971) should ther=fore be operative, In
one< cooperative in Batangas, for example, financial
banagement reportedly improved after fool-procf procedures
for reading meters and recording bills were inctituted,
prorper records maintained and closely checked, and special
crganizational units introduced.

Finally, the Guimaras experience illustrates that
RECs in 1less developed or boverty areas can be- as
efficient and effective as any cooperative in more
urbanized centers. Thus, in decisions regarding +the
composition of +the consolidated RECs and the location of
the operaticns centers or central REC offices, promising
cooperatives in leas urbanized areas should be given due
consideration and should be adequately represented and
supported. A more geographically balanced development
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local political arena at least, leadership positions in
the RECe are major stepping stones to power and influence.
Thus, in requesting for <he resignation of the Board of
Directors and General Managers of some RECs. NEA will be
generally perceived asg politic2) contestants out to force
the exit of others and provide entry to their own @men.
The stifs opbesition already being shcwn by some RECs
toward NEA 3 lcan Program may be seen in tnis light.

To be =sure, this problem is more than merely
political. Local oprocitors feeli that they have wvalid
grounds for their objectione. First, they maintain that
financial criteria should not be the scle ccnsideration in
evaluating the RECs~ performance. They hold that
achievements in terms of systen eXpansion must likewige be
considered if only because the latter was a majecr goal
which RECs were in fact mandated to pursue. Second, they

emphasize that discrepancies between +the NEA s loan
accounts and the RECs"- books do not necessarily reflect
any anomaly. Some differences are reportedly due to

Pri<cing variations from the time 2004ds are-—purchased to
the time tpeyv are received by the REC. Thirdly, in the
absence of any Zinancial audit in the past, they note that
allegations of dishonesty cannot be proven and are,
therefore, fruitlecss Clearly, if the geeming conflict
is to be avoided or resolved, these objections may have to
be addressed and ~valuated.

These costs apbear minimal when compared to the
immediate socioeconomic returns that will accrue once a
system turn-around ig achieved. Besides, Support from
other sectors may be mobilized if the Project’s Dbenefits
are clarified. These benefitz include a more efficient
operations system, a well-trained banagement group, and a
more ~affordable and reliable service. A more balanced
development of areasg may also be achieved through a well-
rlanned distribution of the reconsolidated RECs,

Less evident andg more difficult to establish are
the project's long-term socioeconomic conseguences ., An
important consideration is the possibility that a break on
system expansion will limit the rural poor’'s access to
electrification. Preliminary interviews indicate that
some REC managers feel that BYstem expansion need not
necessarily drain a cooperative’s finances and therefore
must not be totally sacrificed. This view merits
éxamination. The extent L0 which s3ome RECs have been able
to expand yet remain Zinencially viable, along with the
factors that allow such cases, must be empirically
determined. If these alternatives are feasible within
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limits, mpechanisms can also be egtablished <o pProvide
incentives to RECs which are able to eXxtend their systems
without taxing their financial periormance.,

Also foreseen as the long-term benefit of the
Project is +the stimulation of rural development, industry,
and employment. Thus far, there is not enough evidence to
indicate <that indeeg electrification is or has been <he

principal catalyst to rural development . Rural
enterprises, employment, and agricultural productivity are
not likely <0 increase as 3 direct result of
electrification, The anticipated growth o¥ the furaiture

industry in Pampanga, livestock in Batangas, and fishing
in Laguna, to name 2 few, will not come about through
electrification alon=. These outcomes are equally
dependent upon other factors such 36 an area’'s level of
development, the availability of capital and other
financial resources, and the implementation of
complementary Programs which stimulate the use of elecitric
power (Mandel o= al., 1980).

Equally uncsrtain are the benefiis that the rural
Poor are expected to got frop electrifica<ion. In fact, a
more realistic appraisal would show that majority of rural
households do not nave sufficient resources to invest in
alternative, income-generating uses for electricity, let
alon= resources +o even pay for the initial costs of
intallation. Given these unceriainties, therefore, the

Program can only be more cautious and realistic as ifar as
its goals and claims regarding clectrification s impac* on
Poverty are concerned.
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ANNEX J

ENVIRONMENTAL ANALYSIS

Since this project basically involves system upgrading rather than system
expansion, the environmental impact will be limited. In fact, there will be a
positive impact because systems rehabilitation will make electricity safer for
consumers and the general population. Moreover, the improved power service in
rural areas is expected to improve rural quaiity of life, employment,
sanitation, etc. Likewise, the training component will have a positive effect
on systems operation and safety. However, it is also expected that the
streamlining of NEA and the RECs will result in the loss of more than two or
three thousand jobs nationwide over a three year period. However, this will
be more than offset by the increased employment opportunities generated by
reliable electric service.

Since this project is concerned only with the distribution of electricity,
the direct environmental impact of the project is limited to the clearing of
right-of-way and the electric distribution lines together with aesthetic
consideratijons.

Installation (repiacement) of poles will necessarily require a small
disturbance of soil with a localized and temporary impact. Some removal of
trees along the narrow right-of-way may also be necessary. Small amounts of
grasses or bushes may be removed during pole installation. Disturbance of
wild 1ife habitats except for small amounts of tree pruning and removal is
expected to be temporary and minimal.

The Project will purchase approximately 48,000 utility poles locally and
this procurement may result in an increased harvesting of forest products to
meet the demand and a subsequent loss of forest cover. It is difficult to
estimate the hectarage that may be cleared without knowing the stocking
density of the forest source. For instance, a pure plantation grown for poles
could produce over 2,000 poles/ha, while a secondary fores® may only produce
100 poles/ha. Nevertheless, harvesting of poles may cause limited negative
impacts on specific sites, i.e., soil erosion and loss of forest cover
(wildlife habitat and watershed cover). However, the Department of
Environment and Natural Resources (DENR) has regulations which govern the
harvesting of timber products, including soil conservation practices and
replanting; yet, the enforcement of these regulations is often sporadic.
Taus, the Project should focus attention on the procurement action and the
planned harvest of forest products in order to place public pressure cn DENR
staff to enforce existing regulations.

By advertising the procurement action and the award in advance, including
the price paid per pole, it is possible that suppliers will invest in other
tree species which are appropriate for utility poles. There are several tree
species suitable for poles which can be grown to commercial size within twelve
years, i.e., Eucalyptus and Acacia species. Unfortunately, there are few
entrepreneurs currently investing in pole production.

!



ANNEX K

ECONOMIC ANALYSIS

The economic b.iefits from the Rural Electrification Project can be
analyzed from three perspectives: First, the reduction in systems losses as a
result of the provision of commodities and TA wil] immediately benefit
selected RECs and will help them become profitable enterprises. Second, as a
consequence, the social costs of power outages will be reduced, a benefit that
will be reaiized by ultimate electricity consumers. Third, more reliable
power will encourage the growth of productive agricultural and
non-agricultural activities, leading to higher employment and incomes.
Assessment of the Project using net present value, benefit/cost ratio end
internal rate of return indicates its economic viability.

Cost of Systems Losses: RECs in the Philippines are almost crippled by
huge systems Tosses. In 1987, National Electrification Administration records
show that 110 RECs had an aggregate systems loss of 640,626 megawatt-hours
(MiH)1/ valued at P569.3 million (US$27.8 million). These losses represent
24.6 percent of the total amount of power purchased or generated by the RECs.
Some of the losses are accounted for by technical problems while others are
due to consumer pilferage. (How much of the systems losses are due to
technical deficiencies and how much are due to poor administration which
allows non-payment of bills and pilferage are not known.) By providing
commodity and technical assistance inputs to correct technical deficiencies,
improve accuracy of the reading of electric consumption, and strengthen REC
management, the Project will drastically reduce the cost of systems losses
currently borne by RECs.

Social Cost of Power Qutages: Frequent and long power outages are the
hallmark of the inefficiency of the power generation and distribution system
in the Philippines. For 1988, the National Power Corporation (NPC)
anticipates that the total time of brownouts will exceed 500 hours for
industrial users and 2,700 hours for residential customers. These represent
outages resulting from the limited generating capacity of NPC. Add to these
the outages resulting from the varicus inefficiencies of RECs.

Munasinghe2/ has developed a model that computes the social costs of
outages, both for industrial and residential users. Industrial outage costs
represent (1) the value of the spoiled product in the process of being
produced or in storage for the duration of the outage, and (2) the opportunity

1/ Defined as MWH generated or purchased by the REC less MWH sold less MWH
consumed by the REC.

2/ Munasinghe, Mohan. The Economics of Power System and Reljability.
Baltimore: Johns Hopkins University Press.
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cost of the idle factors of production during the outage and a subsequent
restart period. Residential outage costs in periods of the households'
electricity-dependent leisure are estimated by their average hourly earnings
multiplied by the duration of the brownouts.3

A study by Arroyoﬂ/ applied the model to industria) and residential
electricity users in Marikina, Metro Manila in 1983 and found that the year's
brownouts totalling only 7.622 hours engendered considerable social costs. A
community of some 39,000 households incurred social costs of roughly
P2 million (about P4 million in 1988 prices) in foregone earnings in one
year. On the other hand, the 1,049 affected industrial and commercial
enterprises lost roughly P12 million (about P24 million in 1988 prices) as a
result of the power outages during the year. For one hour of power outage in
1983, the social cost for the household is estimated to be P7 and for the
enterprise, P1,500. The respective figures for 1988 are roughly P14 and
P3,000.

Note that the estimation period (1983) is a year of economic depression
with severe unemployment and large unaerutilized industrial capacity. Under
present conditions of upturn, the above figures are bound to increase
substantially.

Despite the obviously substantial disincentive effarts and social costs of
frequent outages, there has been no attempt to quantify their impact on a
nationwide basis. Nor has there been any effort to monitor the frequency and
duration of such outages. Lately, the NPC has been deliberately discontinuing
the provision of electricity to some RECs to compel them to pay their
arrearages. The estimation of the social costs of outages, therefore, has
been made more complicated by this addition of “"nontechnical® causes of
brownouts.

General Development Impact: While its impact is not automatic and varys
widely, rural eTectricity has been found to have positive impact on economic
development.5/ In agriculture the use of electricity tends to be in

3/ The negative effect of outages on household maintenance and
nutrition-related activities are not considered signivicant and are
ignored by the model.

4/ Arroyo, Cristinc K. III. The Social Cost of Power Failures: A Case
Study. Undergraduate thesis, University of the Pnilippines, School of
tconomics.

5/ MWasserman, Gary and Alice Davenport. Power to the People: Rural
Electrification Sector Summry Report. A.I.D.
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processing and in supporting services, such as equipment repair, rather than
in direct production. Larger enterprises in commerce and industry, especially
in market towns and more-developed areas, seem to benefit the most.

Net Present Value, Benefit/Cost and Rate of Return Analyses: Reduction of
systeiis 1osses provides a strong justification for the Rural ETectrification
Project. The justification is sufficient to make it unnecessary to attempt to
quantify the vague areas of social costs of power outages and general
development impetus. The monetary value of these losses are available for
almost all RECs and can be used as basis for reckoning the benefits that can
be derived from the Project.

For purposes of economic analyses, the following are assumed: (1) The
total project economic cost of US$60.4 million (without any adjustment for
inflation, the budgetted US$51 million plus a premium of US$6.4 million on the
US$40 million in planned dol .ar expenditures to allow for an estimated 20
percent overvaluation of tne p2so in relationship to the US dollar) will be
disbursed in equal amounts anrually over a period of 5 years. Using a
discount factor of 15 percent as prescribed oy the National Economic and
Development Authority, the total disccunied economic . st is US$46.6 million.
(2) The economic benefits of the Project equal the monetary value of systems
loss reduction, i.e. represent power that would not be otherwise available.
This implies the loss reduction came from technical losses and/or equal power
that without the project would not be available, e.g due to further
deterioration in the system or even closure of non financially viable RECs.

Four cases--assumed recuction of 15, 20, 25, and 30 percent of the total
systems losses of RECs--are presented.®/ At current prices with the
reduction being valued at peso 1.5 per kwh, i.e. selling price minus marginal
cost and allowance for equipment renlacement costs, and using an exchange rate
of US$1 = P20.50, the equivalent anaual values of these reductions are
respectively US$7.0 million, US$9.4 million, US$11.7 million, and US$14.1
million. In the analysis below it is assumed that one quarter of the
reduction is achieved in year 3, the amount of reduction steadily improves to
reach full reduction in year 6, and the reduction continues on for another 10
years.

The net present value (NPV), benefit/cost ratio (BCR) and internal rate of
return (IRR) of the Project, assuming the four alternative cases cf systems
Toss reduction, are shown below:

6/ The assumed reductions reflect what the Project can easily achieve.

~ Reductions much beyond 30 percent are not defensible since limits exist to
the coverage of the Project and how far a given REC's losses can be
reduced.



Reduction in Systems Losses

15 Percent 20 Percent 25 Percent 30 Percent

Net Present Value
(NPV)
(US$EM) (18.874) (9.643) (.411) 8.820

Benefit Cost Ratio
(BCR) 0.59 0.79 0.99 1.19

Internal Rate of Return
(IRR) (Percent) 5.0 10.5 14.8 18.7

Overall, the Project is economically viable, as indicated by the
relatively high NPV, BCR and IRR. A1l the three investment criteria require a
minimal reduction in systems losses of just over 25 percent to make the
Project feasible, i.e., positive NPV, BCR greater than 1, and IRR exceeding
the social discount factor of 15 percent.



ANNEX L

The NEA P500 Million Relending Program

I. BACKGROUND

The Government of the Philippines has approved the release of P500 miilion
representing additional equity to NEA for 1987 which will be relent to the
RECs for the settlement of their power arrearages with the National Power
Corporation (NPC).

With the repayment of these power accounts, the RECs will be relieved of
NPC's eighteen percent surcharge on arrearages and they can avail of its three
percent prompt payment discount plus the additional incentive of two-months
condonation on interest. If implemented as conceived, the relent amount can
be a determining factor in turning the subsequent performance index of these
cooperatives into milestones. Failure to attain pre-set targets will,
however, drag these cooperatives into further distress.

To ensure the RECs' faithful compliance with the terms and conditions of
the loan under the program, the NEA Board approved the P500 Million Relending
Program on January 15, 1988 through Resolution No. 4, with the strict
condition that positive measures be laid down.

I1. PROGRAM APPROACHES

Considering that the earmarked amount of P500 million is not enough to
assist all cooperatives with NPC arrearages, program beneficiaries were
selected on the basis of the following general criteria:

a. Total NPC arrearages as of December 31, 1987.
b. Total NEA arrearages as of December 31, 1987.

The program is divided into two parts:

Part I - Release of lToans to RECs, subject to the terms and conditions of
the Toan contract. This group includes seven RECs identified on the basis of
the above general criteria. NEA shall closely supa2rvise and monitor the
operation of these cooperatives to assure adherence to loan covenants. A NEA
project supervisor shall be assigned to these RECs. The RECs under this
category and its NPC arrears are:

NPC Arrears

REC
1. Camarines Sur IV 8,750
2. Pampanga 2,993
3. Tarlac I 19,337
4. Batangas I 14,406
5. Central Pangasinan 13,000
6. Tarlac II 8,575
7. Batangas II 15,286

TOTAL 82,347

\b)
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Part Il - Release of loans to RECs with more serious probiems identified
than the above general criteria, subject to stricter approaches. Identified
problems basically refer to high systems loss, very low collection efficiency,
institutional problems and violations of REC/NEA policies and guidelines.

There are twelve RECs identified under this group. This second approach
shall entail the exercise of the enforcement powers and remedies provided for
in PD 1645. Basically, this is the foreclosure of a REC or full] takeover of
1ts operation and management by the NEA. The RECs under this category and
their NPC arrears are:

NPC arrears

RECs
1. Pampanga I 51,240
2. Nueva Ecija 11 30,912
3. Nueva Ecija I 46,591
4. Nueva Ecija III 29,888
£, First Laguna 22,356
6. Albay I{I 16,131
7. Pampariga II 62,389
8. Bataan 57,543
9. Albay I1I 38,796
10. Camarines Sur II 27,327
11. Camarines Sur 11l 13,452
12. Pampanga III 21,028

TOTAL 417,653

IIT. ACTION PLANS

A. For Group I RECs

1. Secure NEA Board approval on the release of the loans.

2. Call officers of the affected RECs for the signing and for a
briefing on NEA expectations.

3. Advise NPC accordingly.
4. Target date: Immediately after Buard approval.

B. For Group II RECs

1. Secure NEA Board approval for the exercise of the enforcement
powers and remedies granted to the NEA under Sections 3 and 5 of
Presidential Decree No. 1645.
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2. To minimize resistance from the affected RECs, the assistance of
public and private offices shall be given prime emphasis. A
Memorandum of Agreement between NEA and the local leaders of the
concerned area for the purpose has been prepared accordingly.
3. Advise NPC accordingly.
4. Target date: Immediately after Board anproval.

Takeover Strategies

[. Pre-Takeover Activities

a. The Relending Conmittee shall conduct a briefing for the NEA
Management Teams on the takeover of the twelve RECs. A NEA
Management Team is composed of a team leader who shall act as the
general manager and project supervisor, and these others who shall
be deployed for financial, technical and institutional functions.
The briefing shall aim to lay down the detailed plans of action
for the takeover of each REC.

b. Series of dialogues with local civic leaders with the
Administrator and/or NEA officials will be scheduled to ensure
full support for the takeover. The dialogue includes the signing
of a Memorandum of Agreement between NEA and provincial
officials/civic leaders, including Congressmen, Governors, Mayors
and any national cfficials from the province.

II. Actual Takeover

The following strategies shall be undertaken by the NEA Management

1. Institutional Strategies

a) Massive Information Dissemination Drive:

- Radio broadcasts
- Press releases
- Meetings with civic/religious/barangay officials

b) Organization of Municipal Electrification Committees (MECs),

consisting of nine sectoral representatives:
- Education

Business

Civic

Religious

Farmers

Youth

Barangay Councils

Government Employees

Media

IS
()
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The MECs shall be utilized in information dissemination
activities, collection drives and anti-pilferage campaigns.

c) Total Employee Re-Alignment:
- reorientation/training
- revamp/retrenchment

Goals are:

i) to trim down the number of employees to a functional
minimum to reduce administrative cost and to optimize
individual utilization:; and
11) to weed out undesirable employees.

d) Organization of Barangay Power Associatsons (BAPAS)
Goals are:
i) to improve collection efriciency
i1) to reduce systems 1o0ss

111) to strengthen mass base.

2. Technical Strategies

a) General Goals:

i) to reduce systems 10ss to a maximum of 30% for the
first six months and to 25% after 12 months.
i1) to maintain adequate, efficient and reliable service.

b) Activities to be undertaken:

i) recalibration/charige of consumers kwh meters
ii) transformer inventory
111) rehabilitation/clearing of lines

iv) operation of orgznized BAPAS

v) system upgrading

3. Financial Strategies

a) General Goal - Attainment of a minimum monthly collection of
an amount equivalent to 95% of the current revenue for the first Six months;
then 99% in the succeeding months through strict implementaticn of RECs
disconnection policy.

b) Cost Reduction Program

i) no capital expenditure without NEA approval
ii) employee retrenchment
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iii) cut down on overhead
iv) availment of NPC 3% prompt payment discount (ppd)

c) Strict adherence to NEA approved rates schedule and cash
budgets.

4. General Strategy

In case of resistance from the electric cooperative on the NEA
takeover, the Relending Loan shall be withdrawn, WPC disconnection shall also
be immediately effected.



ANNCX M

Planned Computer Applications

The primary objective of computerizing financial utility
applications is to accomplish financial and accounting utility tasks in an
accurate and tirely manner. If correctly designed and utilized, these
applications result in better controls and improved cash flow, improved and
meaningful reports for management, reduced manpower and lower costs than
non-computerized methods. Descrintions of typical applications follow:

0 NEA Applications

1) NEA Loan Management System

Presently, NEA loan records are manually maintained for all
Toans made to RECs. Because there are a large number of transactions,
preparing loan information and reports is a time consuming and tedious task.
Statements are not routinei, prepared and the NEA and REC loan records do not
reconcile. Thus, REC: do not know their actual loan obligation.

The objective of a computerized loan management system is to:
reduce the clerical workload of the basic accounting procedures, aid middle
and top management making loan decisions and monitor and control loans. This
system will facilitate recording, reporting and analyzing of loan accounts:
generate loan status reports for each REC and foreign creditor; calculate
interest in current and accrued amounts; provide timely information on past
due payments and receivables; and generate periodic and exceptional management
reports.

2) Inventory Control System

The objective of the Inventory Control System will be to
provide an integrated approach to requesting materials and assets, satisfying
RECs requests through the existing inventory o through the procurement cycle,
controlling the storing, issuing a replenishing process, and monitoring
payments and receipts of goods acquired and delivered to the RECs.

The majority of loan releases from NFA to individual RECs are
or will be in the form of assets and goods such as meters, line transformers,
voltage regulation equipment, etc. Furthermore, few RECs maintain detailed
records of these assets. Thus, an effective inventory control system for the
control of assets as they are passed to the RECs is needed.

3) NEA General Ledger/Accounting System

Currently, the NEA uses a manual accounting system. For many
reasons, such as the high volume of information, a manual accounting system
cannot effectively and efficiently meet NFA management's informational needs.
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However, an automated general ledger system would be able to meet NEA
information needs while remaining consistent with sound accounting
principles. This system must be able to generate financial statements for
current and past year operations and budgeted figures, aging schedules of
receivables and payables, schedule of inventories (semi-annual), aging
schedule of advances to officers and employees, and other relevant accounts.

4} Financial Management Information System

The objective of the financial management information system
will be to take NEA beyond the data processing stage. This system will be
designed to support management planning and decision-making, anc¢ will be able
to access all of the information on NEA's data base to permit ad-hoc reporting

Currently, most of the RECs do not prepare regular reports
other than the Management and Financial Status Report (MFSR) required by NEA.
Although this report provides some information, a management information
system would facilitate the generation of more detai]ed information for the
NEA and Board review. Management reports in this category include:

-- Financial analysis and highlights;

-- Billing frequencies, demand, and cost data for tariff
analysis and design;

-- Comparative reports on systems losses, disconnects, and
reconnections;

-- Consumption and payment characteristics by user type,
region, and season; and

== Progress of campaign on KWH inspection and pilferage
apprehension.

0 RECs Applications: Consumer Accounting and Record Keeping
Systems.

Only a few RECs have a computerized billing system. Most RECs
use antiquated bil1ing machines which result in increased billing errors and
difficulty in controlling and maintaining accounts receivable.

The implementation of = standard billing and accounts
receivable system at all participating RECs will improve the effectiveness of
the REC to prepare timely and accurate bills, maintain an accurate customer
billing and payment history, reconcile power bills, and generate automatic
aging schedules and collection information.

The main objective of the Accounts Receijvable system will be
to maximize collections of power sales and to minimize losses from bad debts.
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DETAILED BUDGET

Table 1
Commodities
1. Compacs 1, 2 and 4
Compac 1 $431,540 x 20 8,631,000
Compac 2a $126,300 x 19 2,400,000
2b $305,240 x 19 5,800,000
Compac 4 $431,540 x 30 12,246,000

2. Computer equipment for the RECs

93 RECS x $10,000 per REC 930,000
Provision for System support/
software procurement/ 150,000

modification

$29,777,000

1,080,000

Annex R



TECHNICAL ASSISTANCE

1.

Technical Assistance Budget

Long-term Contractors

One systems advisor
($248,000 x 1 year)

Two resident advisors
($460,000 x 4 years)

1,840,000

Local Accounting Firms

{5300,0007year x 4 years)

Local Engineering Firms

Short-term Advisors.
($160,000 x 4.5 years)

($225,000/year x 4 years)

Procurement Specialists

(4 person montns at $15,000)

TOTAL

248,000

$ 2,088,000

1,200,000

900,000

720,000

60,000

$4,968,000

3,

4

7



Table 3

Long-Term Technical Assistance Contractors

Direct Salaries
1. Resident Advisor - Institutional
2. Resident Advisor - Engineering

Post Differential
3. 154 x T and 2 above

G &A
4255 on 1 and 2 above

Fringe Benefits
5. T1¥ of T and 2 above

Overhead
b. 85% on 1 and 2 above

Air Fares and Per Diem

/. Field Staff plus family (8 x $2,200)
8. R&R to US (8 x $1,000)

(Manila-US-Manila: 1 trip per family member)

9. Leccal Travel (per diem)
2 x 120 days at $50
10. Local Travel (transport)
2 x 24 trips at $75
11. Visa Fees, Insurance, Shots,
Airport Taxes, etc.

Education Allowance
12, 2 cniTdren x 4,000/year x 2 residents

Medical
1372 x 500/year x 2

Shipping and Storage

(4. Shipping $T5,000 x 2

15, Storage $3,000 x 2

16. Auto Shipping at 5,000 x 2

17. Communications

Year One Year Two
$ 70,000 $ 70,000
60,000 60,000
19,500 19,500
32,500 32,500
14,300 14,300
110,500 110,500
17,600 -
- 8,000
12,000 12,000
3,600 3,600
4,000 1,000
16,000 16,000
1,000 1,000
30,000 -
6,000 6,000
10,000 -
9 $2|’C[:
$ 2,500 $ 2,500

Total

$140,000
120,000
$760,000

39,000
65,000
28,600

221,000

17,600
8,000
24,000
6,200
5,000

32,000
2,000

30,000
12,000
10,000
5 —_

5,000



Housing and Utilities
18. Rent 2 x 750 x 12
Electricity 2 x 500 x 12

Total 1 thru 18
Fee 10% of Total

GRAND TOQTAL

*Average yearly cost is $460,000.

Year One Year Two Total
$ 18,000 $ 18,000 $ 36,000
12,000 12,000 24,000
A \ $ 60,000
$424,500 $401,900 $ 806,400
42,450 40,190 80,640
466 952 $442.090 $909, 04 0*




Table 4

Local Accounting Firm(s) - Annual Cost

Level of Effort

Position (months)
Team Leader - acctg/finance 12
Sr. Manageir - social soundness 6
Analysts (4) 48
General Professionals (4) 48
Support (2) 24

Sub-To tal

Out-of-pocket expenses

Travel, lodging and support
TOTAL

Table 5

Burdened

rate/month

$3,500
3,500
2,400
1,800
500

Local Engineering Firm(s) - Annual Cost

Cost per firm for Q&M surveys

$15,000 per 0&M survey x 4 surveys per year = $60,000

Total Cost ($60,000 x 3 firms)
Additional engineering assistance
( $15,000 per firm x 3 firms)

TOTAL

Total

$ 42,000
21,000
115,200
86, 400
12,000

$276,600

23,400
$300,000

$180,000

45,000

$225,000

\\

¢
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>

. Training module development

- Technical training
- Managerial training
- MIS

Cost of Conducting Courses at NEA

Table 6

Training

$25,000
25,000
25,000

6 courses/year at $5,000 x 4 years

Tuition for training at local institutes
25 participants at $1,000 x 4 years

Other training costs

TOTAL

$ 75,000

120,000
100,000

25,000
$320,000



Table 7

Project Operations, Management and Monitorigg

1 PSC at $105,000 x 4.4 years $462,000
1 PSC at $95,000 x 4.4 years 418,000
1 FSN secretary at $4,545 x 4.4 years 20,000

TOTAL $900,000



ANNEX D

CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGANIZATION

I, Malcolm Butler, principal officer of the Agency for International
Developement in the Philippines, have fully considered the potential
involvement of small and/or economically and socially disadvantaged
enterprises, and do hereby certify that U.S. technical assistance required
under the project will be provided through open competition, with special
consideration given to firms submitting proposals which utilize the resources
of small and/or disadvantaged firms. In addition, for project evaluation,
efforts will be made to award contracts to small and/or disadvantaged firms.
My judgment is based on the recommendations of the Project and Mission Review
Committees.

hluwfu- /3»«4_
MALCOLM BUTLER
Director, USAID/Philippines

SEF 28 1988

Date




ANNEX 0O

CERT‘ICATION PURSUANT TO SECTION 611(e)
OF THE FORETGN ASSTSTANCE ATT OF 19671, AS AMENDED

I, Malcolm Butler, the principal officer of the Agency for International
Development in the Philippines, having taken into account, among other things,
the maintenance and utilization of projects in the Philippines previously
financed or assisted by the United States, and the technical assistance to be
provided under the Project to further the country's capacity to maintain
equipment and support rural electric system improvements, do hereby certify
that in my judgment, the Philippines has both the financial capability and the
human resources to effectively maintain and utilize the capital improvements
and facilities effected under this proposed Rural Electrification Project.

This judgment is based upon the nroject description and analyses as detailed
in the Rural Electrification Project Paper and is subject to the conditions
imposed therein.

//l(,m
MAL COLM BUTL ER
Director, USAID Philippines

8EP 28 1988

Date




