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INSERTS FROM PAGE 1 

Eximbank will, on a best efforts basis, provide 
additional grant funds subject to their availability 
over the life of the project. 

2. * *  If additional grant funds are pledged by Eximbank, 
then more loan guarantees will also be provided to 
expand the project within the 35-65 grant loan 
formula contained in the OECD guidelines. 

3. * * *  Totals will depend on future year commitments by 
Eximbank. 
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Yam. of Project: -pines 
m - f n f r P s t r u c t u r e  S u ~ ~ o r t  
E!zdsa 
lurpber of Project: j 9 2  - 0458 

lumLber of Grant: 

1. Pursuant to the section entitled nHultilateral Assistance 
Initiative for the Philippines," in Title I1 of Public Law 101- 
167, 1 hereby authorize the Philippines Capital Infrastructure 
Support Project (the mProjectn) for the Philippines involving 
planned obligations of an amount not to exceed $85 million in 
grant funds over a four year period from the date of 
authorization, subject to the availability of funds in accordance 
with the A.I.D. OYB/allotment process and t o  the availability of 
financing from the Export Import Bank of the United States 
(Eximbank) with grant funds and loan guarantees, as appropriate, 
t o  help finance costs of the Project. The planned life of the 
Project is seven years from the date of initial obligation. 

2. The Project consists of assistance to mobilize public and 
private resources to meet priority infrastructure needs that are 
constraining economic development through private-sector-led 
growth. The project also will provide funds for technical 
assistance. Subprojects vill be concentrated in key economic 
development sectors: povpr, telecommunications, transportation, 
construction, and environmental protection anO management 
activities related to these rectors. Subprojects will be 
screened t o  meet appropriate developmental soundness criteria. 
Once subprojects are approved for financing by both Governments, 
Eximbank vill administer U.S. Government i n f r a s t ~ c t u r e  
assistance. 

3. The Project Agreement(s), which may be negotiated and 
executed by the officer(6) to whom such authority is delegated in 
accordance vith A.I.D. regulations and Delegations of Authority, 
shall be subject to the following essential terms and covenants 
and major conditions, together with such other terns and 
conditions as A.I.D. may deem appropriate. 



4. Commodities financed by A.I.D. under the Project shall have 
their source and origin in the United States, except as A.I.D. 
may othervioe agree in vriting. Except for ocean shipping, the 
.uppliers of coIamodities or mervices ahall have the United States 
as their place of nationality, except as  A.I.D. may othervioe 
agree in vriting. Ocean shipping financed by A.I.D. under the 
Project shall, except as A.I.D. may othervime agree in vriting, 
be financed only on flag vessels of the United States. 

5. Prior to any disbursement of Junds or the issuance of any 
documentation related thereto purruant to which disbursement may 
be made, other than for technical assistance, a satisfactory 
Concessional Financing Facility Agreement between Eximbank and 
the Government of the Philippines, must be duly executed. 

6. The Project will be implemented in collaboration with 
Exinbank, as appropriate, pursuant t o  the terms and conditions of 
an-agreement between Eximbank and A.I.D. Except as A.I.D. may 
stipulate in its project agreement with the Government of the 
Philippines, its interagency agreement with Eximbank, or 
otherwise in writing, Eximbank rules, regulations, directives, 
and procedures will apply to actions taken by Eximbank under such 
an arrangement. Subprojects approved by A.I.D., however, 6hall 
meet the environmental standards of A.I.D. Regulation 16. 

T i t l e :  344 

Date: 9b1q9 

C. Lewis DAA/ANE 
R. Nachtrieb A.UE/PD 
P. White AHE/EA ldrbfkl 
P. ~ a v i s  ANE/DP hkC!.m. 
0 .  Hannon PPC/PDPR/RP .f&uu 
H. Morris CC/ANE .uhciL 
?f. Butler u S ~ I D / ~ a n i l a  .bb-BiU 

Draft: L. Chiles, RLA; H, Morris, GC/ANE 
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SUMMARY AND RECIMIENDATIONS 

1. Grantee: The Government o f  the Ph i l i pp ines  (GOP) ac t i ng  
through the Department o f  Finance (DOF) .  

2 .  Implementing E n t i t i e s :  
National Economl c Development Author! t y  (NEDA) 
Department o f  Finance (DOF) 
Development Bank o f  the Ph i l i pp ines  (DBP) o r  Land Bank 

3. Grant Amount: $30 m i l l i o n  (1s t  year ) )  
E X I M  Grant: $13.75 m i l l i o n  (1s t  year) 
E X I M  Loan guarantee $79.393 m i l l i o n  (1s t  year) 

4. Purpose: The purpose o f  the Pro jec t  i s  t o  mobil l z e  pub1 i c  and 
p r l va te  sector resources t o  meet p r i o r 1  t y  i n f r a s t r u c t u r e  needs 
tha t  are constra in ing broad based p r i v a t e  sector l e d  growth. 

Pro jec t  Descr ipt ion:  A I D  plans t o  provide grants o f  $84 
m l l l l o n  during FY 90 through FY 92 and E x l m  Bank a combination 
of $84 m i l l  i on  grant  and $183 m i  11 i o n  of loan guarantees f o r  a 
t o t a l  of $351 m i l l i o n  t o  a s s i s t  I n  f inancing In f ras t ruc tu re  
needs i n  power, telecommunications, t ranspor t  and const ruc t ion ,  
and, as a cross-cut t lng theme, may inc lude environmental 
p ro tec t i on  and management a c t i v i t i e s  r e l a t e d  t o  these sectors. 
AID w l l l  a lso  provide $1 m i l l i o n  for  techn ica l  assistance. A l l  
equipment, commodi t i e s  and serv l  ces funded under the p r o j e c t  
w l l l  be o f  U.S. source and o r i g i n  except fo r  l i m i t e d  l oca l  
technical  assistance under spec i f i c  waivers. 

6 .  F inancia l  Plan--Life o f  P ro jec t :  
AID $ 85 m i l l i o n  grant  
E x - I m  Bank 84 m i l l i o n  grant  
E x - I m  Bank 183 m i l l i o n  guarantees 

Total $352 m i l l i o n  

7 .  Grantee's Request: 
The GOP's request fo r  assistance i s  included as Annex 
A(pending). 

8.  S ta tu tory  Requirements: A l l  s ta tu to ry  requirements have been 
met. 

9. Analyses: The analyses present ing o v e r a l l  f e a s i b i l i t y  
considerat ions are included i n  th l ,s  p r o j e c t  paper. 

10. Recommendatlons: That an $85 m l l l l o n  grant  be author ized f o r  
the Government o f  the Ph i l i pp ines  f o r  P h i l i p p i n e  Cap i ta l  
I n f ras t ruc tu re  Support P ro jec t  based on terms and cond i t ions  
described I n  the Pro jec t  Author iza t ion .  



11. BACKGROUND, STRATEGY AND DESCRIPTION 

A .  Backaround 

GDP growth in the Philippines has fallen below four percent 
recently even though growth exceeding six percent is needed to 
absorb almost one mllllon new job entrants each year. USAID's 
Phi 1 ippines Ass1 stance Strategy Statement (PASS) for FY91-FY95 
points out that private sector Investors considor Inadequate 
infrastructure in the Phil ippines to be the key constraint to more 
rapid and sustainable prlvate sector led growth. The PASS further 
notes that mu1 ti-bi 1 1  ion do1 1 ar investments are needed in 
infrastructure during the next five years. 

The World Bank, ADB and AID sector studies done recently reinforce 
the need for massive improvements in Infrastructure. The 1989 
World Bank energy sector program appral sal , for example, concludes 
that the power subsector is a major bottleneck to the Phil lpplnes' 
sustai nable growth because generating capacity i s inadequate to 
meet demand, the capital intensive nature of the subsector wlll 
cause it to absorb a large portion of the economy's resources, and 
the current high cost of energy adversely affects development of 
productive enterprises dependent on power. Transportation sector 
studies also note the urgent need to Improve the land, air and 
marine transportation systems. Assessments of the 
telecommunlcatlons system tell a similar story and point out that 
wlth fewer than one telephone for every 100 inhabitants, there is a 
critical need for better telecommunications if the Phlllppines Is 
to attract the private investment it needs. 

By itself, the Phlllppines Is simply unable to generate the 
necessary resources for these massive infrastructure needs. The 
Investment needs between 1989-1993 In the power sector alone are 
estimated by the World Bank to be more than $3 billion wlth more 
than two-thirds of the total comprislng foreign exchange costs. 
Most international banks are reluctant to Increase foreign e~change 
or lending to the Philippines because of its hlgh debt service load 
and Its hlgh political risk ratings. 

Major support from the Philippines' multilateral and bilateral 
donors is clearly needed to mobilize the necessary resources for 
infrastructure needs. Under the framework of the Multilateral 
Assistance Initiation (MA11 launched in Tokyo In July, 1989. twenty 
five donors pledged more than $3.3 bill ion to support development 
needs primarily In the infrastructure area. The U.S. is also 
earmarking more than half of Its FY 1990 MA1 commitment of $160 
million to help resolve infrastructure constraints. However, even 
if the U . S .  and other donors continue to commit these levels of 
resources to the Philippines over the planned five year life of the 
MAI, and target much of these resources on meeting Infrastructure 
needs, funding wlll st1 1 1  be inadequate unless private sector 
resources also can be tapped to supplement GOP and donor funding. 



Indeed, the strateglc context of the MA1 Is based o n  the premlse 
that donor funds act as a catalyst for Improving Investors' 
confidence 1n the country, and that private sector inflows stiould 
overtake public sector inflows by the end of the MAI. 

The Phlllpplne Capital Infrastructure Support (PCIS) project 
proposed takes a slgniflcant step toward mobillzlng and efficiently 
targeting resources for developmentally-sound Infrastructure 
needs. The PCIS strategy 1s to: 

Leveraae MA1 resources t o  the maximum extent ~ o s s l b l e  by 
ralslng addltlonal resources for Infrastructure from the U.S. 
Export-Import Bank (Exlm) and other U. 5. Government programs, 
the comrnerclal banklng sector, and other private sector 
sources. In conjunction wl th AID'S contrlbution, Exlm wlll 
provlde an agreed level of grant funds from Its tied ald 
credlt fund. Exlm wlll also provlde long-term credlt 
guarantees t o  encourage U.S. banks to make loans for U.S. 
exports needed for Infrastructure projects in the 
Philippines. Credit guarantees will assist the Phllfpplnes t o  
reestabli sh voluntary access to lnternatlonal banks which have 
been reluctant to increase thelr cross-country exposure. 
Feasl b1 1 1 ty studles conducted by the Trade and Development 
Program (TDP) , a member agency o f  the Internat lonal 
Development Cooperatlon Agency (IDCA), will be used t o  help 
target PCIS resources for attractlve infrastructure projects. 
Dlscussions are also underway wlth the World Bank, AD6 and 
OPIC t o  coordinate funding efforts for Infrastructure 
Improvements. 

2. Ln h ~ m e n t a l 1 ~ - s o u n d  r r 
infrastructure prQjects I n  key sectors. The key 
Infrastructure sectors of power, telecommunl cations, 
transportatlon and construction have been identlfled as the 
main constraints t o  prlvate sector led growth in the 
Phi 1 lppi nes and accordlngly have been selected as the el lgible 
sectors for PCIS f lnanclng. The cross-cuttlng environmental 
management area has 3150 been Included as an ellglble sector 
because of Its Importance t o  sustalnable, broad-based growth. 
There 1s o f  course a range of activities that could be done In 
each o f  these sectors, and the project 1s structured s o  that 
USAID wlll work with NEDA t o  fund the most developmental ly 
sound ones. 

3. Taraet PCIS o n  a c ~ i v i t i e s  where U.S. technoloqv Is competltlvg 
t o  prevent subsidizing U.S. exports that have poor long term 
prospects, and t o  help assure the maximum technology transfer 
beneflts for the Phllipplne economy. Besides screenlng 
projects for development Impact and general soundness, It wlll 
be Important t o  consfder the competitiveness of U.S. 



technology for the proposed projects. PCIS wlll help assure a 
level playlng fleld for competltlve U.S. technology that mlght 
otherwlse not be dellvered to the Phlllpplnes because of 
concesslonal financing packages offered by other countrles. 
Thls wlll protect the Phlllpplnes from receiving less 
deslrable technology simply because the flnanclng package Is 
more affordable and It thus wlll mutually beneflt both the 
Phlllpplnes and the U.S. 

4. S e l ~ ~ t  only a ltmjted number of deve1a~mentally sound 
sctlvltles wl thln ~rlorltv s e c t a x  to further coru;enkdte 
1moac;t and 1 iml t the management and m n l  t o r l n ~  burdneL No 
more than slx to ten speciflc flnanclng packages are expected 
for the flrst year's fundlng wlth a preference for fewer, 
larger projects. 

5. Use the w s t  efflclent means to manaae the PCIS, whl le 
assuring that PCIS-financed activitks are aggro~rlately 
selected. m o n w ~ d  and evaluated. AID funds will be 
obllgated wlth the GOP and wlll provlde a portlon of the 
concessionallty to the total lendlng package as well as 
selected technical asslstance to help ldentlfy and process 
proposals. Once identifled and approved by NEDA and AID, 
funding (AID, Exim and guarantees for commercial credits) wlll 
be managed by Exim because of Its comparatlvely greater 
experlence and capablllty to manage trade credits. AID's 
development capabilities and presence In the Phlllpplnes wlll 
provide the comparative and competltlve technology advantages 
for AID to eff i clently screen actlvi ties for development merl t 
and to provlde technical asslstance to look for 
developmentally sensible actlvitles out of the many that mlght 
be proposed. By structuring management along these llnes, the 
credits should be as accessible as posslble, and AID's 
adminlstratlve burden wlll concentrate on flndlng sub projects 
wlth developmental merits. 

. Screen for development Impact and ~ o l l c v  conslderatlons durlng 
project s e l e c m  to assure that PCIS resources have a 
development Impact and are not used contrary to MA1 and AID 
pol lcy objectlves. Speclf lc development crl terla have been 
developed to screen each PCIS project actfvl ty. The crlterla 
take Into conslderatlon policy irnpllcatlons; however, the 
major burden of support for policy reform wlll be on other MA1 
and DAIESF programs such as the Support for Development 
Program (492-0430) and the MA1 Prl vate Enterpr l se Pol l cy 
Support Program (492-0430). Moreover, the overall MA1 policy 
framework paper covers a broad range of policy objectlves that 
have been agreed between the GOP and donors. 



C. Description o f  Proaram and E x ~ e c t e d  I m ~ a c t s  

1. Overview 

The purpose o f  the PCIS project Is t o  mobillze publlc and prlvate 
sector resources t o  meet priority Infrastructure needs that are 
constraining broad-based prlvate sector led growth. The goal is 
broad based sustainable growth led by the prlvate sector. T o  
achieve the project purpose, in the first year PCIS will make 
avallable In FY90 $30 ml lllon In MA1 grant funds from AID, $13.75 
mllllon in grant funds from Exlm, and approximately $79.393 mllllon 
In Exlm long term trade credlt guarantees t o  encourage U.S. 
commerclal banks and exporters t o  extend credlt t o  borrowers 1n the 
Phi 1 lpplnes. Funds and guarantee coverage wlll be aval lable f o r  
credlt commitments over a five year period, however, all Inltlal 
funding is expected t o  be commltted t o  speclflc actlvitles before 
the end of U.S. FY91. If sufflcent demand 1s demonstrated, 
add1 tional guarantees may be counted. Suff lclent interest has 
already been expressed by the prlvate sector, multilateral donors 
and the G O P  t o  provlde reasonable assurance that demand f o r  PCIS 
wlll increase dramatically once 1 t Is better known t o  the U.S. and 
local business communl ty. 

T o  respond t o  expected future demand, the total A I D  MA1 a1 locatlon 
over the FY 90-92 period Is planned a t  $85 mlllion. Authorlzatlon 
for thls level o f  funding Is requested at this time. During the 
five year life o f  project these funds are expected t o  leverage not 
less than $84 mlllion from Exlm In grants and $ 183 million In 
credit guarantees, plus provlde a catalyst f o r  private investment 
totalling not less than $200 mlllion. Total funds mobillzed, 
including the A I D  component, therefore, should be at least $352 
mlllion. 

Almost a1 1 of the AIDIExim funds and commerclal credl t s  provided 
under Exim guarantees will be made aval lable as "blended" credl t s  
for Phlllpplne imports o f  U.S. source and origin goods and servlces 
for infrastructure projects. Eligible costs may Include U.S. 
equipment Imports, englneerlng and other services related t o  
capital lnfrastructure projects, and can a l s o  Include 
transportation and insurance costs in t h e  contract price o f  t h e  
covered imports. In addltion t o  these Items, a portlon o f  the A I D  
grant contrlbutlon, estimated at $1 mlllion, will be set aside f o r  
consultant servlces t o  help screen, monltor and evaluate the PCIS. 
In addltlon, llmited fundlng will be budgeted f o r  non-federal audit 
services f o r  the technlcal assjstance portion o f  the project. 

PCIS grant funds for consultant servlces wlll be supplemented by 
the Phllipplne Assfstance Program Support Project (PAPS) - 
492-0452. P A P S  was establl shed in FY 1990 t o  develop the necessary 
feaslbllity and pre-investment studles for hlgh Impact projects. 
It 1s expected that the PCIS will serve as a ftnanclng window for 
selected projects developed under PAPS that meet the PCIS 
ellglblllty criteria. As mentioned above, TDP feaslblllty studies 
will a l s o  be a source o f  Informatlon for selecting and screenlng 
attractive lnfrastructure projects under the PCIS. 



Ourlng the first year of the project, the major emphasis wlll be on 
flnanclng large capital infrastructure projects. Unless there are 
exceptional circumstances, the PCIS contri butlon should comprl se a 
minimum of $10-930 million for each project. Once a number of 
large projects have been In1 tlated, conslderatlon wlll be glven to 
programming a portion of future year funds for smaller scale 
projects. The management burden of screening and monl tor1 ng many 
small projects preclude trylng to service smal ler proposals durlng 
the relatlvely management Intensive start up phase of the PCIS. 

2. Criteria for PCIS financfng 

(a) Sectors: The priorlty sectors ellgible for flnanclng are 
power, telecommun1catlons, transportatlon and constructlon. 
Actlvl tles related to envlronmental protectlon and management 
In these sectors can a1 so be Included for f lnanclng where they 
can be shown to be Important t o  overcoming constraints to 
sustal nable private sector led growth. 

Subprojects wlll, at least lnitially, be llmlted to the 
prlority sectors with the understanding that these sectors may 
be broadly Interpreted to permlt the flnanclng of a range of 
subprojects that meet all PCIS crlterla. If, after 
implementation progresses, the Misslon and COP can justlfy 
some expansion of prlority sectors, AIDIW wlll consider 
exploring this wlth ExIm Bank and others concerned. Expansion 
of envlronmental protectlon and management activities could 
also be considered. As the project is currently authorized, 
and as approved by the Environmental Pollcy Council, such 
actlvltles can be financed only as they relate to the primary 
sectors authorized: power, telecommunlcatlons, transportatlon 
and construction. 

Sectors may be broadly Interpreted to permlt the flnanclng of 
a range of projects that meet all PCIS criteria, Thus, 
subject to the screening process, the Rower sector may include 
generation, transmission and distribution activities; 
~ ~ l e ~ o m m u n i c a t i o n y  may Include any component(s) of the entlre 
telecommunlcatlons network; trans~orfatlon may Include 
Infrastructure projects targetted on resolvlng constralnts to 
land, alr and marine transport; and the construction sector 
may Include equlpment needs for private sector led growth. 
nvlronrnenta] actlvltles that contribute to growth may, for 

Example. lncfude solid and toxic waste disposal. air and water 
pollution control actlvltles, and equlpment for demand 
management and conservation programs. 

(b) Crlterla for Projects. Beslde the normal feaslblllty and cost 
data used to support an applicatlon to Exlm for a lendlng line 
of credit, the followlng crlterla wlll be used to screen and 
select projects within approved sectors. To avold dupllcation 
and delay, the project to the m a x i m u m  extent possible wlll 
rely on the GOP appraisal process where posslble. 



(1 ) P~v~lnprnmn_a-n_d .Envl ronmtnbl Im~a_;t - Each proposed 
project wlll be e x a m l n ~ d  to determine elther dlrectly o r  
Indirectly its approximate net benefft to the economy and If 
It falls wlthln the overall MA1 strategy. Thls will requlre 
estimates o f  elther the economlc rate of return or cost 
effectlveness, depending o n  the type of project. For moving 
the approval process, economic benefits may be estlmated 
indlrectly by comparlson wlth related projects, andlor by 
utlllzlng data from exlsttng studles. Other economlc 
development and pollcy conslder.ations, lncludlng 1 lkely 
effects on technology transfer, prlvatlzatlon, and 
decentral ization wll 1 be considered before projects wl 1 1  be 
approved under PCIS. Economlc returns must be estimated to be 
equal to or greater than the GOP soclal dlscount rate 
(currently 15 percent), and other developmental lmplicatlons 
should at a rnlnlrnum on balznce be pollcy neutral before a 
project wlll be selected. 

Regular AID envl ronmental procedures wlll be appl led t o  assure 
environmental soundness. Thls wlll require preparatlon of an 
Inl tlal Envl ronmental Exam1 natlon ( I E E )  for each proposed 
project, and an Envlronmental Assessment where requlred. 

( 2 )  Proposed projects 
wlll be screened to assure that equipment proposed for 
flnanclng under PCIS is competltlve 1n terms of technology and 
prlce relatlve to I1k.ely a1 ternatlve sources of the 
equlpment. PCIS wlll not flnance actlvltlez when U.S. 
technology cannot compete under level playlng fleld condltlons. 

Once a project has been selected, but prlor to establlshlng 
flnanclng arrangements, there may he a need t o  confirm that 
prices are reasonable, Where cornpetltton 1s used to select 
suppliers It 1s assunled that prlces wlll be reasonable. Under 
negotl ated procurement arrangements, however, the negotl ated 
prlce package will need to be examined to assure that prlces 
are reasonable for the trade. Eklm Bank requlres thls as a 
routlne part of Its s ~ l e c t l o n  process and wlll assume 
respons!bllltv for the reasonableness of prlce so AID need not 
dupl lcate the re ;  4 ~ v .  

c ScrefnLng.Pr.ass: P r o j e c ~ s  ulll be proposed by the GOP and 
by the private sector !stir? 1~pl~rricn:at.lon sect ion for 
details). In virtually a l l  c a s e s  where PC15 finances GOP 
projects, the feaslblll ty studiei; acii>n;:! ! s h e d  3:; the 
concerned GOP agencles wlll cover the flnaqcial, econcmlc and 
envlronrnental vlablllty of the projects. The GOP Investment 
Coordlnatlng Comrnlttee (ICC) roqulres an Economlc Rate of 
Return of 151 for GOP projects. Thus, AID can use G3P studles 
t o  meet most of Its concerns for approving projects. Also for 
both publlc and private sector projects flnanced by the IBRD 
or ADB, appralsal reports done by these mt~ltflateral 
Instltutlons are expected tu cover most lf not all o f  AID'S 
development concerns. 



Uslng avallable studles, USAID wt11 conduct an lnltfal revlew 
of projects, (Including an Inltlal Envlronmental Examlnatlon) 
as soon as possible after projects for potentlal flnanclng 
under PCIS have been Identlfled. USAID may contract for 
consultant asslstance t o  help conduct the Inltlal revlew for 
USAID. Thls tnltlal review wlll determlne whether any 
additional analysls is needed. If the review Is satisfactory, 
AID wlll advise Exlm Bank whlch, subject t o  Its own revlew, 
wlll Issue a prelimlnary commttment t o  flnance the projects. 

USAID wlll access the necessary technical expertlse t o  
accompllsh the above revlew pi-ocess uslng raptd contractlng 
methods. Where t h e  expertise Is locally avallable, purchase 
orders for the necessary reports may be used. Both 8 (a) and 
IQC rnechanlsms can be used for the revlews. Speclal reviews 
should take n o  longer than one-two weeks and In most cases 
wlll require an engineer and!or an economist. 

The PCIS Project 1s a multl-year actlvlty Intended t o  mobllfze 
publlc and private sector resources to meet prlortty lnfrastructure 
needs that have developmental merlt. Thls project Is primal-lly a 
test beh!cle for U.S. tted-ald !n the Phlllpplnes. Depending o n  
results, It may be extended and further lnstltutionallzed. Impacts 
o n  the target sector should be readily determlned by measuring such 
thlngs as Increased power y e ~ e r a t l n g  capaclty, lncreased numbers of 
telecommunlcatlon lines attributable t o  the project. The project's 
development hypothcsls is that these increases In lnfrastructure 
capacity wlll have a p o s l t l v ~  effect o~ economlc growth whlch In 
turn wlil resuie !n more jobs and improved Incomes In the 
Phlllpptnes. 

Beneflclarles of thls project wlll be broad-based portion of the 
population due to the broad effects activltles such as Increased 
power generation, Improved telecommunlcatfons and better transport 
produce. The analysls section of thls paper discusses these 
benefits, Indivtdual project andlyses wlll provlde more speclflc 
Informatlon o n  the benefit lncldence. 

Increased Imports and marbet share for new t e c h n o l o ~ y  from the U.S. 
In the prlorlty sectors are & ~ S G  expected under PCIS. Baseline 
data for both the development and trade impacts wlll be e ~ t ~ ~ b l i s h e d  
durlng the early manths of Pi15 sc that effects may be later 
evaluated. 

A number of potentlal project actlvltles for flnanclng under PCIS 
are descrlbed In detail In tti~ Annexes t o  thls project paper. 
These are In varlous stages of development but appear t o  conform t o  
proposal selectlon crlterla based o n  currently avallable 
lnformatlon. All are withln pr-lorlty sectors, and all have major 
components of procurement In areas where the U.S. has competitive 
technology. Avallable feasiblllty or prefeaslblllty Informatlon 



indicates that these activities should meet the development Impact 
criteria although they have not been formally screened. 

Those projects that move through the development stage re1 at i vely 
qulckly wlll be the flrst funded, until the PCIS Is fully 
committed. Remaining projects, as well as new ones that are 
proposed during the I ife of PCIS, will be screened and held In 
reserve in the event additional fundlng becomes available, andlor 
committed projects are removed through competltion for other 
reasons. 

The US$l million set aslde under the PCIS for technical assistance 
will Include the following: 

It will be particularly important during the first three 
months of the PCIS that the PCIS be actively promoted, that 
necessary procedures and processing arrangements be 
established, and that projects are quickly processed and 
preliminary commitments are made. 

To help assure these Initial requirements are met In a tlmely 
way, a short term (approximately 3 months) consultant, either 
under a PSC or through an instltutional mechanism, will be 
contracted by AID to devote full time to assist wlth these 
efforts. 

2. la04 Term Cvrlsul tancies 

Two GOP agencies (the National Power Corporatlon (NPC) and the 
Department of Transportation and Communlcatlon) are 
responsible for activities In the priority sectors of power 
and telecommunications. To asslst these agencies to access 
and most effectively utilize PCIS, one expert consultant wlll 
be financed under PCIS, for a one year period, for each of 
these two agencles. Both consultants will be thoroughly 
familiar wlth :tate of the art U.S. technology and products In 
their respective fieids (power and telecommunications) and 
will be able to a s s u r e  PC15 Is targetted on programs and U.5. 
goods and services of n i s t  benefii to the Philipptnes. 

Consultancies for establishlng development and trade base 
llnes and for conducting a process evaluation and an Import 
evaluatlon are planned. These are discussed 1n more detail 
under the evaluatlon arrangrments section. 



4 .  Aud l t S e r v i r e r  

The USG w l l l  have t h e  r i g h t  t o  a u d l t  a c t l v l t l e s  f u n d e d  unde r  
PCIS and t h e  f a c l l l t y .  A u d l t s  o f  Exlmbank a c t l v l t l e s  w l l l  be 
conduc ted  b y  t h e  GAO. P r f m a r y  r e s p o n s l b l l l t y  f o r  a u d l t s  of 
A I D - f l n a n c e d  p r o j e c t s  l l e s  n l t h  t h e  R e g l o n a l  I n s p e c t o r  Gene ra l  
f o r  A u d l t  ( R I G / A > ;  however ,  a s  p e r  STATE 30C722 A I D ' S  a u d l t  
r e s p o n s l b l l l t y  w l l l  be e x t r e w l y  l l m l t e d  t o  c o v e r l n g  o n l y  t h e  
f l n a n c l a l  and comp l l ance  a s p e c t s  o f  t h e  technical a s s t s t a n c e  
component o f  t h e  p r o j e c t .  

The MA1 deve lopment  s t r a t e g y  as c o n t a i n e d  l n  t h e  1989 s t r a t e g l c  
f ramework  pape r ,  "The P h i l i p p t n e  Agenda for S u s t a l n e d  Grow th  and  
Deve lopment " ,  I n c l u d e d  enhanc ing  t h e  e n v l r o n m e n t  for p r l v a t e  s e c t o r  
a c t l v l t l e s ,  j o b  c r e a t i o n ,  &nd  restoring access  t o  v o l u n t a r y  c r e d l t  
i n  l n t e r n a t l o n a l  c a p l t a l  m a r k e t s .  The PCIS P r o j e c t  c o n t r t b u t e s  t o  
t h e s e  i m p o r t a n t  o b j e c t l v e s .  D u r l n g  t h e  d e s l g n  p r o c e s s ,  t h e  PCIS 
concep t  was v e t t e d  w l i h  t h e  N d e i o n a l  Economlc Deve lopment  A u t h o r l t y  
(NEDA) . 

The deve lopment  o f  t h e  PCIS has been c l o s e l y  c o o r d l n a t e d  w l t h  t h e  
IBRD and ADR. A  number o f  t h e  p r o p o s e d  p r o j e c t s  a r e  p o s s l b l e  
c o f i n a n c i n g  c a n d i d a t e s .  B o t h  t h e  I H R D  and AD0 a r e  a n x i o u s  t o  
c o o p e r a t e  w l t h  AID as t h e  PCIS f u n d i n g  becomes available, and 
r e g u l a r  c o o r d l n a t l n g  s e s s i o n s  a r e  p l a n n e d .  

111 .  IMPLEMENTATION PLAN AND ARFMNGEHENT 

T h i s  s e c t l o n  o f  t h e  pape r  discusses t h e  k e y  p a r t l e s  I n v o l v e d  I n  p r o j e c t  
a d r n l n l s t r a t l o n  l n c l u d l n g  t h e i r  r o l e s  and r e s p o n s l b l l l t l e s ;  t h e  p r o j e c t  
l m p l e m e n t a t l o n  p l a n ,  t h e  a p p r o v a l  p r o c e s s ,  p r o c u r e m e n t  a r rangemen ts  and 
c o n s u l t a n t  r e q u i  r e m e n t s .  

A. -- PROJECT PARTICIPANTS: 

On t h e  P h i l l p p l n e  s l d e ,  t h e  k e y  p a r t l e s  I n v o l v e c l  I n  a d m l n l s t e r l n g  
t h e  P r o j e c t  a r e  t h e  f o l l o w i n g :  

The N a t l o n a l  Economic Development  A u t h o r l t y  (NEDA). NEDA a c t s  as 
t h e  o v e r a l l  p l a n n i n g  agency fcr  t h e  GOP, e s t a b l i s h i n g  p r l o r i t l e s  
and c o o r d l n a t l n g  a l l  f o r ~ l g c  assistance f o r  g o v ~ r n n e n t  d e p a r t m e n t s ,  
a g e n c i e s  a n d  s t a t e  ewned ~ n t ~ r p r l s e s .  T h l s  r o l r  was considerably 
s t r e n g t h e n e d  a f t e r  t h e  F e b r u a r y ,  1986 r e v o l u t l o n .  NEDA works  
c l o s e l y  w i t h  t h e  USAID I n  t h e  r e v l e w  and a p p r o v a l  o f  USG f u n d e d  
p r o j e c t s  and work1 ng r e i a t l o n s h ~ p s  a r c  we1 1  e s t d b l  l s h e d .  The 
A ID /Ex lm  team has m e t  w l t h  NEDA.  B o t h  NEDA and USAID a r e  I n  
agreement  on  b o t h  t h e  i m p o r t a n c e  o f  f ~ l n d l n g  sound deve lopmen t  
e f f o r t s  compatible w l t h  M A 1  o b j e c t l v e s  and  t h e  s e c t o r a l  emphasls  o f  
t h e  P r o j e c t .  



The Department of Flnance (DOF) - The DOF apprcves the flnanclal 
terms and conditions of forelgn assistance to the Philipplnes. I t  
wlll be instrumental in decldlng what portlon of the grant element 
of the mixed credit facility Is passed on to borrowers and in 
determining which partles will be responsible for taklng the 
foreign exchange risk. Exlm Bank requires that the DOF wlll also 
be requlred to guarantee repayment of the U.S. loan portlon of the 
fact11 ty. 

Central Bank (CB) - The key role of the Central Bank will be to 
allocate forelgn exchange for borrowers of the facility so the 
latter can convert peso earnings to do1 lars to meet their repayment 
obligations under the Exim guarantee. 

The Development Bank of the Philippines (DBP) - The DBP 1s a 
Government development bank whlch lends to both publlc and private 
enterprlses. It has undertaken a very successful revlta'lization 
program slnce 1986. Its role under thls Project wlll be as a 
condult of the DOF for loans to the prlvate sector, and posslbly to 
public sector entitles, which lt wlll guarantee. Loans wlll elther 
be dlrect from the DBP to such enterprlses 



or wholesaled through the commercial banklng system for prlvate 
sector borrowers. Terms and condltlons of these lendlng 
arrangements wlll be determlneo by the DBP and the Department of 
Flnance. The GOP may also deslgnate other financial Instltutlons 
such as the Land Bank. 

The Cmrdlnating Committee for the Phllippine Asslstance Program 
(CCPAP) - As the P C I S  Projezt ij part o f  the Multilateral 
Asslstance Inltlatlve (MAI), the CCPAP has a coordlnatlng role in 
setting prlorltles. As such It works closely with NEDA wlthln the 
framework of the Investment Cmrdlnating Commlttee ( I C C ) .  

The Investment Coordlnatlng Committee (ICC) - The ICC was 
establlshed as a forum so that the various GOP Departments are kept 
Informed of the investment programs and policy proposals of the 
Government. As such It allows for issues to be surfaced and 
declslons made to assure a more complementary and coordinated 
effort among the varlous line agencles. The DOF acts as Chairman 
and NEDA as the Secretariat of the ICC. Fundlng proposals under 
the Project w\ll be vetted through It. 

In vlew of the high prlority glven to power and telecomrnunlcations, 
the Ilkellhood Is that most of the funds wlll be utillzed for power 
and telecornmunlcatlons PI-ojects. The key governmental entl tles for 
these sectors are the National Power Corporatlon (NPC) and the 
Department of Transportation and Comrnunlcatlons IDOTC). 

The Natfonal Power Corporatlon (NPC) - The NPC 11; a state 
enterprise In charge of power generatlon and transmission. Due to 
power shortages In Metro Manila and Luzon. the NPC wlll llkely 
recelve major fundlng under the PI-oject for new power plants and 
transmission llnes. Loans will be made dlrectly to NPC with a 
guaranty by the DOF. NPC can also purchase power from the prlvate 
sector under Bulld Operate Transfer (BOT) arrangements. (One such 
BOT project has already been commlssloned but the approval process 
took nearly two years.) A princlpal purchaser of NPC generated 
power Is Heralco, a prlvately owned company whlch dlstrlbutes power 
In the Metro Manlla a r e a .  It has one generating plant whlch may 
receive fundlng from thls Project for rehabllltatlon. Heralco may 
also purchase power from prlvate producers so BOT arrangements are 
possible. 

The Department o f  Transportatlcn and I~ommunication (D0TC)- DOTC 
wlll be a key player a s  a GOP line agency in charge of pollty and 
programs for the development of telecommunications, ocean shlpplng, 
railway, urban transport and alrports. The prtnclpal prlvate 
sector organlzation in the telecommunications field 1s the 
Phllippine Long Distance Telephone Company (PLDT), which could be a 
loan reciplent under tho Projcct if sa determined by all partles. 

On the U.S. slde, the key parties involved In Project 
admlnl stratton will be the Export-Import Bank and the U S A I D .  
Considerable promotlonal ass\stance ~ 1 1 1  be  provlded by the 
Department of Commerce, lncludlng Its Forelgn Commercial Service 
(FCS) staff based In Manila as well as prlvate sector organlzatlons 



such as t h e  Ph i l i pp tne -US Bus iness C o u n c i l .  The USAID w l l l  be 
r e s p o n s i b l e  f o r  p r o j e c t  s c r e e n i n g  t o  assu re  t h a t  t h e  deve lopmenta l  ' 

c r t t e r t a  d tscussed l a t e r  I n  t h i s  imp lemen ta t i on  s e c t i o n  a r e  met.  
The Ex-Im Bank w i l l  a d m i n i s t e r  t h e  AID g r a n t  f unds  as w e l l  as I t s  
own g r a n t  resources and l o a n  guarantees and approve loans  I n  
accordance w i  t h  1  t s  o p e r a t  t  ng procedures  wh ich  a r e  f o r w a r d e d  t o  
NEDA th rough  USAID for a p p r o v a l .  

B. UBLRDJLCT SELECTION AND WI EW PROCEDURES 

Overvtew: To meet deve lopmenta l  and MA1 o b j e c t t v e s  a s  w e l l  as 
t r a d e  o b j e c t i v e s ,  t  t 1s c r i t t c a l  t h a t  p rocedures  a r e  i n  p l a c e  t o  
screen for development Impact  and p o l t c y  c o n s t d e r a t l o n s  e a r l y  I n  
t h e  p r o j e c t  s e l e c t i o n  process.  S p e c l f t  c  development c r  1  t e r  t  a  have 
been developed t o  screen each PCIS p r o j e c t  a c t l v l  t y .  Whi l e  t h e  
c r i t e r i a  t a k e  i n t o  c o n s i d e r a t i o n  p o l i c y  I m p l l c a t l o n s ,  t h e  M l s s i o n  
w l l l  l o o k  t o  o t h e r  M l s s t o n  programs t o  d r i v e  p o l i c y  d i a l o g u e .  

Imp lemen ta t ton  C r i t e r i a  and Management 

1 .  S u b p r o j e c t  S e l e c t f o n  Procedure and C r t t e r i a  

The p r o j e c t  w l l l  suppor t  d l s c r e t e  I n d i v i d u a l  s u b p r o j e c t s  or 
a c t t v l t l e s  i n  power, t e lecommun ica t i ons ,  t r a n s p o r t ,  c o n s t r u c t t o n  
equtpment. and equtpment for  env i ronmen ta l  management and 
p r o t e c t t o n .  Stnce s p e c l f l c  s u b p r o j e c t s  or a c t t v l t l e s  w t l l  be 
t d e n t i f t e d  subsequent ly ,  I m p o r t a n t  economtc c o n s t d e r a t i o n s  and 
c r i  t e r i a  1  n v o l v l n g  t h r e e  sc reen ing  processes w l l l  be done p r i o r  t o  
t r a n s f e r r i n g  t h e  f u n d i n g  r e q u e s t  t o  Exlm Bank. They a r e :  

- Subpro jec t  I d e n t i f i c a t t o n  
- Subpro jec t  S e l e c t i o n  C r l t e r l a  
- GOP Rev1 ew/Concurrence 

a)  5ubpro. Iect  L h e r L i f t c a t i o n :  For t h e  p u b l i c  s e c t o r  t h e  concerned 
GOP department o r  agency w i l l  be r e s p o n s i b l e  f o r  concep t  
p roposa ls  for  p u b l i c  s e c t o r  s u b p r o j e c t s  wh lch  I n  t u r n  w t l l  be 
fo rwarded  t o  NEDA. For t h e  p r l v a t e  s e c t o r ,  t h e  I n t e r m e d l a t e  
C r e d i t  Institution ( I C I )  w i l l  p repa re  a  concept  p roposa l  for 
an I d e n t l f l e d  p r l v a t e  s e c t o r  s u b p r o j e c t  wh lch  a l s o  w l l l  be 
fo rwarded  t o  NEDA. The s u b p r o j e c t  may be s e l e c t e d  from a  
l i s t  o f  p i p e l i n e  p r o j e c t s  t h a t  the  GOP ha; l d e n t l f t e d  a n d / o r  
approved f o r  tmp lemen ta r fon  or may be l d e q t i f i e d  and s e l e c t e d  
by t h e  I C I  t n  c o l l a b o r a t l o n  w f t h  t t s  p r o s p e c t l i e  c l t e n t .  

Dependlng o n  t h e  s p e c l f l c  p r o j e c t  p r o p o s a l ,  USAID and NEDA 
w l l l  e l  t h e r  r e l y  on t h e  t h e  appra t  s a l  o f  s u b p r o j e c t  p r o p o s a l s  
submi t ted  by e t t h e r  t h e  I C l s  o r  GOP depar tments  o r  5upplement 
t h t s  w l t h  I t s  own Independent  r e v i e w s .  For  m o s t  p r o p o s a l s  we 
expec t  t h a t  the  GOP p r o j e c t  a p p r a i s a l  p rocess w l l l  be r e l l e d  
upon t o  t h e  maximum e x t e n t  p o s s t b l e .  



DBP w l l l  send complete d o s s i e r s  on a  p a r t i c u l a r  t r a n s a c t i o n  
th rough  A I D  f o r  A I D  approva l  f o r  forwarding t o  Exlmbank. 
However, Exlmbank w l l l  respond on b e h a l f  o f  b o t h  agencies. 
A d m i n i s t r ~ a t l v e  r e v l e w  by b o t h .  F n c l u d l n g  Exlmbank Board 
a c t i o n ,  can be completed I n  6 weeks. 

b )  S u b p r o i e ~ L S e l n r t I ~ n  G r l  ter.13: F u l l  c r i  t e r 4 a  t o  sc reen  
p r o j e c t s  w l l l  be determined by  USAID and t h e  GOP e a r l y  l n  t h e  
p r o j e c t  lmp lemen ta t l on  s tage.  C r l t e r l a  w l l l  be based on MA1 
o b j e c t l v e s  and economlc c o n s i d e r a t i o n s  and a r e  expec ted  t o  
conform t o  t h e  f o l l o w l n g  g u i d e l l n e s :  

S u b p r o j e c t s  i n  t h e  p r i o r i t y  s e c t o r s  o f  power, te lecomrnun lca t lons ,  
t r a n s p o r t a t l o n ,  comrnunlcation equipment,  and equipment: f o r  
env i ronmen ta l  p r o t e c t i o n  and rndnagement. 

Subpro jec ts  I n  those s e c t o r s  wh ich  f a c i l i t a t e  expanded p r i v a t e  
s e c t o r  a c t l v l t y ;  

S u b p r o j e c t s  wh ich  b r l n g  I n  c o r n p e t i t l v e  U.S. techno logy  wh ich  
h e r e t o f o r e  had been p rec luded  f r o m  p a r t l c i p a t l o n  due t o  o t h e r  
c o u n t r i e s !  concess lonary  financing packages; 

S u b p r o j e c t s  wh lch  have maximum visibility and d e m o n s t r a t l o n  e f f e c t ,  
t o  i n c l u d e :  

- A comp le t i on  p e r l o d  of  t h r e e  y e a r s  o r  l e s s ;  and 
- P r e f e r a b l y  geographic c o n c e n t r a t l o n  I n  an a rea  of  A . I . D .  

i n t e r e s t ;  

S u b p r o j e c t s  where t h e r e  i s  a I l k e l l h o o d  o f  s i g n i f l c a n t  development 
impact  and c o n s l s t e n c y  w i t h  t h e  P h l l l p p l n e  A s s l s t a n c e  Program 
development s t r a t e g y ,  t o  I n c l u d e  t h e  f o l l o w l n g  c o n s l d e r a t l o n s :  

- l l k e l i h o o d  o f  s i g n i f l c a n t  e f f e c t s  on t e c h n o l o g y  t r a n s f e r ,  
p r i v a t l z a t i o n ,  d e c e n t r a l l z a t i o n  ( t o  i n c l u d e  u rban  areas 
o u t s i d e  Metr-o M a n l l a )  o r  t h e  env i ronmen t ;  

- c o n s i s t e n c y  w l t h  a n d l o r  c o n t r i b u t i o n  t o  imp lemen ta t ton  and /o r  
malntenance o f  p o l i c y  r e f o r m  o h j e c t l v e s  foi- t h e  s e c t o r  o r  
s u b s e c t c r ;  

- t e c h n l c a l  and economic soundness o f  s e c t o r / s u b s e c t o r  system 
and lnves tmen t  p l a n ;  

- degree of f l t  w l t h  a n d l o r  contribution t o  sec tc r r / subsec to r  
i nves tmen t  p l a n ;  

- l i k e l i h o o d  o f  s i g n i f i c a n t  Impact  on t h e  i nves tmen t  c l i m a t e ;  



- l i k e l i h o o d  o f  s i g n i f i c a n t  impact on the coun t r y ' s  
i n t e r n a t i o n a l  reserves and ex te rna l  debt p o s i t i o n s ;  

- l i k e l i h o o d  of s i g n i f i c a n t  economlc b e n e f i t s ,  i . e . ,  increased 
income o r  reduc t i on  l n  expenditures o f  b e n e f i c i a r y  f i r m s  and 
the popu la t ion ;  

- i n  the case o f  a  p u b l l c  sec to r  subpro jec t ,  c l e a r  indication 
t h a t  the proposed a c t i v i t y  does no t  have a  negat ive  Impact on 
the p r i v a t e  sector ;  

- i n  the case of  a  p u b l i c  corporate sec to r  subpro jec t ,  no 
r e l i a n c e  on con t i nu ing  excessive n a t i o n a l  government e q u i t y  
con t r i bu t i ons  andlor  subsid ies f o r  r e c u r r e n t  costs ;  and 

- I n  the case of an e x i s t i n g  o r  p o t e n t i a l  p r i v a t e  sec to r  
monopoly o r  o l i g o p o l y ,  I n i t i a l  I n d i c a t i o n  t h a t  e f f e c t i v e  
r e g u l a t i o n  and o the r  a n t i - t r u s t  measures are I n  p lace  o r  can 
be es tab l i shed.  

- Where benef i  t s  are q u a n t i f i a b l e ,  an economic i n t e r n a l  r a t e  o f  
r e t u r n  g rea te r  than o r  equal t o  the Nat iona l  Economic and 
Development A u t h o r i t y ' s  p rescr lbed  soc ta l  r a t e  o f  d iscount  
( c u r r e n t l y  15 pe rcen t ) ;  

- Where b e n e f l t s  are unquan t i f l ab le ,  subpro ject  cos t  
effectiveness r e l a t i v e  t o  a l t e r n a t l v e  approaches and 
demonstrated l i k e l i h o o d  o f  ach iev ing  requ l red  l e v e l  o f  
b e n e f i t s  g iven  subpro ject  economlc cos ts ;  

- To ensure subpro ject  s u s t a l n a b l l  l t y  , demonstrated 1  i k e l  lhood 
of f i n a n c i a l  v l a b l l  l t y  such as reasonable assurance o f  
recu r ren t  cos t  f inanc tng ,  cos t  recovery o r  conttnued 
p r o f i t a b i l i t y  and l i q u i d j t y ;  and 

- Sensi t l v i  t y  of subpro ject  v l a b i l l  t y  t o  f a c t o r s  sub jec t  t o  
unce r ta in t y ;  

- Foreign exchange e f f i c i e n c y ,  t o  i nc lude :  

- A f o r e i g n  exchange re;ource t r a n s f e r  r a t 1 0  ( f o r e i g n  
exchange i n f l ows  and/or savings r a t l o  t o  f o r e i g n  
exchange ou t f l ows )  o f  a t  l eas t  1:1; and 

- Competi t l veness  o f  Imported Inpu ts  and serv ices ,  bo th  
f o r  Investments and ope ra t i ng  and malntenance 
requirements,  a t  g iven  q u a n t i t i e s  r e l a t i v e  t o  o the r  
sources of the same q u a l i t y  and l e v e l  o f  technology; and 

- I n  the case o f  an e x i s t t n g  o r  p o t e n t i a l  monopoly o r  
o l i g o p o l y ,  s u f f l c l e n t  assurance t h a t  e f f e c t i v e  
r e g u l a t i o n  and o the r  a n t l - t r u s t  measures are i n  p lace  o r  
arrangements f o r  which w i l l  be undertaken p r t o r  t o  
subpro ject  Implementat ion. 



c) GOP RevlewIConcurrence: USAID wlll lnform the GOP of the 
results of USAID's appraisal or revlew of appraisal. The GOP 
may conduct its own revlew of the subproject proposal. If 
needed, for endorsement to the cabinet level Investment 
Coordinating Committee ( I C C ) .  The GOP revlew may be done 
simultaneously wlth the A.I.D. appraisal. For projects 
already approved by the ICC, USAID wlll seek GOP concurrence 
to fund the subproject wlth PCIS funds. 

C. - Imglernent1nq - the Screenlna P r ~ w :  

Initial project screening wiil concentrate on the lllustratlve 
project detailed In the Annex G. USAID wlll discuss these projects 
wlth NEDA as well as sponsoring GOP departments, state owned 
enterprlses avdlor prlvate businesses to verlfy they have a hlgh 
prlorlty from the Phlllpplne slde and that they are In conformance 
wlth MA1 objectlves. Not all of  them can be flnanced by the PCIS. 
A winnowing process wlll take place, and other project proposals 
wlll surface once the promotional program begins, both in the 
public and private sectors. 

To enhance and accelerate the Inltlal screenlng process, a U.S. 
Consultant wlll be hired for a perlod of approximately thr-ee months 
to work in the Phlllppines to provide expert advlce In establlshlng 
or reflnlng necessary procedures and processlng arrangements, 
further analyze the lllustratlve project llst and prcvlde advice to 
Philippine and U.S. sponsors on what must he done to meet the 
cri teria of the ?CIS and, wtrer e candi tions merit, to put the 
project preparation process oil a fast track. The consultant will 
advise the GOP and USAID on an Inltlal prlorlty ranklng lncludlng 
whfch projects are likely to be ready f ~ r  fundlng soan after the 
facll l t y  1 s operatlonal . 

Thus, project proponents andlor U.S. vendors can make appllcatlon 
to Exlm Bank through the GOF and AID I n  a manner currently used for 
E x - I m  Bank's tradltlona! export flnanclng. The difference would be 
that this program would first requfre that USAID clear for 
application for access to the PCIS. 

Publlc sector projects would be referred by the appropriate llne 
department and have a @OF clearance. They wlll be supported by an 
application form and a feasibility s t ~ d y  whose conte~it is 
sufficient to meet PCIS crlterla wlth a copy to the DOF and U S A I D .  
No additlonal actlzn from NEDA wculd be required after It completes 
Its internal reviek with the exception of getting IC2 approval for 
projects over US $10 million, As in the case of the private sector 
these projects as well would require that they first be passed 
through USAID for approvsl. 

Prlvate sector projects wou!d be referred by the project proponent 
or U.S. vendor to NEOA and DOF for GOF clearance. No additlonal 
actlon from NEDA or the Board of Investment ( B O I )  Is required. 



Subsequent t o  USAID's determinat ion t h a t  the sub-pro ject  meets A ID 'S  
development c r l t e r l a ,  I t  w l l l  be sent on t o  E x - I m  w i t h  a 
recommendation fo r  a p re l lm lna ry  commltment i n  f avo r  o f  e i t h e r  a 
P h i l l p p i n e  p u b l i c  o r  p r i v a t e  sector e n t l t y  o r  an American sponsor. 
Ex-1m Bank w i  11 determine the l e v e l  o f  concesslonal l t y  on each 
p r o j e c t  proposal.  However, the  g ran t  element def lned on an OECD 
basis  w l l l  be a t  l e a s t  35% o r  more. The repayment terms and loan 
tenor w l l l  be the same fo r  a l l  U.S. f i r m s  b i d d l n g  on l d e n t l f l e d  
c a p l t a l  p r o j e c t s  I n  ta rge ted  development sectors .  

The most l l k e l y  case involving p u b l i c  sector  e n t l t l e s  I s  a tender f o r  
t u r n  key cons t ruc t i on  and/or equlpment fo r  a p r o j e c t  sponsored by 
t h a t  e n t l t y ,  f o r  example, a power p l a n t  w l t h  t ransmlss lon  l l n e s  t o  
the g r l d  o r  a f l b e r  o p t i c s  cable system. 

Normally, the American f l r m  would be respondlng t o  an i n t e r n a t i o n a l  
tender e i t h e r  alone, a s  the U.S. component of a p r o j e c t  w l t h  m u l t l p l e  

- procurement sources. More and more f r e q u e n t l y  such tenders ask f o r  
- t echn lca l  and f l nanc lng  proposals f rom f i rms subml t t l ng  o f f e r s .  I n  

t h a t  case i t  i s  very impor tant  t h a t  the U.S. f l r m ,  o r  competing 
f i r m s ,  are ab le  t o  o b t a i n  a p re l lm lna ry  commltment f rom the  
USAIDIEx-Im f a c i l i t y  f o r  use i n  I t s  proposal .  The U.S. p a r t y  would 
r e g l s t e r  I t s  l n t e r e s t  w l t h  the c l i e n t  and the  Department o f  Flnance 
(DOF) and submlt. through the c l l e n t  and USAID, the  a p p l l c a t l o n  form 
dlscussed above. A t  t h a t  p o l n t  the screenlng and approval process 
descr ibed above w l l l  go I n t o  ef fect  lead ing  t o  a p r e l l m l n a r y  
commltment on the p a r t  o f  the E x - I m  Bank sub jec t  t o  USAIDiNEDA 
concurrence. 

I n  the case I n  whlch the U.S. f l r m  i s  one p a r t  o f  m u l t l p l e  
procurement sources, the E x - I m  commltment w i l l  pe1,taln o n l y  t o  the  
U.S. par tner  and f i n a n c i n g  w l l l  be 1 i m i  ted  t o  those goods and 
serv lces whose source and o r i g i n  are f rom the Un l t ed  S ta tes .  I n  t he  
case where more than one U.S. f l r m  1 s  compettng, the p r e l l m l n a r y  
commitment w i l l  be g lven t o  a l l  those meet ing USAID/Ex-Im Bank 
c r l  t e r l a .  

I n  the case o f  I n t e r n a t i o n a l  eompet l t l ve  b lds  ( I C B 1 s > ,  a U.S. f l r m ( s )  
must be awarded the procurement con t rac t  by the sponsoring 
o rgan l za t l on ;  i f  no t  the process I s  terr1[:7ated. I f  the  1J.S. f l r m ( s )  
wlns the award, t h l s  I n fo rma t l on  I s  pdjsed t o  t h ~  E x - l m  Bank, w l t h  a 
copy t o  USAID, and a request  t o  E x - I m  t o  o b l l g d t e  fur~:?s  f o r  t he  
amount o f  U.S. procurement needed. 

I n  the  case of a p r i v a t e  sector  sponsored proposdl a p o l t c a t l o n s  f o r  
e i t h e r  a PC o r  o b l l g a t i o n  of Ex-In funds i s  l n l t l a t e d  through t h e l r  
se lec ted  I C I .  The a p p l l c a t l o n  should be supported by a f e a s f b l l l t y  
study whlch meets the normal c r l t e r l a  o f  the  E X I M  Bank economlc and 
f i n a n c i a l  standards as o u t l l n e d  l n  Exim's Operat ions Manual. 



Once approved by t h e  Ex-Im Bank t h e  P h l l l p p l n e  b u y e r  and U.S. vendor  
wou ld  conc lude  c o n t r a c t s  and procurement  wou ld  t a k e  p l a c e  t h r o u g h  
L e t t e r s  o f  C r e d i t  opened i n  f a v o r  o f  t h e  U.S. s u p p l l e r  o r  s u p p l i e r s .  
Payment wou ld  be made e l t h e r  as a  lump sum once t h e  goods have been 
sh lpped  or as p r o g r e s s  payments I n  accordance w l t h  a  f a b r l c a t l o n  
schedu le .  

I n  p r l v a t e  s e c t o r  p r o j e c t s  approved b y  an  I C I ,  a p rocu remen t  I l s t  and 
supp l  l e r  p r i c i n g  i n f o r m a t i o n  w i l l  be r e q u e s t e d  o f  t h e  borrower-  as 
p a r t  of t h e  app l  l c a t f o n  p r o c e s s .  Once app roved  b.y Ex-Im, L e t t e r s  o f  
C r e d l t  w l l l  be opened i n  f a v o r  o f  t h e  d e s l g n a t e d  s u p p l l e r  and payment 
made once t h e  LC c o n d i t i o n s  a r e  met .  

I n  p u b l l c  s e c t o r  p r o j e c t s  l i m l t e d  t o  U.S. f l r m s ,  once b l d d l n g  t a k e s  
p l a c e  and an award I s  made t h e  same p r o c e d u r e  w i l l  t a k e  p l a c e ,  1  . e .  
L e t t e r  o f  C r e d l t .  

INTERMEDIARY CREDIT_-LNSTITUTLQH 

A l l  PCIS c r e d l t  w i l l  be ex tended  I n  US D o l l a r s .  The DOF w l l l  s e l e c t  
p u b l l c  banks t o  a c t  as l n t e r m e d l a r y  c r e d l t  l n s t l t u t l o n .  These I C I s  
w l l l  e x t e n d  a  f u l l  g u a r a n t e e .  USAID and Ex im a r e  c o n t i n u i n g  t o  
e x p l o r e  a l t e r n a t l v e  methods o f  p r o v l d l n g  Ex-Im Bank I t s  c o u n t e r  
gua ran tee  t o  a l l o w  g r e a t e r  access  t o  PCIS b y  t h e  p r l v a t e  s e c t o r .  

As a  new P r o j e c t  a  v a r i e t y  of p r o m o t i o n a l  a c t i v i t l e s  w i l l  be  needed 
so  t h a t  t h e  U.S. p r l v a t e  s e c t o r  becomes a c t l v e  i n  t a k i n g  advantage o f  
t h e  e x p o r t  o p p o r t u n l t l e s  t o  be made a v a l l a b l e  t h r o u g h  t h e  PCIS. 
P r o m o t i o n  I s  a l s o  necessa ry  1 ~  t h e  P h i l i p p i n e s  s o  t h a t  a l l  p o t e n t l a l  
p u b l l c  and p r l v a t e  s e c t o r  e n t l t l e s  I n  t h e  f o u r  s e c t o r s  a r e  made aware 
o f  t h e  a t t r a c t l v e  f l n a n c l n g  te rms and q u a l i t y  U.!;. p r o d u c t s  and 
t e c h n o l o g y  t o  be made a v a l  l a b l e  f o r  P h i  1  l p p l n e  deve lopment .  

A  U.S. p u b l l c / p r l v a t e  s e c t o r  c o l l a b o r a t i o n  w l l l  be u n d e r t a k e n  t o  
p u b l i c i z e  t h e  P r o j e c t  t h r o u g h  t h e  Depa r tmen t  o f  Commerce and t h e  
P h l l l p p l n e - U . S .  Bus lness  C o u n c l ? ,  p r l n c l p a l l y  t h r o u g h  p u b l l c  b r i e f i n g  
s e s s i o n s  and p e r i o d i c  p u b l i c a t i o n s .  These w l l l  he f o c u s e d ,  n o t  o n l y  
on  t h e  g e n e r a l  pa rame te rs  o f  t h e  P r o j e c t ,  b u t  more s p e c l f l c a l l y  o n  
t h e  e x p o r t  o p p o r t u n i t i e s  a r l s l n g  f r o m  t h e  p r e l l m l n a r y  I l s t  o f  
p r o j e c t s  a l r e a d y  i d e n t l f l e d  and t o  be f u r t h e r  d e f l n e d  o n c r  t h e  
f a c i l i t y  reaches  i t s  o p e r a t i o n a l  phase .  

I n  t h e  P h l l i p p l n e s ,  organizations I l k e  NEDA, as w e l l  as t h e  AmCham 
and t h e  P h l l l p p l n e  Chamber o f  Commerce and I n d u s t r y  (PCCI) w t l l  
distribute I n f o r m a t i o n  c o n c e r n i n g  t h e  PCIS . USAID, USIS, and t h e  
FCS w i l l  a l s o  p r o v l d e  l n f o r m a t l o n  and coordinate t h e l r  e f f o r t s  t o  
p u b l i c i z e  t h e  P r o j e c t .  



F. CONSULTANT REOUIREMENTS 

The services of two long term and a number o f  short term U.S. 
consultants are foreseen under the Project. The flrst wlll be a 
project Expediter di scussed earl 1 er who wi 1 1  expedl te the screen! ng 
process. Thls consultant wl 1 1  be needed for a perlod of some three 
months. 

Two long term advisors will be hlred to provide expertise on Amerlcan 
technology and products t o  the National Power Corporation (NPC) and 
the Department of Transportation and Communlcatlons (DOTC). Both 
consultants will be thoroughly famlliar wlth state of the art U.S. 
technology and products In thelr respective fields and wlll be able 
to assure that PCIS 1s targetted on U.S. goods and services of most 
benefit to the Philippines. These advlsors would be contracted for 
an initial perlod of one year each at whlch time AID and each of the 
Phlllppine organlzatlons would determine whether or not an extenslon 
for another year is warranted. 

A number of short term consultants could be contracted for a varlety 
of purposes Includl ng appral sal of technology optlons, revlew of 
feaslbi l i  ty Issues, revlew of bid documents, appral sal of technical 
proposals, etc. Total cost o f  technical asslstance 1s projected at 
US $1 mlllion from the AID grant wlth addltlonal requirements funded 
through the PAP-support project. 

G. MQNITORING ARRANGEMENTS 

Project moni tcrlng wlll be divlded between Ex-Im Bank and AID. The 
Ex-Im Bank wlll requlre two types of reports: physlcal work progress 
reports and technical operatlon reports. 

Physical Work Progress Reports - These reports will be submitted 
quarterly by the GOP in connection with the constr~~ction, acquisition 
and delivery of materials, machlnery, equipment, supplies and 
services. The report, to be submitted within thlrty days after the 
quarter for whlch the report 1s prepared, wlll Include the following 
information: Project schedules, Project expenditures, Work 
completed; Equipment delivery; and Construction photographs. 

Technical Operation Reports- Hl thin sixty days following the 
t~rrnlnation of each fiscal half year a re?ort will be required to 
Include, if relevant to the nature of the sub-project, information 
concerning raw materlal s ,  production and sales data, manufacturlng 
costs, capital improvements, unusual or unexpected conditions or 
problems encountered and such other related lnforrration as Eximbank 
may reasonably request. 

USAID personnel wlll make only llmited monltorlng vlsits. Given the 
limited role USAID would play In actual subproject implementation. 
(See State 300722). 



H. IMPLEMENTATIQN _SCHk&!U 

The Implementation schedule for key events Is planned as follows: 

Request for Assistance 
P.P. Approval 
Grant Authorization 
Grant Agreement 
AID-Ex-Im working agreement 
AID-Ex-Im 632(b> transfer 
Short ter-m consultant contracted 
Master Agreement 
All CPs met 
Promotional pr-ogram beg1 ns 
Initial screening begins 
Request for preliminary commitments 

(PC's? beg! n 
Long term consultants contracted 
Issuance of PCs begins 
Base line consultants contracted 
Final approval of DOF or DBP for inltlal 

transactions 
Ex-!m Board authorlzatlon begins for inltlal 

projects 
Letters of Credits opened 
Funds fully committed by Ex-1m 
Process Evaluation 
Impact Evaluation 

Central Mlsslon project management wlll be within the Offlce of 
Capltal Projects(OCP!. OCP wlll be assisted by the Private 
Enterprise Support Offlce (PESO), the Offlce of Financial 
Management (OFM? and the Offlce of  Legal Affairs(OLA?. Management 
requirements on USAID wlll be substantially lessened due to the 
actjve involvement of Ex-Im Bank. 

Requirements for reports to Ex-Im should fulfill most if not all 
requlrements for reporting to AID. In addition, review of these 
reports by Ex-Im will provide data which will greatly simplify 
reviek by AID. Site visits will be undertaken by AID, as deemed 
necessary, but will be generally limited to specific circumstances 
which warrant on-site review. As stated earlier, L l S A l D  will 
review proposed projects to ensure they meet appropriate 
development criteria. Since Ex-Im will provide the channel for 
the funding. financial monitoring should be extremely limited. 



J .  EVALUATION P I  AN 

Two m a j o r  e v a l u a t i o n s  wi  11 t a k e  p l a c e  unde r  t h e  P r o j e c t ,  a  p r o c e s s  
e v a l u a t l o n  a f t e r  t h e  f i r s t  y e a r  o f  p r o j e c t  I m p l e m e n t a t i o n  and  an 
i m p a c t  e v a l u a t i o n  a f t e r  t h e  t h i r d  y e a r .  I n  o r d e r  t o  e s t a b l l s h  
b a s e l i n e  d a t a ,  e s p e c i a l l y  o n  t r a d e  s t a t i s t i c s  and m a r k e t  sha re ,  a  
c o n s u l  t i n g  team w l l l  be h i r e d  s h o r t l y  a f t e r  t h e  f a c i l l  t y  becomes 
o p e r a t i o n a l  ( p r o j e c t e d  f o r  J a n u a r y  91 ) . 
P rocess  E v a l u a t i o n  - T h i s  e v a l u a t i o n  w l l l  f o c u s  o n  t h e  
e f f e c t !  veness o f  t h e  adml n l  s t r a t i  ve  a r rangemen ts  and 
i m p l e m e n t a t i o n  p r o c e s s  o f  t h e  P r o j e c t .  I t  w i l l  a l s o  r e v i e w  
p r o g r e s s  o n  p r o j e c t  l n p u t s  and o u t p u t s .  

I m p a c t  E v a l u a t i o n  - T h i s  e v a l u a t i o n  w l l l  f o c u s  o n  t h e  i m p a c t  of 
t h e  p r o j e c t  on  deve lopment  I n  t h e  P h i l i p p i n e s  i n  t h e  f o u r  e l i g i b l e  
s e c t o r s  t o  be ass! s t e d  I n c l  u d i  ng I n c r e a s e d  power a v a i l  a b l  l 1  t y  , 
e x p a n s i o n  o f  t h e  t e l  ecom sys tem,  Improvements  i n  t r a n s p o r t a t i o n ,  
and  t h e  t r a d e  i m p a c t  f o r  U.S. s u p p l i e r s  I n  t e r m s  o f  l e v e l s  o f  U .S .  
t r a d e  as w e l l  as a d d i t i o n a l i t y  i n  t h e  U.S. t r a d e  s h a r e .  I t  w i l l  
a l s o  e s t i m a t e  t h e  U.S. employment i m p a c t  as  r e s u l t  of t h e  P r o j e c t .  

I V .  FINANCIAL PLAN 

The f i n a n c i a l  a r rangemen ts  seek t o  a c c o m p l i s h  t h r e e  o b j e c t i v e s :  

( 1 )  Make t h e  f a c i l i t y  ( t h e  mechanism f o r  f i n a n c i n g  t h e  
b u y e r ' s  p u r c h a s e s )  as c o n v e n i e n t  as p o s s i b l e  t o  t h e  
b u y e r .  

( 2 )  Adopt  norma l  commerc ia l  c h a n n e l s  and p r a c t l c e s  as  much 
as p o s s i b l e .  

( 3 )  Seek t h e  s l m p l e s t  p r o c e d u r e  for a p p l y i n g  U.S.  
government  f u n d s .  

The a r rangemen ts  a r e  based  o n  t h e  f o l l o w i n g  p r e m i s e s :  

( 1 )  The g o v e r n i n g  t r a n s a c t i o n  I s  a  p u r c h a s e  o f  U.S. goods 
o r  s e r v i c e s  by  a P h l l l p p l n e  b u y e r  f r o m  a  U.S. s e l l e r .  

( 2 )  As a l l  I m p o r t s  o v e r  US$50,000 r e q u i r e  C e n t r a l  Bank 
(CB) a p p r o v a l ,  t h e  CB w i l l  p r o v i d e  d o c u m e n t a t i o n  w h i c h  
s e t s  t h e  f i n a n c i a l  p a r a m e t e r s  f o r  each  t r a n s a c t i o n  ( o n  
a  case-by-case  o r  p r o g r a m  b a s i s ) .  

( 3 )  The p u r c h a s e r  w i l l  i s s u e  an  o b l i g a t i o n  p a y a b l e  t o  t h e  
s e l l e r  whose amount and t e rms  c o n f o r m  t o  t h e  CB 
p a r a m e t e r s .  

( 4 )  Payments t o  t h e  s e l l e r ,  t o  t h e  e x t e n t  c o v e r e d  b y  t h e  
f a c l l l t y ,  wou ld  be made by  a  U.S. commercial bank 
w h i c h  wou ld  be r e i m b u r s e d  o r  g u a r a n t e e d  by  Ex imbank .  
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( 5 )  Development Bank o f  t h e  P h l l l p p i n e s  (DBP) o r  ano the r  
f i n a n c i a l  i n s t i t u t i o n  s e l e c t e d  b y  DOF w l l l  se rve  as an 
I n t e r m e d i a t e  c r e d l t  l n s t l t u t l o n  f o r  c h a n n e l l n g  PCIS 
funds  t o  p r l v a t e  s e c t o r  p r o j e c t s .  

( 6 )  Such l n s t l t u t l o n s  c o u l d  se rve  as o b l l g o r s  f o r  U .S .  
commerclal l e n d l n g  w l  t h  t hese  commercla l  f u n d s  
guaranteed by  t h e  GOF. 

I C I  t r a n s a c t l o n s  w l l l  be o f  two t y p e s :  S p e c l a l  T r a n s a c t l o n s  wh lch  
w i l l  g e n e r a l l y  be l a r g e  and whose terms w l l l  be s p e c i f i e d  i n  each 
case, and Programmed T r a n s a c t l o n s  wh lch  w l l l  g e n e r a l l y  be smal l  
and w l l l  occu r  I n  accordance w l t h  a  pre-agreed program.  I t  1s 
anticipated t h a t  S p e c i a l  T r a n s a c t i o n s  would be t h e  t y p e  m o s t  
f r e q u e n t l y  used.  

T r a n s a c t i o n s  may be e i t h e r  f o r  p u b l i c  o r  p r i v a t e  s e c t o r  b u y e r s .  
T y p l c a l l y ,  p u b l l c  s e c t o r  t r a n s a c t l o n s  w l l l  be S p e c l a l  
T r a n s a c t l o n s ;  p r l v a t e  sector- t r a n s a c t l o n s  may be e i t h e r  S p e c l a l  o r  
Programmed. A l t h o u g h  t h e  buyer  i p u b l l c  or p r l v a t e )  may r e q u i r e  
t h e  app rova l  o f  many governmental  a u t h o r 1  t l e s ,  t h e  f l n a n c l a l  
l n t e g r l t y  o f  t h e  transaction 1s t o  be w h o l l y  based o n  C8 
documenta t ion ;  payment o f  the  deb t  t o  t h e  I C I  s h a l l  depend on  no 
o t h e r  governmental  s a n c t i o n .  The 1'1 w t l l  t a k e  t h e  c r e d l t  r l s k  o f  
t hese  sub l oans  w l t h  t h e  BOF g u a r a n t e e i n g  repayment o f  I C I  
o b l i g a t i o n  to  the  P C I S  l e n d e r .  I f  t h e  proposed ( p a r t i a l )  
p r l v a t i z a t l o n  o f  DBP comes I n t o  f o r c e ,  I t  I s  I n t e n d e d  t h a t  a l l  
p r l v a t e  s e c t o r  t l ' a n s a c t l o n  w l l l  be hand led  by t h e  p r l v a t e  s e c t o r  
successor o f  DBP and t h e  DGF gua ran tee  wou ld  rema in  i n  p l a c e  f o r  
any o b l t g a t l o n  o f  t h e  DBP t o  U.S. commercla l  bank l e n d e r s .  

B. F i n a n c i a l  S t ruc turs :  

The f l n a n c l a l  arrangements would be based on a  F l n a n c l n g  Agreement 
between Eximbank and t h e  Government o f  t h e  P h l l l p p i n e s  ( t h r o u g h  
t h e  Department  o f  F i ~ 3 n c e )  whereby Eximbank agrees t o  p r o v i d e  
f i n a n c i n g  t h r o u g h  g r a n t s  and guaranteed commercla l  l o a n s  f o r  
purchases o f  U.S. goods an3 s e r v i c e s  by ( p u b l i c  or p r i v a t e )  
e n t i t l e s  i n  t h e  P h t l l p p l n e s  f o r  t h e  f o u r  p r l o r l t y  s e c t o r s .  U.S. 
commercla l  bank l e n d e r s  guaranteed by  E X I M  Bank a l s o  would be 
s i g n a t o r i e s  t o  t h o  f i n a n c i n g  agreement.  

The b a s i c  financing o f f e r  f o r  purchases under t h l s  Agreement would 
be t h a t  t h e  P h i l i p p i n e  economy i s  t o  pay n o t  more t h a n  65% of  t h e  
U.S. d o l l a r  purchase p r l c e  o v e r  a s p e c i f i e d  number o f  y e a r s  a t  a  
s p e c l f l e d  I n t e r e s t  r a t e  a s  agreed by  t h e  DOF and 1l .S .  commercla l  
l e n d e r s .  The maximum 65% l o a n  f u n d i n g  f o r  each P C I S  p r o j e c t s  
would be p r o v l d e d  by U.S. commercia l  bank l oans  gua ran teed  by 
Exlmbank. 

The mlnimum o r  remaining 35% would r e p r e s e n t  t h e  " g r a n t  e lemen t "  
(USAID/SAI and Exlmbanh l i e d  a l d  g r a n t )  wh ich  conforms w l t h  t i e d  
AID r e q u i r e m e n t s .  The g r a n t  e lement  I s  i n t e n d e d  t o  p r o v i d e  



f inancl ng to the buyer and the Phll lpplne economy on concessional 
terms; concesslonality may be in the form of a lower than standard 
Interest rate, a longer than standard repayment perlod, reduced 
purchase price and varylng conversion rates of the Philippine 
Pesos to U.S. do1 lars. The grant element could be used 
Immediately to reduce the obl igation of the Phll lpplne economy to 
remit U.S. dollars or to establish 

a relending credlt by a Philippine ICI with a stream of U.S. 
dollar principal and lnterest payments to Eximbank in respect of 
the purchase which is equivalent (on a dlscounted basls) to the 
baslc 65% loan and 35% grant comblnatlon. 

The Concessional Financing Facll i ty (CFF) should define further 
with whom the DOF will undertake to assure that procurement 
decisions reflect the avai lab1 1 1  ty of the concessional financing, 
especially in competitive sl tuations where tied aid credl ts are 
a1 so be1 ng cons l dered . EXIM would : 

(a) consider raising the grant element to a level EXIM deemed 
appropriate; and, 

(b) make its best effort to increase the grant element beyond 35%. 

The CFF would provlde that Exlmbank and the GOP execute a Letter 
Agreement for each transaction (or group of small transactions) 
they wlsh to cover under the Flnanclng Agreement and thls Letter 
Agreement would speclfy the agreed applicable terms. 

The DOF will select the commercial bank lenders. The banks will 
be selected at the outset of the project for the entire amount of 
the facility. Banks llcensed to do business in the U.S. wlll be 
selected based on thelr lnterest in Phllipplne trade, thelr 
competitive flnanclng terms and thelr wllllngness to hold 
Phlllpplne obligatlons resultlng from the PCIS, subject to 
Eximbank's guarantee. 

Payment Procedures: AID funds would be deposited incrementally in 
an account at the U.S. Treasury Department accessible by Exlmbank 
for packaglng with Exlmbank grant and Exlmbank loan guarantees. 
Eximbank would approve a letter of credlt. Thls would be the 
vehicle to disburse the grant and guaranteed loan. The letter of 
credit must be payable at a U.S. bank. Exlmbank would give a 
reimbursemnt undertaking for the grant and a repayment guarantee 
to the lender for the guaranteed loan. The guaranteed lender in 
turn would give a reimbursement undertaking to the advislng or 
confirming letter of credlt bank for Its share of the letter of 
credit payments. We antlclpate that there are llkely to be 
multiple letters of credi t to cover multlple endorsers and 
suppl lers. 

If the letter of credit is used for disbursement because the 
borrower paid suppliers directly, then the borrower would require 
reimbursement from Exlm and the guaranteed lender for relatlve 
shares of the grant and guaranteed loan portlons of the facllity. 



An Eximbank agreement f o r  I nd l v l d i Ja l  t r ansac t i ons  would cover 
purchases o f  U.S. goods and serv ices  f rom U.S. expor te rs  w i t h  
requirements f o r  support1 ng documentation. These would i n c l  ude 
i nvo i ces ,  b i l l s  o f  l ad ing ,  supp l i e r  c e r t i f i c a t e s  and evidence of  
compliance w l t h  U.S. government fund ing  r e g u l a t i o n s .  

For p r i v a t e  sec to r  purchasers c n l y ,  the DBP o r  o the r  I C I s  cou ld  be 
the o b l i g o r  under EXIM Bank f i n a n c i n g ;  they would: 

- handle r e l a t i o n s  w l t h  the purchasers under PCIS 
- expedi te  and assemble a l l  documentatlon r e q u i r e d  by GOP, 

Exlmbank, and AID f o r  approval  of a  purchase and the  r e l a t e d  
f i n a n c i n g  

- make the i n i t i a l  rev iew o f  documentatlon on behal f  of Eximbank 
and A I D  

- assume the c red l  t r i s k  i n  respect  o f  the purchaser ' s  o b l  i g a t i o n  - execute l end ing  documentation w i  t h  the  purchaser i n  conform1 t y  
t o  the terms o f  the L e t t e r  Agreement f o r  each t r a n s a c t i o n  - c o l l e c t  payments from the purchaser and r e m i t  them t o  the 
o b l  !gee abroad. 

C. f l ow of Fund5 

The two methods t h a t  w l l l  be used t o  t r ans fe r  funds under t h i s  
p r o j e c t  a re  the L e t t e r  o f  C r e d i t  t o  the P h i l i p p i n e  P u b l i c  Sector 
(Purchaser) and L e t t e r  of C r e d i t  t o  the P h i l i p p i n e  P r i v a t e  Sector 
(Purchaser).  The funds f lows f o r  these two are b a s l c a l  l y  the same, 
b u t  have d i f f e r e n t  in te rmed ia te  i n s t i t u t i o n s .  The b u l k  of the  funds 
under PCIS would remain i n  the U.S. and would be p a l d  f rom U.S. 
Treasury accounts through commercial banks t o  U.S. expo r te r s .  I t  i s  
env is ioned t h a t  small amounts might  be payable t o  P h i l  i p p i n e  
i n s t i t u t i o n s  (such as DBP and I C I )  as fees .  Thus funds f low would be 
as f o l l ows :  

1. L e t t e r  o f  C r e d i t  t o  P h i l  P r i v a t e  Sector :  U.S. Treasury (AID 
g ran t  and Exlm t i e d  c r e d l t )  of approx imate ly  35% o f  t he  va lue 
p l u s  U.S. Commerical Bank Lender 's  approx imate ly  651  I s  issued 
t o  a  U.S. o r  o the r  Commercial Bank who i n  t u r n  w i l l  Issue an 
L/C t o  a  p o t e n t i a l  U.S. Expor ter .  Repayment w l l l  come f r om the  
P h i l i p p i n e  purchaser t o  the I C I  t o  the U.S. Commercial l ender .  

2 .  L e t t e r  o f  C r e d i t  to  P h i l .  P u b l i c  Sector :  A s  i n  the  p r i v a t e  
sec to r  program, U.S. Treasury (AID g ran t  and E x l m  t i e d  c r e d l t )  
o f  approx imate ly  352 of the va lue p l us  U.S. commerical bank 
Lender 's  approx imate ly  65% i s  issued t o  a  U.S. o r  o the r  
Comrnerclal Bank who I n  t u r n  w l l l  Issue an L/C t o  a  p o t e n t i a l  
U.S. expo r te r .  However, repayment w l l l  come f r om the 
Phi 1  i p p l n e  purchaser o r  the  Department o f  Finance d i r e c t l y  t o  
the U.S. Comrnerclal Bank. 

An a l t e r n a t i v e  method I s  where the Borrower may purchase the i tems.  
make payments t o  the  supp l i e r s  and then request  t h a t  disbursements 
be made t o  reimburse i t  f o r  the f inanced  p o r t l o n  o f  such payments. 
Whlle disbursements o f  the  f i n a n c i n g  cou ld  be handled through 
reimbursement t o  the buyer a f t e r  the  purchase was made, a  l e t t e r  o f  
c r e d i t  I s  p r e f e r a b l e  because: 



( 1 )  The Phlllpplnes has strlct Import controls and a letter of 
credlt may thus be requlred In most cases In the normal course 
o f  bus1 ness . 

(2) Letter of Credit charges may be less burdensome o r  at least 
appear less burdensome In a transactlon where: 
- large subsldles are being otherwise provlded 
- coniinerclal banks are provldlng funds subject t o  Exlmbank's 

guarantee 

Flow o f  funds under this component will primarlly be pald directly 
by USAID. If the need arises, USAID may authorlze host country 
contractlng in which payments will be made by advance/liquldatlon 
method, direct payments and/or reimbursements t o  the G O P  for costs 
i ncurred. 

D. Cost Estlmates & Flnanclal Plan 

The total project cost Is estlmated at $352 mill ion. Project funds 
will be provlded by A I D  (MAI), Exlmbank tied ald credlt (Grant) and 
commercial bank loans guaranteed by EXIM Bank. 

Table 1 reflects the planned yearly obl igatlons for the life o f  
projects. The Illustrative project budget Is presented in Table 2 
(a and b) as the Summary o f  Cost Estimates and Flnanclal Plan for 
1990 obligations only. Tables 3 and 4 show projections o f  
expendltures by flscal years and by project elements (also for 1990 
obllgations only). 

The AID contrlbutlon for the life o f  the project is antlcipated 
at $85 million or 24% o f  the total. Whlle most o f  AID'S costs 
are expected t o  be foreign exchange, there wi 1 1  be local 
currency costs associated wlth technlcal assistance, evaluation 
and monitoring. The dlstributlon o f  AID project costs for FY 
1990 obllgatlons are estlmated t o  be: PCIS component( 97%); 
and technlcal assistance, evaluation, monltorlng, audit (3%). 

2. GOP/Phlllpplne Private Investors Ccntributlon 

A host country government contribution Is not required for the 
PCIS project because of nature of trade support which the 
project will support. However, the GOP andlor the Phillpplne 
Private Investors wlll contribute t o  the sub-projects by either 
provldlng land, technlcal servlces and support, use of 
facil t ties, equipment, suppl ies and/or funds. A1 so, as 
dlscussed In Section A of the FInanclal Plan (Flnanclal 
Structure), the grant element for the PCIS may be increased o n  
a case by case bas1 s. 



Recurrent Costs 

Any p r o j e c t ' s  s u s t a i n a b i l i t y  can be gauged on t he  a b i l i t y  o f  
t he  Implementing e n t i t y  (GOP o r  P r i v a t e  Sec to r )  t o  f inance from 
t h e i r  own funds o r  o the r  non-AID sources, t he  r e c u r r e n t  cos ts  
t h a t  may be i n c u r r e d  a f t e r  t he  p r o j e c t  l i f e .  I n  t h i s  case, i t  
i s  impor tan t  t h a t  the implement ing e n t i  t i e s  ma1 n t a i n  
s u s t a i n a b i l i t y  o r  the sub-pro jects  and meet f u t u r e  debt  
o b l  1 ga t ions  i n c u r r e d  under t he  PCIS. The EXIM screen1 ng 
process w i l l  a l s o  i nc l ude  a rev iew of  t he  sub-p ro jec ts  f u t u r e  
cash f l ows  and f l n a n c l  a1 s t r u c t u r e s  t o  ensure sus ta i nab i  1 i t y  
and repayment of P C I S  debt o b l i g a t i o n s .  



TABLE 1 

Planned Yearly Obl lgatlons 
( $000 

A I D  (MA11 EXIM Sank EXIM Bank 
Fiscal Year (Grant) (Grant) LGuaranteel JOTALS 

1990 $29,000 $13,750 $79,393 $122,143 
% of FY TOTAL 2 4% 11% 6 5% 100% 

1991 $30,000 $45,250 $44,750 $120,000 
X of FY TOTAL 2 5% 3 8% 37% 1 00% 

1992 $25,000 $25,000 $60,000 $1 10,000 
% of FY TOTAL 22.5% 22.5% 5 5% 1 00% 

TOTALS $84,000 $84,000 $184,143 $352,143 
l P l l l l l l l l l l l l l l l ~ l ~ I ~ ~ ~ I I I I I I I 6 I t I I I l l I ~  

% o f  TOTALS 24% 2 4% 52% 1 00% 
I I I I P I l I I I l l I ~ l l l I I l l l I I I I I I ~ I I I I I I I I l I I ~  



TABLE 2 
SUMMARY COST ESTIMATE AND FINANCIAL PLAN (1991) 

( F o r  1990 O b l l g a t l o n s  o n l y )  
< $000 > 

A I D  (MA11 EXIM Bank EXIM Bank 
PROJECT ELEMENT ( G r a n t )  ( G r a n t )  .-d TOTALS 

PCIS  Component 

P r o j e c t s  $29,000 $13,750 $79,393 $122,143 

.......................................... 
T o t a l  PCIS  $29,000 $13,750 $79,393 $122,143 

........................................... 
TA/EVAL/MONT/Audlt 

Tech .  A s s i s .  $800 $800 

Audl  t 2 5 $25 
........................................... 

T o t a l  
TAIEVIMTIAU $1,000 $1,000 

........................................... 
TOTAL PROJECT $30,000 $13,750 $79,393 $123,143 

=--- ---SC=C=ePI=IPPIC=e=CP~II=PP=IIIIIIIIDII= 



TABLE 28 
<$,OOO) 

PROJECT ELEMENT A I D  and E X I M  Bank 
FC LC TOTAL 

PC1 S Component 

Projects $1 19,663 $0 $119,663 
(see Note) 

Admin Fees 1,480 1 ,000 $2,480 
...................................... 

Total P C I S  $121,143 $1,000 $122,143 -------------------------------------- 
TAIEVALIMONTIAudi t 

Tech. A s s i s .  $700 $100 $800 

Aud i t 2 5 $25 
-------------------------------------- 

Tot a 1 
TAIEVIMTIAU $800 $200 $1,000 ...................................... 

TOTAL PROJECT $121,943 $1,200 $123,143 

NOTE: I n  exceptfonal circumstances (competition), LC could be 
a maximum o f  15%. 



TABLE 3 

PROJECTION OF EXPENDITURES BY FISCAL YEAR 
(For 1990 Obl lgat lons only)  

< $  '000) 

A I D  (MA11 E X I M  Bank E X I M  Bank 
Flscal Year (Grant 1 (Grant) (Uarante?) J2xAL.S 

TOTALS $30,000 $13,750 $79,393 $123,143 
I X I I L l 6 = = I I X P I S I I I I I = E = I = I I I I I = = I = I = I X I I I I I I X  



Table 4 

PROJECTIONS OF EXPENDITURES OF GRANT FUNDS 
BY FISCAL YEAR AND BY PROJECT ELEMENT 

(For 1990 Obl fgatlons only) 
( $000 ) 

PROJECT EUMENT -ILu- J x - ! a  . - E E &  TOTALS 

PC1 S Component 
Projects $74,643 $35,700 $1 1,800 $122,143 

Tech. A s s l s .  $400 8 300 $100 $800 

~ u d l  t 2 5 $25 
------------------------------------------- 

Total T A I E V I M T I A U  $425 $375 $200 $1,000 
------------------------------------------- 

TOTAL PROJECT $75,068 $36,075 $12,000 $123,143 
I~IDDuIIIIIILI=RIIII=I==IIII=II===I=III~=I= 



V .  NEGOTIATING STATUS AND CONDITIONS PRECEDENT 

Given the  complex1 t y  of t h i s  p r e c e d e n t - s e t t i n g  p r o j e c t  and t h e  f a c t  
t h a t  c o o r d i n a t i o n  between a  number o f  b o t h  USG and GOP agencies w i l l  
be necessary,  t h r e e  documents w i l l  have t o  be approved: a p r o j e c t  
agreement, a  concess lona l  f i n a n c i n g  f a c i l i t y  and a  work ing  agreement 
between Exlmbank and AID. 

P r o j e c t  Aareement: A  d r a f t  p r o j e c t  agreement i s  now i n  Washlngton 
be ing  reviewed by AID and Exlm. That agreement r e q u i r e s ,  bes ides 
t h e  s tandard condl t l o n s  precedent ,  t h a t  t h e  g ran tee  w l l l  p r o v i d e  an 
a u t h o r i z e d  Concesslonal F inanc ing  F a c i l i t y  Agreement between 
Eximbank and t h e  GOP i n  a  f o r m  and substance s a t i s f a c t o r y  t o  AID. 
I n  r e c o g n i t i o n  o f  the  need f o r  i n te ragency  c o o r d i n a t i o n  i t  a1 so 
c a l l s  f o r  AID and Exlmbank t o  e n t e r  i n t o  an i n t e r a g e n c y  agreement 

i f o r  t h e  disbursement o f  funds and f o r  a d m i n i s t r a t i o n  o f  t h e  CFF. 

Concessional F l  nanci  n q  Fac i  1 1  t~ A e r e e m ~ n t  : Th l  s  agreement I s  now 
under d r a f t  and n e g o t i a t i o n  w l t h  the  GOP and under r e v i e w  w l t h  AID. 

- Workinq Agreement between Eximbank and USAID:  T h i s  document w l l l  
r e s t a t e  a  number o f  unders tand ings d iscussed w l t h  t h e  Exlm d u r i n g  
the  pas t  y e a r .  I t  w i l l  c l a r i f y  o t h e r s  and f o r m  t h e  b a s i s  for t h e  
o p e r a t i o n a l  r e l a t i o n s h i p  between E x l m  and AID. There I s  t h e  need t o  
balance d i f f e r e n t  agency o p e r a t i n g  procedures t h a t  have i n v a r i a b l y  
emerged d u r i n g  t h e  more d e t a i l e d  f i n a l  stages o f  p r o j e c t  des ign  as 
w e l l  as r e s t a t i n g  t h e  b a s i c  o b j e c t i v e s  o f  t h e  p r o j e c t  as d e t a i l e d  i n  
the  p r o j e c t  paper and i n  t h e  p r o j e c t  agreement. 

/ I .  ECONCMIC ANALYSIS 

A s  mentioned i n  t h e  P r o j e c t  Paper, t h e  economic v i a b i l i t y  o f  
s e l e c t e d  s u b p r o j e c t s  w i l l  be e s t a b l i s h e d  a f t e r  a p p r a i s a l .  However, 
an i n i t i a l  i n d i c a t l o n  o f  p o s s i b l e  s u b p r o j e c t s  and a c t i v i t i e s  can be 
o b t a i n e d  based on  t h e  s e c t o r  f o c i  and on  GOP p r i o r i t i e s  i n  these 
sec to rs .  Possi b l e  s u b p r o j e c t s  may i n c l u d e  energy s u b p r o j e c t s  on  
f u e l  d i v e r s i f i c a t i o n  and development o f  Ind igenous resources ,  
conserva t ion ,  g e n e r a t l o n ,  t r a n s m i s s i o n  and d i s t r i b u t i o n  f o r  e n s u r i n g  
adequate u n i n t e r r u p t e d  power supply ;  n a t i o n a l  te lephone program and 
r u r a l  te lephone program a c t i v i t i e s ;  urban t r a n s p o r t a t  I o n  s u b p r o j e c t s  
o u t s i d e  Met ro  Man i la ,  and a c t i v i t i e s  a l l e v i a t i n g  c o n s t r a i n t s  t o  
land,  a i r  and i n t e r i s l a n d  s h l p p i n g  t r a n s p o r t ;  c o n s t r u c t i o n  
equipment; waste d i s p o s a l ,  p o l l u t i o n  c o n t r o l  a c t i v l t i e s ,  and 
equipment f o r  n a t u r a l  resources demand management and conservation 
programs. A  d i s c u s s i o n  o f  t h e  expected genera l  p r o j e c t  b e n e f i t s  and 
those i n  the  v a r i o u s  subsectors  as w e l l  as p o s s i b l e  b e n e f i t s  
measurement i ssues  i s  presented below based on t h i s  i n d i c a t i v e  a r r a y  
of a c t l v i  t i e s  and planned economl c  a p p r a l  s a l  approaches. 



a, Expected Overall Economic Impact 

In general, the project will help attain desired levels of 
infrastructure Investment necessary for sustainable market 
based private sector led sustainable growth. Improved 
availability and rellabillty of power wlll help better utilize 
the country's current production potential, maintal n investor 
interest and attract additlonal private investment, and expand 
market opportunities. Telecommunications and transport 
linkages between Metro Manila, other key cities, market towns 
and production areas will help improve market efficiency, 
stlmulate economlc growth, create employment, and spread the 
benefits of growth. Growth areas in the country will benefit 
from increased eff i ciency and level of production and market1 ng 
activities resulting from improvements in power service and 
telecommunications; from enhanced access to resources and 
markets resulting from transport improvements; from increased 
production and distribution efflclency due to improved living 
conditions from a healthier and more aesthetic environment; 
from increased access to education and increased returns to 
investment in human capital; and from increased employment 
during and after construction. 

b) Social and External Effects 

Conventional economlc analysis may not capture adequately some 
of the sub-projects' benefits. This is due mainly to market 
distortions that result in significant differences between 
soclal values and market prices. Valuation of incremental 
economic galns from an infrastructure improvement project 
involving user fees (such as a transport project) is in part a 
function of the distribution of income. Measurement of 
willingness to pay is dependent on the distribution of income, 
wl th alternative income dl stributions leading to different 
demand functions and different market Information. The 
prevailing distribution of income wlll thus influence market 
priclng and resource allocation decisions. Since direct means 
for redistribution of income are usually difficult to 
Implement, income redistribution among income classes and among 
regions is a significant contribution of infrastructure 
projects. Also, Infrastructure Improvements are expected to 
have a major impact on regional 1or;tion decisions, again with 
major income redistribution effects. Location effects are 
particularly relevant to infrastructure projects. 

Induced long term effects on employment and lnvestrnent are also 
significant, especially under less than full employment 
conditions and in the presence of capital market 
imperfections. St nce unemployment and underemployment exist, 
market prices for factors may overstate real costs depending on 
the cause of unemployment. Labor market imperfections are 



often a major cause of job mismatch. Hhere project activities 
provide employment in areas where other means of relief are not 
available, the resulting employment Is a special benefit from 
the project. To achieve consistency in investment allocation 
decisions, possible positive employment effects from other 
expenditures that may be displaced by the project investment 
should be taken into account. 

C) Benefits of Power Projects 

1 )  Expected Benefits 

Given the pressing power supply situation In the country, the 
most likely projects with the desired maximum immediate impact 
in this sector would be in increasing availabil!ty and 
reliability of power supply. Frequently identified benefits 
from this type of projects are mainly related to use. O n  the 
other hand, power projects that focus on alternative energy 
sources, conservation andlor improved conversion technology, 
involving longer gestation periods, have added benefits In the 
form of cost savings. These benefits are discussed In turn. 

Benefits related to power use include: Increases in farm and 
enterprise productivity and output with the reduced energy 
cost, thus Increasing profitability of farms, Industries and 
commerce; improved investment climate; Improved standards of 
living; and assistance to achievement of the government's 
health and education objectives. 

Farm and enterprise prsductivity 1s expected to improve as a 
result of a range of activities made possible by increased 
electriflcation. Examples of activities that can result from 
increased and reliable power supply include: electrically 
powered manufacturing enterprises; irrigation and fish farms 
where pumps are used; electrically powered grain drying and 
processing, storage and fumigation systems; refrigeration of 
per1 shable agrl cul tural products; and automated 1 ivestock 
processinglbreeding systems. 

Increased and reliable supply of electricity enhances living 
standards in many ways, such as: utilization of appliances for 
education/entertainment/leisure or health; easing of home 
chores which permits women to engage in other activities; 
night lighting to deter crimes; and outdoor lighting of 
community facilltles which permits certain activities to be 
conducted at night. 

Benefits related to health and education include: reliable 
power sources for hospitals and clinics; refrigeration of 
vaccines and other medical supplies; reduction in health 
hazards through food refrigeration; observed negatlve 
correlation between electrification and population growth rate; 
and expanded and Improved delivery of extension services and 
education. 



Benefits related to energy cost savings include reduced 
operati ng costs of enterpri ses, reduced household expend! tures, 
and increased foreign exchange savi ngs from reduced fuel import 
payments. 

2 )  Benefits Measurement 

In practice, it is necessary to confine standard economic 
appraisal to what can be measured and to supplement this as 
necessary with descriptive analysis. In general, the benefits 
vhlch can be measured are: ( 1 )  direct benefits to households, 
reflected in power collection revenues; ( 2 )  direct benefits to 
farms and enterprises also reflected in power collection 
revenues; (3) "surplus" beneflts to households, farms and 
enterprises, reflected in the net effects on household or farm 
income or enterprise profits, including reduction in household 
expenditures or operating costs for energy requirements; and 4 )  
in the case of energy conservation/source replacement 
activities, addittonal direct benefits to the economy in terms 
of savings in the costs of power generation, including savings 
in foreign exchange costs. 

Descriptive analysis of households, and of household demand, 
can be couched in terms of standard of living indicators, the 
number of people demanding service, and the purposes for which 
they use or are likely to use electricity. Analysis of the 
growth of the areas benefited, their history - whether people 
are likely to move into or remain there - Is also important. 
Where there is strong demand for "productive" uses, revenue 
collections as basis for benefit estimation will be more than 
sufficient to justify a good subproject. Revenue col lections 
from enterprises should b w s t  the activity, unless tariffs are 
low. Adding the "surplus" beneflts in terms of increased 
household or enterprise income will boost justification 
further. On the other hand, where the demand for "productive" 
uses Is small, and Is coupled with low tariffs and a low level 
of demand f r ~ m  htllseholds, justlflcatlon wtll be difficult. 

d >  Benefits of Telecornr;!~rilcations Projects 

1 )  Expected Benef i ts 

Widespread telecommunicatlons facilitates two interactive links 
that enable people in all reglons to participate and share in 
the process of economic development. Telecommunlcatlons 
provides a means of contributing to the reduction ! n  regional 
dlspartttes and the gap between the potential o f  an area and 
the country as a whole for development and the actual 
realization of these potentials. Any reduction In these 
disparities can be a significant step toward the reduction of 
Income and expendlture differentials. Telecommunicat~ons 
enable a more equitable distribution of gains from the 
development process itself. These improvements will create 
greater opportunities and Inject greater productlvity into the 



o p e r a t i o n  o f  communl t i e s  touched by t h e  te lecornmunlca t ions  
ne twork .  Mot1 v a t l o n a l  s t i m u l i  , I m p a r t e d  t h r o u g h  easy access  t o  
market  I n f o r m a t i o n  and by two-way I n t e r a c t i v e  f l o w s  o f  I deas  
and l n f o r m a t l o n  among g e o g r a p h i c a l  a reas  can c o n t r i b u t e  t o  t h e  
n a t i o n a l  synergy  e s s e n t i a l  f o r  p r i v a t e  s e c t o r  l e d  marke t  based 
s u s t a i n a b l e  g rowth .  

Improved o r  expanded te lecornmunlca t lons  may be expec ted  t o  
r e s u l t  I n  b e n e f l t s  I n :  a g r l c u l t u r a l ,  commercla l  and l n d u s t r l a l  
p r o d u c t i v l t y ;  househo ld  a c t l v l t l e s ;  h e a l t h  c a r e  and e d u c a t l o n ;  
p l a n n i n g  and development;  and m i g r a t i o n  and m o b i l i t y .  

Expected b e n e f l t s  on a g r l c u l t u r a l ,  commercla l  and i n d u s t r i a l  
p r o d u c t i v i t y  I n c l u d e :  r e d u c t i o n  I n  t r a n s a c t i o n  c o s t s  for 
bus lness  and government; f a rmers  and t r a d e r s  access  t o  p r i c e  
l n f o r m a t l o n ;  Improvement i n  commi~n lca t l on  o r g a n i z a t i o n ;  
expans lon  of bus lness  o p p o r t u n i t i e s ;  b e t t e r  u t i l  l z a t i o n  of 
scarce  management s k l l l s ;  I n c e n t i v e  t o  a  m a n u f a c t u r i n g  program 
f o r  t e lecommun lca t l ons ;  I n c r e a s e  i n  t o u r i s m ;  I n f r a s t r u c t u r e  
s u p p o r t  t o  power supp ly ,  wa te r  supp ly ,  waterways,  
t r a n s p o r t a t l o n ,  e t c . ;  and a g r l c u l t u r a l  s u p p o r t  for  t h e  s u p p l y  
o f  I n p u t s  and for  I r r i g a t i o n  c o n t r o l .  

Expected b e n e f l t s  on  househo ld  a c t l v l t l e s  i n c l u d e :  Improved 
s o c i a l  a c t i v i t i e s ,  expanded e n t r e p r e n e u r l a l  a c t l v l t l e s ,  b e t t e r  
p u r c h a s i n g  d e c i s i o n s ,  and r e d u c t l o n  I n  t r a n s p o r t a t l o n  
e x p e n d i t u r e s .  

Expected b e n e f l t s  r e l a t e d  t o  h e a l t h  c a r e  and e d u c a t i o n  
i n c l u d e :  b e t t e r  h e a l t h  r e f e r r a l  system; development of a  
h i g h e r  l e v e l  o f  h e a l t h  c a r e  program; access t o  h l g h e r  med ica l  
c e n t e r s  f o r  a s s l s t a n c e  I n  d l a g n o s l s ,  m e d i c a l  s u p p l l e s  and 
ambulance d i s p a t c h ;  acceptance by  more d o c t o r s  o f  r u r a l  
ass lgnments ,  w l t h  l e s s  p o s s l b l l i t y  o f  p r o f e s s i o n a l  i s o l a t i o n ;  
expanded r o l e  of r a d i o  and t e l e v l s l o n  I n f o r m a l  e d u c a t l o n ;  
access by r u r a l  peop le  t o  e x t e n s l o n  worke rs ;  access by 
e x t e n s l o n  workers  t o  h i g h e r  l e v e l s  o f  l n f o r m a t l o n  and 
a s s l s t a n c e ;  and more c o n t a c t  w l t h  lndlvlduals/famllles/small 
groups a t  r e l a t i v e l y  s h o r t e r  I n t e r v a l s .  

B e n e f i t s  Measurement 

I n  t h e  p a s t ,  t h e  b e n e f i t s  of te lecommun ica t i ons  were measured 
by agg rega te  l n t e r n a t l o n a l  cornparlson o f  I n p u t - o u t p u t  t a b l e s ,  
or t h e  r e l a t l o n s h l p  between GNP and t e l e p h o n e  a v a l l a b i l l t y  o r  
usage, or t h e  a n a l y s l s  o f  c o u n t r y w t d e  t r a n s p o r t ,  energy  or 
l o c a t l o n a l  o b j e c t !  ves .  The su rvey  o f  1  l t e r a t u r e  and a p p r a l  s a l  
and e v a l u a t i o n  e x p e r l e n c e  p r e s e n t e d  t h u s  f a r ,  however, suggest  
t h a t  b e n e f i t s  of a  s p e c l f l c  te lecornmunlca t ions  p r o j e c t  or 
i n v e s t m e n t  program cannot  be r e a d i l y  l d e n t l f l e d  and measured by 
v e r y  a g g r e g a t l v e  methods. I n  more r e c e n t  y e a r s ,  a t t e n t i o n  has 
s i n c e  been focused  on microeconomic a n a l y s l s  I n  a d d r e s s l n g  t h e  
I s s u e  o f  te lecommun lca t l ons  b e n e f i t s .  



Standard economic appraisal providing Internal rates of return 
can be used to help determine not only the amount of resources 
that should be devoted to telecommunicatlons but also the best 
way to allocate those resources within the sector. However, 
artificial restrictions on the growth of telecommunications and 
massive unmet demand in a developing country make the rates of 
return to telecommunicatlons relatively high. One school of 
thought argues that these high rates of return may reflect 
benefits accruing only to higher Income groups. and that 
expansion of the sector merely exacerbates income Inequality. 
To examine the validity of such arguments, to the extent 
available, two kinds of information should be reviewed. First, 
the estimated costs may be compared with the estimated benefits 
to users based on ( 1 )  their observed willingness to pay for 
access and calls, ( 2 )  their observed willingness to incur 
travel costs to where service is available, ( 3 )  their observed 
willingness to purchase or rent connections from 
intermedlarles, or ( 4 )  their observed willingness to incur 
higher communlcatlons costs in the absence of a telephone or 
other telecommunicatlons service. Second, avallable 
information on the characteristics of the beneficiaries of the 
improved and expanded services and on how those beneficiaries 
use these services will be reviewed. These data wi 1 1  then be 
qualitatively analyzed in the light of the country's national 
development policy goals and programs. 

e) Benefits of Transport Projects 

New or Improved transport facilities resulting from the project 
will lead to reduction of transport costs. While this benefit 
will initially accrue to the users or owners of the facilities, 
competition. profit maximization, or government pricing 
policies will induce the initial gainers to share It In various 
degrees with other groups, such as producers, shippers and 
consumers. Therefore, the cost reduction will benefit the 
whole economy and not merely the immediate users of the 
facility. 

The types of red~ctlon in transport costs vary across modes. 
Road Improvements are cxpected to lead to lower operating costs 
for vehicles and rolllng stork. Better maintenance of roads 
will also reduce vehicle operating costs, passenger and freight 
delays, accident costs, and the level of future maintenance and 
rehabilitation expenditures. Proper majntenance wlll also help 
prevent road closures and the losses associated with such 
closures (e.g., diversion time, loss of perishable goods, 
etc.). Port improvements are expected to lead to savings in 
the costs of ship delay and cargo handling. Better sud larger 
port facilities wlll make possible the use of larger ships and 
eventually lead to some savings for shipplng companies. 



I n  cases where t h e  t r a n s p o r t  s u b p r o j e c t  d i v e r t s  t r a f f l c  t o  a  new 
o r  improved f a c l l l t y  f r o m  o t h e r  modes o f  t r a n s p o r t  or f r o m  o t h e r  
r o u t e s ,  t h e  b e n e f l t s  w l l l  be I n  terms o f  t h e  d i f f e r e n c e  I n  
t r a n s p o r t  c o s t s  on  t h e  o l d  r o u t e  o r  mode o f  t r a n s p o r t  and t h o s e  
o n  t h e  new f a c l l l t y .  The r e l e v a n t  c o s t s  a r e  t h e  a v o i d a b l e  c o s t s  
or t h e  sav ings  I n v o l v e d  I n  t h e  s h i f t .  I f  d i v e r s i o n  o c c u r s  
between d l f f e r e n t  ,nodes wherq ln  t r a n s p o r t  c o s t s  may n o t  be 
d l r e c t l y  comparable,  ihe r e l e v a n t  c o s t  i s  t h e  m a r g l n a l  c o s t  of 
c a r r y i n g  t r a f f l c  i n  t h e  new mode. I f  t h e  d l v e r t e d  t r a f f l c  i s  
o n l y  p a r t  o f  t h e  t o t a l  t r a f f l c  f o r  a  c e r t a i n  mode, and t h a t  mode 
has excess c a p a c i t y ,  t h e  m a r g l n a l  sav lngs  wou ld  be s u b s t a n t i a l l y  
l e s s  t h a n  what would be i n d l c a t e d  by  a  compar lson o f  average 
c o s t s .  

Improvement o f  or a  new t r a n s p o r t  f a c l l l t y  w i l l  l e a d  t o  
I n c r e a s e d  o u t p u t .  The n e t  v a l u e  o f  t h l s  I n c r e m e n t a l  o u t p u t  I s  
t h e  r e l e v a n t  measure o f  economlc b e n e f i t .  New c o n s t r u c t l o n  or 
improvement o f  e x l s t l n g  r u r a l  roads  w i t h  l i t t l e  t r a f f l c ,  as w e l l  
as a l l  r o a d  p r o j e c t s  wh lch  a r e  j u s t i f l e d  on  l a r g e  i n c r e a s e s  I n  
economlc a c t l v l t y  and t r a f f l c ,  w i l l  p r o v i d e  s a v l n g s  t o  r o a d  
u s e r s  and s t i m u l a t e  g r o w t h  o f  t h e  r u r a l  communi t ies .  To measure 
t h e  development Impac t ,  t h e  f o l l o w l n g  I s s u e s  a r e  r e l e v a n t :  ( 1 )  
how a r e  sav lngs  I n  t r a n s p o r t  c o s t  d i s t r i b u t e d  among p r o d u c e r s ,  
t r a d e r s  and consumers; (2) how w l l l  b e n e f l c l a r l e s  respond  t o  
lower  t r a n s p o r t  c o s t s ,  e .g . ,  w l l l  l o w e r  I n p u t  c o s t s ,  h i g h e r  
f a r m g a t e  p r i c e s  and b e t t e r  t r a n s p o r t  s e r v i c e  encourage p r o d u c e r s  
t o  I n c r e a s e  p r o d u c t i o n ;  and ( 3 )  what n c n t r a n s p o r t  c o n s t r a i n t s  
e x i s t  wh ich  may p r e v e n t  t h e  b e n e f l c l a r i e s  f r o m  r e s p o n d i n g  t o  
t r a n s p o r t  Improvement? G iven  I n d i c a t i o n s  t h a t  t r a n s p o r t  c o s t s  
do  c o n s t l t u t e  a  l a r g e  p r o p o r t i o n  o f  p r o d u c t l o n  c o s t s ,  t h e  
t r a n s p o r t  s u b p r o j e c t s  w l l l  l i k e l y  have a  h l g h  m a r g i n a l  impac t  on 
f a r m e r  1 n c e n t l v e s .  

T r a n s p o r t  Improvements a r e  expec ted  t o  reduce  t r a v e l  t i m e  and 
enhance q u a l l t y  o f  t r a n s p o r t  s e r v i c e s .  Tlme has a  money v a l u e .  
On t h e  o t h e r  hand, t h l s  has t o  be e v a l u a t e d  on  t h e  b a s i s  o f  t h e  
t y p e s  o f  o p p o r t u n i t i e s  c r e a t e d  by t h e  I n c r e a s e d  a v a i l a b l l l t y  o f  
t i m e ,  whether  f o r  I n c r e a s e d  p r o d u c t l o n  or v o l u n t a r y  l e i s u r e  on  
one hand or fo r  i n v o l u n t a r y  i d l e n e s s  on  t h e  o t h e r .  S i n c e  t h e r e  
1s l a r g e  s c a l e  unemployment I n  t h e  r u r a l  a reas ,  t h e  s a v i n g s  I n  
t l m e  may n o t  be p a r t i c u l a r l y  v i a b l e .  However, p o p u l a t i o n  
d e n s l t y  and commuting I n  t h e  u rban  a reas  may r e s u l t  I n  l a r g e  
s a v l n g s  I n  t l m e  as w e l l  as I n c r e a s e d  worker  p r o d u c t l v l t y .  

f )  B e n e f l t s  o f  c o n s t r u c t l o n  Equipment I n v e s t m e n t s  

S i n c e  c o n s t r u c t l o n  equlpment w l l l  be used I n  I n f r a s t r u c t u r e  
p r o j e c t s ,  t h e  economlc b e n e f l t s  f r o m  c o n s t r u c t l o n  equ lpment  a r e  
d e r i v e d  f r o m  t h e  b e n e f l t s  f rom I n f r a s t r u c t u r e  p r o j e c t s .  
I n c r e a s e d  equipment a v a l l a b l l l t y  w l l l  I n c r e a s e  t h e  
i n f r a s t r u c t u r e  s t o c k .  I n  a d d i t i o n ,  Improved e f f i c l e n c y  I n  
c o n s t r u c t l o n  as a  r e s u l t  o f  I n v e s t m e n t  I n  equ lpment  w l l l  Improve 
t h e  p r o d u c t l v l t y  o f  c a p i t a l  and t h e  e f f i c i e n c y  o f  I n v e s t m e n t .  



A t  the p ro jec t  l e v e l ,  e n t l  t l e s  acqu l r lng  equlpment f o r  t h e i r  own 
use w l l l  have savlngs i n  operat ing and maln-tenance cos,ts fo r  a 
given leve l  of a c t i v i  t y  o r  glven purpose as p o t e n t l a l  measurable 
benef i ts .  Pr lva te  sector f i r m s  acqu l r lng  equlpment fo r  t h e l r  
own use w l l l  have Increased Income due t o  expanded operat ions as 
po ten t ia l  benefl t s  i n  add1 t l o n  t o  reduced operat ing and 
malntenance costs. For f l r m s  eng3ged I n  the prov is fon o f  
construct ion equlpment services, Increased Income from 
ren ta l  /serv ice fees const l  tutes p o t e n t l a l  benefl t s .  

g) Benef 1 t s  of Envl ronmental Management and Pro tec t  i on  

The envlronmental p ro tec t lon  and management: activities 
envisioned f o r  t h i s  p ro jec t  mainly Involve waste d isposal ,  a l r  
and p o l l u t i o n  cont ro l ,  and Investment I n  equlpment f o r  (natura l  
resource) demand management and conservatlon programs. 

Benef i ts  from waste disposal and a l r  and pollution cont ro l  
Include p o t e n t l a l  cost savlngs r e l a t l v e  t o  e x i s t i n g  methods; 
reduct ion I n  hea l th  problems (whlch would r e s u l t  i n  savlngs I n  
hea l th  care expendl tures,  Increased worker p roduc t l v i  t y  and 
increased returns t o  investments I n  human c a p i t a l  such as 
education) ; and Increased tour1 sm (provided the benefl  t s  of 
tourism outweigh the costs).  

Benefits from Investment I n  equlpment f o r  natura l  relsource 
demand management and conservat 1 on programs 1 nc 1 ude cost savings 
r e l a t i v e  t o  e x i s t i n g  equlpment used, and der ived bene f i t s  from 
the programs themselves. Natural resource program benef l ts  f o r  
o l d  growth fo res ts  include preservat ion of  biological d i v e r s i t y ,  
educatlonal and s c l e n t l f i c  values, and c u l t u r a l  s lgni f lcance o f  
r e l a t i v e l y  undisturbed fo res ts .  Opportunl t y  costs f o r  these 
programs cons1 s t  of foregone nat iona l  income If a1 tlairnatlve 
tlmber sources produce lower f o r e s t  r e n t s .  Forest p ro tec t ion  
programs through cont ro l  of I l l e g a l  logglng have Important 
Impl ica t ions  f o r  e f f l c iency  and income d l s t r i b u t i o n  since the 
magnltude o f  I l l e g a l  logglng I n  the country I s  large.  
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ANNEX A 

GOP LETTER OF REQUEST 



REPUBLIC OF THE PHILIPPINES 
NATIONAL ECONOAIIC AND DEVELOPMENT AUTHORITY 

NEDA sa Pasig, Amber Avenue Pasig, Metro Manila 

Cablt: ,Address: NEDAPHIL 
P.O. Box 419, Greenhills 
Tels. 6'73-50-3 1 t o  50 

Mr. Ha lco lm B u t l e r  
M i s s i o n  D i r e c t o r  
USAID H a n i l a  
Ramon Magsaysay  C e n t e r  
Roxas  B o u l e v a r d ,  H a n i l a  

D e a r  D i r e c t o r  B u t l e r :  

We w i s h  t o  c o n v e y  t h e  r e q u e s t - o f  t h e  Governmen t  o f  t h e  
P h i l i p p i n e s  (GOP) f o r  $ 1 2 5  m i l l i o n  a s s i s t a n c e  c o n s i s t i n g  o f  
$ 30 m i l l i o n  i n  M u l t i l a t e r a l  A s s i s t a n c e  I n i t i a t i v e  (MAI) f u n d s ,  
a n d  $ 95 m i l l i o n  i n  U.S. Eximbank g r a n t  and  l o a n  g u a r a n t y  t o  
f i n a n c e  t h e  p r o p o s e d  P h i l i p p i n e  C a p i t a l  I n f r a s t r u c t u r e  S u p p o r t  
F a c i l i t y  ( P C I S F ) .  The  p r o p o s e d  f a c i l i t y  w i l l  p r o v i d e  f i n a n c i n g  
f o r  t h e  f o r e i g n  e x c h a n g e  c o s t s  o f  d e v e l o p m e n t a l l y - s o u n d  
i n f r a s t r u c t u r e  p r o j e c t s  i n  t h e  s e c t o r s  o f  t e l e c o m m u n i c a t i o n s ,  
p o w e r ,  t r a n s p o r t a t i o n  a n d  c o n s t r u c t i o n .  

We have  u n d e r t a k e n  i n i t i a l  d i s c u s s i o n s  w i t h  USAID a n d  U . S .  
Eximbank o f f i c i a l s  on t h e  g e n e r a l  t e r m s  a n d  c o n d i t i o n s  o f  t h e  
p r o p o s e d  f a c i l i t y .  We l o o k  f o r w a r d  t o  h o l d i n g  c o n t i n u i n g  
d i a l o g u e s  on t h e  d e t a i l s  o f  t h e  f a c i 1 i t . y  w i t h i n  t h e  n e x t  f e w  
w e e k s ,  w i t h  t h e  e n d  i n  v i e w  o f  c o n c l u d i n g  t h e  GOP-USAID P r o j e c t  
Agreement  on M A 1  f u n d s  b y  30 S e p t e m b e r  1990 .  We Inlope t o  c o n c l u d e  
n e g o t i a t i o n s  on t h e  GOP-U . S .  Eximbank C o n c e s s i o n a l  ' F i n a n c i n g  
F a c i l i t y  (CFF) Agreemen t  a r o u n d  t h e  m i d d l e  o f  November 1990 .  

I n  v i e w  o f  t h e  i m p o r t a n c e  o f  i n f r a s t r u c t u r e  d e v e l o p m e n t  t o  
GOP's e f f o r t s  a t  a c h i e v i n g  b r o a d - b a s e d  e c o n o m i c  g r o w t h  l e d  by  t h e  
p r i v a t e  s e c t o r ,  w e  w i l l  h i g h l y  a p p r e c i a t e  USA.ID's f a v o r a b l e  
c o n s i d e r a t i o n  o f  t h i s  r e q u e s t  f o r  a s s i s t a n c e .  

Thank  y o u .  

Very  t : r u l y  your:;, 

S e c r e t a r y  o f  S o c i o - E c o n o m i c  P l a n n i n g  
a n d  D i r e c t o r - G e n e r a l  



ANN= B 

STATUTORY CHECKLIST 



. : 

SC(2) - PROJECT CHECKLIST 

I 

L i s t e d  b e l o w  are  statutory cr i t er ia  applicable 
to projects. T h i s  sect ion  i s  d i v i d e d  i n t o  two ' 

parts. Part A includes cri ter ia  applicable to 
a l l  projects.  Part 0 applies to projects fundGd 
from specific sources only: ~ ( 1 )  applies to a b l  
projects funded with Development Assistance; 

' 

B(2) applies to projects funded with Development 
Assistance loans; and B(3) applies to projeets 
funded from ESF. 

. . 
CROSS REFERENCES: IS COUKTRY CHECKLIST UP TO Yes. 

DATE? HAS STANDARD ITEM 
CHECKLIST BEEN REVIEWED FOR 
THIS PROJECT? Yes. 

1, FY l ~ p - p r o o r j ~  ~ c t  &c. 5 2 ; k  Congress cleared 
EBB 6398. If money is to b e  Notification on 
obligated f o r  an activitv'not ~reviouslv , ~ , ~ ~ ~ ~ t  I!, : 9 ? ~ ,  
justified to Congress, or for an amount 
in excess of anaunt previously justified 
to Congress, has Congress been properly.: 
notified? t 

2 .  fR4 Sec. 611(al. Prior t o  an obligetion 
in excest  of $500,000, will there h e :  
( a )  engineering, financial or other plans 
necessary t c  carry o u t  t h e  a s s i s t a n c e :  
and ( b )  e r e a s o n a b l y  f i r m  estimate of  the 
cost to the U.S. of the assistance? 

3 .  Sec. a m .  If legislative 
~ c t i n n  is r e ~ u L r e A   i it hi^. 1 3 ~ f 3 i 2 r . t  
country w i t h  respect to an obligation in 
excess of $500,000, what is the basis for 
a reasonable expectetion t h a t  s g c h  action 
will be corr .p le ted  in time to  permit 
orderly accomplishment of the p J r p o s e  of 
the assistance? 

Yes. Necessary plans 
and updated cost  e s t i -  
mates are available f o r  
subprojects financed 
under the project. 
Total value o f  t h f s  
+'poolu o f  ' subpro j tc ts  
i:s:greater t h a n  the 
projecr il i t-oi-project  
funding t o t a l  . 



4 4 .  FAA S P C .  6 1 m :  FY N/A 
M Sec .  5eJ.. . I f  p r o j e c t  i s  f o r  w a t e r  or 
water-related land resource construction, 
have benefits and costs been computed ta 
the extent practicable in accordance with 
the principles, standards, a>d procedures 
established pursuant to the Water 
Resources Planning A c t  (42 U.S.C. 1962, 

m.)? (See A.I.D. Handbook 3 for 
guidelines , )  

I 

5 .  PAAS_ec, 6 .  I f  project is capital ! Yes- 
assistance (-, construction), and 
total U.S. assistance for i t  will e x c e e q  
$1 million, has Mission Director 
certified and  Regional Assistant 
Administrator taken into consi2ereti~n 
the country's capability to maintain a n d  
utilize the project effectively? 

6 .  6-. Is project: susceptible to . N O -  
execution as part of reyiona; or 
multilateral project? If so, ~ h y  is 
project not so executed? Information and 
conclusion whether assistance will 
encourage regional dcvelqpment prosrans. 

7 .  FAA 6 e c .  6 0 U .  fnforrnetion a n d  (a) Improved I nfrastruc- 
conclusions on whether projects will t u r e  w i  11 f a c i  1  l t a t c  
encourage efforts of the country to: transportation, in- 
( a )  increase  t h e  f lqb..of international c l u d i n g  exports, to 
t r a d e ;  ( b )  foster private initiative and and from P h i l s .  
competition; (c) encourage developrrent (b) Key infrastructural 
and use of cooperetives, credit uni3ns, (e. g. power, t e 1  econ) 
and s a v i n g s  and l o a n  associations; Improvements  w i l l  fur 
( d )  discourage monopolistic practices; ther p r i v a t e  s e c t o r  
(e )  improve technical efficiency of 
industry, agriculture and commerce; and ( e )  N/A 
( f )  strengthen free labor unions. ( f j  N / A  

I 
8 .  EAA See, 6 0 U .  In fo rma t ion  and A l l  equi pment' , commodl- 

conclusions on how project will encourage t l e s  and s e r v i c e s  funded 
U.S. private trade and investme9t abroad under  Pro jec t  w i l l  be tic 
and encourage p r i v a t e  U.S. p a r t i c i p a t i o n  t o  U.S.  source h o r i g i n .  
i n  foreign assistance programs (incl~ding 
use of private t r a d e  channels and t h e  
services of U.S. private enterprise). 



9 .  EAf4 Secs. 6 1 U ) , ,  6 3 6 I h ) .  Describe Steps N / A  
taken to assure thaL, to the maximum 
e x t e n t  possible, the country is 
contributing local currencies t3 m c e t  the 
c o s t  of contractual and other services, 
and foreign currencies owned by the U . S . ,  
are utilized in lieu of dollars. 

10. -. Does the U . S .  own I N/A 
excess foreign currency of the country 
and, i f  s o ,  what arrangements have been : 
made for its release? 

11. a 1990 'Appro . . ~ r l a t r n n s  A c t  S e ? .  5 2 1 .  I f .  No. 
assistance is for the productlox of eny 
co~niodity for export, is the comnodity 
likely to be i n  surplus on world markets. 
at the time the resulting p r o d u c t i v e  
capacity becones operative, 'and is scch 
assistance likely to c a u s e  substantial 
injury to U.S. producers of the same, 
similar or competing komrnodi ty? 

FY1990APDranrlatl 
. . m c .  7 4 7 .  No. 

Will the assistance (except for programs 
in Caribbean Basin Initiative countries 
under U.S. Tariff Schedule "Seckion 807," 
which allows reduced tariffs on articles 
assembled abroad from U-S.-made , 
components) be use6 directly to procure' ! 
feasibility studies, prefeasibility 
studies,  or project profiles of potential 
investment in, or to assist t h e  . 
establishment of f e c i l i t i e s  specifically 
designed for, the manufacture for e x p o r t  
to the W n i ~ c 3  V&otes or to third country 
markets f r ~  dirc~r: . i  -:?petition with U.S .  
export&, of textlLe:, a p p a r e l ,  footwear,. 
handbags, flat goods Cssch a s  wallezs or 
coin purses worn on the person), work 
g l o v e s  or leather wearing apparel? 

13. FAA S1:-9(a)(4) - ( 5 )  & (U . Will the ( a )  N /A  
assistance:. ( a )  support training and ( b )  N/A 
education efforts which improve the ( c )  N/A 
capacity of recipient countries to , 

prevent loss of biological d i - ~ e r s i t y ;  
(b )  be provided under s long-term 
agreement i n  w h i c h  the recipient cocntry 
agrees  to p r o t c c t  e c o s y ~ t e ~ s  or o t h e r  



wildlife habitats; (c) support effcr'ts ( d )  I n i t i a l  Environment- 
to identify and survey ecosystcrns i c  a1 Examlnatlons (and 
recipient countries worthy o f  possl  bly Env1 ronmen- 
protection; or ( d )  by any direct or t a l  Assessments ) WI 1 ' 
indirect means significantly dsgra3e be undertaken f o r  a l l  
national parks or similar protected areas c a p l t a l  l n f r a s t r u c -  
01 introduce exotic plants or animals ture a c t i v i t i e s  to 
into such areas? determine and,  if 

a p p r o p r i a t e ,  m i t i g a t t  
1 4  c 1 2 1  If a Sahel proje,zt, has damage t o  any pro- 

a determination been made that the host. t e c t e d  a r e a ,  mar ine  
government h a s  an adequate s y s t e m  for 1 i f e  or p l a n t s .  
accounting for and controlling receipt 
afid expenditure of project funds (either N/A dollars or local currency generated 
therefrom)? 

15. EY 1990 -ns A c t ,  T i u e  X L  
~ ~ n d e r  h ~ ~ d i n a  ''Agmx~ f o r  ~ e r n a t i ~ ~  
W o ~ r n e n L "  If assistance is to be 
made to a United S t a t e s  PVO (other t h a n  a N/A cooperative development orga3ization), 
does i t  obtain a t  least 20 percent of its 
total annual funding for internaticnal 
activities from sources other than the 
United S t a t e s  Government? 

16. FY 1.990 ApaoPr~?.tlons A c t  S ~ G  53 . . 
7. If 

assistance is being made available t o  a,' 
PVO, h a s  that organization provided -upon N / A  
timely request any d9cument, f i l e ,  or 
record necessary to the a1.ditir.g 
requirements of A.I.D., and is the P-40 
registered with A.I.D,? 

PY 1990 -roo-ct Se-C. 514. If 
funds are being obligated undez an 
appropriation account to which they were N/A 
not sppropriated, has the President 
consul ted  with end provided a written 
justification to the liouse and Senate 
Appropriations Conmittees and has such 
obligation been subject to regular 
notification procedures? 



1 8 .  a -Lion S e e .  139 ( a s  
interpreted by conference r e p o r t ) ,  Has 
confirmation of the date of  signin3 of 
the project agreement, including the 
amount involved, been cabled to State L/T 
and A.I.D. LEG within 60 days of the 
aqreernent's entry into force with r e s p e c t  
t o  the United States, and has the full , 
t e x t  of the agreemcnt been pouched to , 

those same offices? (See Handbook 3, 
Appendix 6G for agreements covered by 
this provision). 1 

19. -&cC 5164 ( a s  interpreted by 
conference report), 
W v e r s i o n  Act sf 1975 S e a .  Does t h e  
p r o j e c t  use the metric systen of 
measurevent in its procurements, g r a n t s ,  
and other business-related astlvities, . 
except to the extent that such use is ' 

impractical or is likely to cause 
significant inefficiencies or loss of 
markets to United S t a t e s  firms? Are bulk 
purchases  usually to be made in netric, 
and ere components, subassem3lies, and 
semi-fabricated materials to be specified 
in metric units wh.en econgrnically 
availeble and technically adequate? 

20. -9PO.APorsP.ri~onb A c t ,  Title XI, . 
r m a  "WOJ&D in D ~ v ~ ~ ~ p r n e n t , "  

Will assistance be designed so that the . 
percentage oE women p a r t i c i p a n t s  will be 
demonstrably increased? 

21. -90 & 3 1 ~ 9 ? s  Acfi Sec .  5 9 2 m .  . 
, If assistance t furnished to a foreign 

government under arrangements which I 

result in the gene~stisn of local 
currencies, has A.I.D. ( a )  required that 
local currencies be deposited in a 
separate account established by the 
recipieat government, (b) entered into an 
agreement with that government providing 
the amount of local currencies to be 
generated and the terms and conditions 
under which the currencies so deposited 
may Bt utilized, and ( c )  csttbliske3 by 
agreement the responsibilities of A . 2 . D .  
and t h a t  government to monitcr and 
account for deposits into ane 
dlsbur~err~nnts from the separete account? 

Yes, l t  will be. 

The GOP uses rnet r lc  
measurements f o r  I n f r a -  
s t r u c t u r e  development 
and i t s  use causes no 
s i  gni f i c a n t  det r l rnent  
t o  U . S .  f i r m s .  

Improved c a p i t a l  i n f r d -  
s t r u c t u r e  will b e n e f i t  
men and women equally. 



w i l l  such local currencies, or an 
equivalent amount of  local currencies,.be 
u s e d  only t o  carry ou t  t h e  purpopes of 
t h e  DA o r  ESF c h a p t e r s  of Che FAA 
(depending on which cl~apter is the source 
of the assistance) o r  f o r  the 
administrative requirements of the United 
States Government? I 

Has A.I.D. taken a l l  a ~ p r o p r i a t e  steps to 
ensure that the equivalent of local 
currencies disbursed from the 
account are used f o r  tke 

If assistance is terr.?ir.ated t o  a' country, 
w i l l  'any unencumbered balances of funds 
remaining in a s e p a r a t e  account be 
disposed of for purposes a g r e e d  t o  by the 
recipient government ar.d the ~ n i k e d  
States Government? 1 



a .  FY 1990 -ns A C ~  Set;, 546 : 
( a s  interpreted by conference r e p o r t  ford 
original enactment). If assistance is ' 

for agrlculturel development activities 
(specifically, any testing or breeding 
feasibility study, variety improverrent ar 
introduction, consultancy, publication, 
conference, or training), a r e  such 
activities:. (1) specifically and 
principally designeO to increase 
agricultural exports by the host country 
to a country other than the United 
States, where the export would lead to 
direct competition in that third country 
with exports of a similar cormodity grown 
or produced in the United States, ~ n d  can 
the activities reasonably be e x p e c t e d  to 
cause substantial injury to U.S. 
exporters of a similar agri.cultura1 
cornnodit)@; or (2) in support of research 
t h a t  is intended primarily t o  benefit 
U. S . producers? 

b. FAA &c.  322. Is 'special emphasis . '  
placed on use of appropriate technology I 
(defined a s  relatively smaller, 
cost-saving, labor-using t e ~ ~ n o l o g i e s  
that are generally most spprcpriate for 
the small farms, small businesses, and 
small int n e s  c ~ f  the poo r ) ?  

c .  E & s u  7 -  ' 5 .  Descrite exte.?t to 
which the activity ~ecoy~izes the 
particular needs, desires, and capacities 
o f  th? people of the couiicry; utilizes 
the c:r~..rtry's intellectual reso3rces to j 
encourage institutional develdpment; and 
s ~ ; , . o r t s  civic education and trainins in 
skills required for effective 
participation in governmental end 
political processes essenti3l to 
self -government. 

The GOP s p e c i f l c a l l y  
requested this project 
t o  meet i t s  needs I n  
capital  infrastructure.  
The project provides 
c r e d i t  guarantees that 
w i l l  enable both the 
government and the private 
s ec tor  t o  develop and 
bul I d  infrastructure 
furthering private Sector 
led growth. 



8 .  FAA S e c ,  l O U ) .  Does the activity 
give reasonable promise of contributing 
to the development of economic resources, 
or' to the increase of productive 
capacities and self-sustaining economic 
growth? 

d. ' W C s .  102(b)-J.J1.  w. 
Describe extent to which activity will: 
(1) effectively involve the poor in 
development by extending access to 
t C O n D m y  a t  local level, increas iny 
labor-intensive production and the use o f  
appropriate technology, dispersing 
investment from cities to small towns and 
rural areas,'and insuring wide 
participation of the poor in the benefits 
of development on a sustained basis, 
using appropriate U . S .  institutions; 
(2) help develop cooperatives, especially 
by technical assistance, to assist rural 
and urban poor to help themselves toward 
a better l i f e ,  and otherwise elrcourage 
democratic private and local governrnentbl 
institutions; (3) suppott the self-help 
efforts of developing countries; (4) 
promote the participation of women in t h e  
national economies of d e v e l c p i n ~  
countries and the improvement o f  women's 
status; and ( 5 )  utilize and encourage ' 
regional cooperation by developing 
countries. 

f .  U A  Secs. 103. 103A,4. 1 ! L d l Q L  
Y 1990 ~ ~ g r o ~ r i a t i o x i  A c t  

l e  11. I I ~ ~ I  m a  " s u b - s b h a r &  
W .  Dk" Does the project fit the 
criteria for the source of funds 
(functional account) being used? 

g .  EV 1 9 9 0  ~ ~ P L F ~ t  T i t l e  X L  
nu '$,~&-Saharan_81&a DA," 

Have local currencies genera!ed by the 
s a l e  of imports or foreign exchange by 
the government of a country in 
Sub-Saharan Africa from funds 
appropriated under Sub-Scharan Africa, DA 
been deposited in a special account 
established by t h a t  government, and are 
these local currencies available o n l y  for 

Yes. New $nd improved bas ic  I n f r a -  
s t r u c t u r e  wll1 p r o v i d e  o p p o r t u n i t i e s  
f o r  p r i v a t e  s e c t o r  growth. 

( 1 )  Local overnment r e p r e s e n t a t l v e s  
have f r t i c l p a t e d  i n  t h e  I d e n t l t i -  
c e t i o n .  o f  t h e  c a p i t a l  p r o j e c t s .  
Many oY t h e  proposed p r o j e c t s  seek 
t c  impi'ove t h e  q u a l i t y  o f  b a s i c  
s e r v i c e s  I n  t h e  f ie lds  o f  t e l e -  
commun(cations , t r a n s p o r t a t i o n ,  
a n d  enprgy. These improvements 
skould; b e n e f i t  t h e  poor. 

( 3 )  N/A 

( 4 )  The economic growth shou ld  
p r o v i d e  more oppor tun i  t l e s  t o  
women. : 

N / A .  P r o j e c t  is  funded under headfng  
o f  "Hul t i  l a ' t e r s l  Ass is tance I n i t i a t i v e  



use, in accordance with an agreemenL with 
the United States, for development 
activities which are consistent with the 
policy directions of Section 102 of the 
FAA and for necessary administrakive- 
requirements of the U.  8 .  Goveroment? , 

I 

h.' FAASer. 1s emphasis placed on. 
use of appropriate technology (relatively 
smaller, cost-saving, labor-using 
technologies that are generally most 
appropriate for the smell farms,'small 
businesses, and small incomes of the 
poor)? 

i .  FAA Se-: 110. 13.40. Will the . 

recipient country provide at least.25 
percent of the costs of the p r o g r a m ,  
project, or activity with respezt to 
which the assistance is to be furnished 
(or is the latter cost-sharing 
requirement being waived for a 
"relatively least developed* c o l ~ n t r y ) ?  

No. Emphasls i s  placed 
on meet1  ng major infra- 
structural needs. How- 
ever,  smaller projects 
may also be considered. 

Grantee ~t 11 be requl red, 
however, t o  provlde 
resources as needed t o  
carry out Projects. 

j. E A A  Sec.  1 2 U .  If the activity N/ A 
attempts to increase the instit,dtioncl 
capabilities of private organizations or 
the government of the country, or if it 
atte:rpts to stimulate scientific and 
technological researc,h, has it Seen 
dcsigned and will it be monitored t~ 
ensure that the ultimate beneficiaries 
are the poor majority? 

k. FAA S e c .  2 8 U .  Describe e x t e n t  to See 8.l.(c) above.  
which program recognizes the particular 
needs, desires, a ~ , d  capacities of the 
people of the country;  utilizes the 
country's intellectual resources to 
encourage institutional Ueve'opment; and 
supports civil education and training in 
skills required f o r  effective 
participation in governmental processes . 
essential to self-sovernment. 

1 .  U 1 9 9 6 . 8 P .  N / A  
u i n ~  "Pop-aZGE&.. 
Are any of the funds to be used for the 
performance of abortions as a method of 
family planning or to motivate or coerce 
any person to practice abortians? 



Are any of the funds to be u s e d  to p a y  
for the performance of invol-~ntary 
sterilization a s  a method of family 
planning or to coerce or provide any 
finsncial incentive to any person to 
undergo sterilizations? 

~ ; e  any of the funds to be made available 
to any organization or program which, a s  
determined by the President, supports or 
participates in the management of a 
program of coercive'abortion or 
involuntary sterilization? 

Will funds be made a v a i l a b l e  only to . 
I voluntary fahily planning projects whi'ch 

offer, e i t h e r  directly or through 
referral t o ,  or infprrnation about b c c e s s  
t o ,  a broad range of family planning 
methods and services? 

In awarding grarits for -natur3l family 
planning, will a n y  applicant be 
discriminated a g a i n s t  because of scch 
applicant's religious or conscientious 
commitment to offer only n a t u r a l  fzmily 
plenning? 

Are any of tho-: f u ~ t d s  to 1.12 used to pay 
' I for any biomedical research which 

relates, in who1 or in part, to mcthods 
o f ,  or the performance of, aSortioLs or 
involuntary sterilization a s  a m e a l i s  o f .  
family planning? 

m. F M  -. Will the project 
utilize competitive selection procedures. 
for the awarding of contracts, except 
where applicable procurement rtles allow 
otherwise? 1 

n. FY - . rb l ions  Wet. m.: 
What portion of tl.:; funds will be 
avail~bl,. only f . * .  activities of 
econc.:ic~;ly art3 socially disacvantaged . 
enterprises, historically black colleges. 
and universities, college:; and 
universities having a s t u a e n t  tody 13 
which more than 40 percent of t h e  
students are  isp panic As7.:ricans, ar,Q 

Yes. Exlrnbank 
procedures w i l l  be 
followed. 



I 

private and voluntary organizations whiih 
are controlled by individuals who z r e  
black Americans, Hispanic Americans, or ' 
Native Americans, or who are economical~y 
or socially disadvantaged (including' 
women) ? 

- 
o. FAASec. Does .the' assista'nde 
comply with the environmental procedures 
set forth in A.I.D. Regulation 16? Dohs 
the assistance place a high priority on 
conservation and sustainable management ' 

of t rop ica l  forests? Specifically, doeq 
the assistance, to the fullest extent : 
feasible: ( A )  stress the im2ortance of I ' 

conserving and sustainably managing 
forest resources; (2) support 'activities 
which offer employment and income 
alternatives to those who otherwise would 
cause destruction and loss of forests, 
and help countries identify and implement 
alternatives to colonizing forested 
areas; (3) support training programs, 
educational efforts, and the 
establishment or stre'ngthening of 
institutions to improve forest 
management; (4) help end destructive 
slash-and-burn agriculture by supporting 
stable and productive Earming practices;' 
(5) help conserve forests which have not, 
yet been degraded by helping to incr=ase 
production on lands already clear,ed or 
degraded; (6) conserve forested 
watersheds and rehabilitate those which 
have been deforested; (7) support 
training, research, and other actions 
which lead to sustainable and more 
environmentally sound practices for 
timber harvesting, removal, and 
processing; ( 8 )  support research to 
expand knowledge of tropical forests and' 
identify alternatives which will prevent 
forest destruct ion, loss, or 
degradation; (9) conserve biological 
diversity in forest areas by supporting 
efforts to identify, establish, ant 
maintain a representative network cf 
protected tropical forest ecosystenis on a 
worldwide basis, by making the 
establishment of protected areas a 

Yes. For all improve- 
ments, standard AID 
requirements for envi- 
ronmental assessments 
will be adhered to in 
efforts to mfnlmize 
damage to natural 
resources. 

An initial Initibl 
f nvi ronmental Exam1 - 
nation wi 11 be conducte: 
on a1 1 projects finbnce: 
w i t h  follow-up Environ- 
mental Assessments done 
on those activities 
impacting upon the 
environment . 



\ 

condition of support for activities . 
involving forest clearance or 
degradation, and by helping to identify 
tropical forest ecosystems and spec ies  in 
need of protection and establish and 
maintain appropriate protected areas; 
(10) seek to increase the awareness of 
V,S. Government agencies and other Conors 
of the i m e d i a t e  and long-term v a l u e  of 
tropical forests; snd (ll)/utilize the 
resources and abilities of all relevant 
U.S. government agencies? 

p .  E A A S e D m .  If the Yes 
assistence will support a program or 
project significantly affecting tr3~ical 
forests (including projects in.folvir-g the 
planting of exotic plant species), will 
the program or project: (1) be b a s e d  
upon careful analysis of the alternatives 
available to achieve the best sustainable 
use of the land, and ( 2 ) / t a k e  iul'l 
account of the environmental impacts of 
the proposed activities on biologi'zal 
diversity? 

cI(141. Will assistance q .  F U  Set. 11R( 
be used for: (1) the p r 0 c u r e m e n t . o ~  use 

' (1) No 

of logging equipment, unless an 
( 2 )  No 

environmental assessment indicates t h a t .  
all timber harvesting operetions involved 
will be conducted in an environmentally 
sound manner and that the proposed 
a c t i v i t y  will produce positive ecoxomic' 
benefits and sustainable forest 
management systems; or (2) actions which 
will significantly degrade  national parks 
or similar protected areas which contain 
tropical forests, or introduce axocic 
plants or animals into such areas? 

r. FAA Sec.  11-2. Will assistance 
be used for: (1) activities which would 
result in the conversion of forest lands 
to the rearing of livestock; (2) the 
construction, upqrading, or mainter-ance 
of r o a d s  (including temporary haul roads 
for logging or other extractive 
industries) which pass t h r o u . 3 h  relztively 
undergraded forest lands; (3) thc 



colonization of forest lands; or ( 4 )  .the 
construction of dams or other water 
control structures which flo3d relatively 
undergraded forest lands, unless with 
respect to each such activity an 
environmental ar.sessment indici tes t h a t  
the activity will contribute 
significantly and directly to improving 
the livelihood of the rural p o o r  a3d  w i l l  
be conducted in a n  envi ronnrcnt ally sound 
manner which supports sustainable 
development? ! 

I 

s FYw-LQUW 
Sec.. I f  a s s i s t a n c e  relates to 
tropical forests, will project assist 
countries in devdloping a systematic 
analysis of the appropriate use of their 
total tropical forest resources, with the 
goal of d e v e l o p i n g  a national program f o r  
sustainable forestry? 

t *  ELl1930-s.xt 
Sxc. 534lbL. I f  assistance relates to 
energy, will such assistance focus on 
improved energy efficiency, increased use 
of renewable energ:, resources, and 
national energy plans (such as l~.~st-cost 
energy plans) which include investment in 
end-use efficiency and' renewahie  energy: 
resources? 

Describe and g i v e  conclusion.. as ,to how 
such assistance will: (1) i:,;rc:: .e the 
energy expertise of A.I.D. stnff, (2) 
help to develop analyses o f  ensrgy-sector 
actions to mini \:ize emis.: ions of 
yreenhouse g a s e s  a t  least cost, (3) 
develop energy-scctor plans that employ 
end-use analysis and o!*her techniques t o  
identify cost-ef  fectivl:. qc t  i3r.s to 
minimize reliance on fossil f ~ t z l s ,  (4) ' 

help to analyze fully environmental 
impacts (including impact on gLobal 
warming), ( 5 )  in~,~rove ef f icitncy in 
production, transmission, distribution, 
and use of energy, (6) assist in 
exploiting nonconventional raneuable 
energy resources, including wind, solar, 
small-hydro, geo-thermal, an9 advanced 

Power may be funded 
under Facil i ty. E x i r .  
bank and AID will 
revlew to see whether 
technology Is 
appropriate. 

( I )  AID technical persons 
wlll a l n  addltlonal 
exper 3 ence through 
thelr thorough revfet 
o f  potentlal energy 
projects. 

(2) A l l  proposals will b- 
evaluated on thelr 
1 i kely environmental 
lmpact , 

(3) Proposals with m f n f m  
reliance on fossll 
fuels will be looked 
at closely. 

4) See t.(2). 
5) Projects wlll use 

latest US technology 
(6) Geo-thermal energy 1, 

very good potentisl . 
(7) Energy projects may 

undertaken 1n rural 
areas hpvlng  llttlc 
energy. 



biomass systems, (7) expan'd effortr t o  
meet the energy needs of the rural poor, 
(8) encourage host countries tc spc~rlsor ( 8 )  if pro jec ts  bre deemed 
meetings with United States energy f e a s i b l e ,  such meeting 
efficiency experts to discuss the use of w l l l  t a k e  p lace.  
least-cost planning techniques, (9) help (9 )  cOmmdlt feS~ 
to develop a cadre of United States contracts, TA wjll be 
experts capable of providing technical t f e d  t o  U.S. f i rms 
assistance to developing countries on e ~ c l u s l v e l y  . 

(10) N/A. energy issues, and (10) strengthen 
cooperation on energy issues with the 
Department of Energy,  ' EPA, World Bhnk, 
and Development Assistance Cornlittee of 
the OECD. 

u. F_31J,%90AppcUa.fions AcL. T 
ins *'Sub-Sa 

i U @ ? L -  
u n d e r  head h a r a n  A- DAN 
( a s  interpreted by conference report upon 
original enactment). If assistance will 
come from the Sub-Saharan Africa  DA 
accot~nt, is it: (1) to be used to help 
the poor majority in Sub-Sbharan Africa 
through e process of long-term 
development and economic growth thzt is 
equitable, participato'ry, environrnen=ally 
sustainable, and self-reliant; (2) being 
p r o v i d e d  in accordance with the pc'licies 
contained in section 102 b f  the FAP.; 
(3) being provided, when consistent with: 
the objectives of such assistence, # 

through A f r i c a n ,  United S t a t e s  and ot>e; 
PVOs that h a v e  demonstrated effectiveness 
in the promotion of locel grassroots 
activities on behslf o f  long-term 
development in Sub-Saharan Africa; 
(4) being used to help overcome 
shorter-term constraints to long-term 
development, to promote reform of 
sectoral economic policies, to support 
the critical sector priorities of 
egricultural production and natural 
resources, health, voluntary farnlly 
planning services, education, and income 
generating opportunities, to bring about 
appropriate sectoral restructuring 3f the 
Sub-Saharan African econorniec, to s . ~ p p o r t  
reform in public administration and 
finances end to estcblish a favorable 
environment for individual e r - t e r p r i s e  and 
self-sustaining development, andto take 



into account, in assisted policy reforms, 
the need to protect vulnerable groups;. 
(5) being used to increase agricultural 
p:.oduction in ways that protect and 
restore the natural resource base, 
especially food production, to maintrin 
and improve basic transportatio~ an3 
communication networks, to maintain ~ n d  
reftore the senewable natural resource 
base in ways that increase agrilultural 
production, to improve health conditions 
with special emphasis on meetinj the 
health needs of n~others and children, 
including the establishment of 
self-sustaining primary health care 
systems that . g i v e  priority to preve3tive 
care ,  to provide increased access to 
voluntary family planning services, to 
improve basic literacy and mathematics . 
especially to those outside the formhl 
educational system and to improve primary 
education, and to develop 
income-generating opportunities for the 
unemployed and underemployed in urban and 
rural areas? 

v. m i a n a l  Develo~ment ~ c t  S c  N/A 
711. FAA S e e .  4 6 3 &  If project will 
finance a debt-for-nature exchenge, 
describe how the exchange will support , 
protection of: (1) the world's ocearls 
and atmosphere, (2) animal and plant 
species, and (3) parks and reserves; or 
describe how the exchange will pron3te: 
(4) natural resource management, 
(5) local conservation programs, 
(6) conservation training prclgrams, 
(7) public commitmi2nt to conservation, 
( 8 )  land and ecosystem management, and . 

(9) req.+neriltivc approaches in forming, 
forestry, fishing, and watershed 
management. 

w. E . P -  
. . 

'LALt_Sf;r;,SJ3. 
If deob/reob authority is sought tc .  be 
exerc ised in the provision cf DA 
assistance, are the funds being obligated 
for the same general purpose, and for 
countries within the same region a $  
originally obligated, and have the tlouse 
and Senate Approprierions Cornittees been 
properly notified? 
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LOGFRAME INPUTS-PCIS 

- P r o j e c t  T i t l e :  P h i l i p p i n e  C a p i t a l  I n f r a s t r u c t u r e  Support  P r o j e c t  
(492-0458) 

- L i f e  of P ro j ec t :  From FY 1990 t o  FY 1992 

- Tota l  U.S. ( A I D )  Funding: $85 m i l l i o n  

- Date Prepared: Sep t .  12,  1990 

NARRATIVE SUMM4RY 

A-1  Program o r  S e c t o r  Goal 

Fur the r  broad-based s u s t a i n a b l e  economic growth l e d  by t h e  p r i v a t e  
s e c t o r .  

B-1 P r o j e c t  Purpose 

Hob i l i z e  p u b l i c  and p r i v a t e  s e c t o r  r e sou rce s  t o  meet p r i o r i t y  
i n f r a s t r u c t u r e  needs ,  t he  l a c k  of which c o n s t r a i n s  g e n e r a l  
economic growth. 

C-1 P r o j e c t  Outputs 

One o r  more U.S.-sourced c a p i t a l  i n f r a s t r u c t u r e  p r o j e c t s  t h a t  w i l l  
enhance p r i v a t e - s e c t o r  l e d  growth. 

D-1 P r o j e c t  I npu t s  

A I D :  Grant funds f o r  t e c h n i c a l  a s s i s t a n c e  and t h e  Concessional  
Financing F a c i l i t y .  

Eximbank: Grant  funds and loan gua ran t ee s .  



OBJECTIVELY VERIFIABLE INDICATORS 

A-2 Measures of Goal Attainment 

As infrastructure is built, economic growth should develop 
in the areas benefiting from the projects. 

B-2 End-of-Project Status 

Establishment of necessary capital infrastructure leads to 
an environment encouraging business expansion and 
employment generation. 

C-2 Magnitude of Outputs 

Infrastructure projects built in critically needed areas 
(e.g. transportation, power, and telecormnunications). 

D-2 lmplementation Target 

AID: 
Grants 

($  million) 
8 5 

Eximbank: 
Grants and Loan Guarantees 270 

Total 35 5 



MEANS OF VERIFICATION 

A-3 

Final evaluation of project. 

COP economic reports 

B-3 

Project evaluations 

C-3 

-Eximbank reports 

project officer reports 

D- 3 

eximbank loan officers' reports 



IMPORTANT ASSUMPTIONS 

A-4 for goal 

COP and local governments continue policies favorable to 
private sector growth. 

B-4 for purpose 

conditions are favorable for investment 

general political and economic stability. 

C-4 for outputs 

projects financed under credits program are feasible. 

D-4 for inputs 

sufficient interest in program 

continuation of AID and Eximbank funding. 
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ANNEX E 

GRAY AMENDMENT CERTIFICATION 



CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGANIZATION 

I, Malcolm B u t l e r ,  p r i n c i p a l  b f f i c e r  o f  t he  Agency f o r  I n t e r n a t i o n a l  
Development i n  t he  Phi 1  i pp i  nes, have f u l l y  considered the  p o t e n t i a l  

- invo lvement  of small and/or economical ly and s o c i a l l y  disadvantaged 
en te rpr ises ,  and do hereby c e r t i f y  t h a t  U.S. techn ica l  ass is tance  requ i red  
under the  p r o j e c t  w i l l  be prov ided through open compet i t ion,  w i t h  spec ia l  
cons idera t ion  g iven t o  f i rms  submi t t ing  proposals which u t i l  i z e  the  resources 
o f  small and/or disadvantaged f i rms:  I n  add i t ion ,  f o r  p r o j e c t  evaluat ion,  

e f f o r t s  w i l l  be made t o  award con t rac t s  t o  small and/or disadvantaged f i rms.  
My judgment i s  based on the  recornnendations o f  t he  P r o j e c t  and Miss ion  Review 
Committees . 

- .  I 

Ma1 colm But1 e r  
D i rec to r ,  USAID P h i l i p p i n e s  

NOV 9 1990 
Date 
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C .  TOTAL A .  I .D. FC4;uIAS: 

0. L I F E  OF P;iOJECT: 

E .  STATEf!EI:T PREPARED B Y :  

F .  E;iVI PO!i%ENTAL ACT I O N  
RFrOHMC:;3ED: 

R e p u b l i c  of th? Phili:?ines 

$35 millio n  

\ 
: G enviro: nental p r o c e d u r e s  (22 CFR 216) 
will be a p p l i e d  t o  a s s u r e  environnental 
soundness. T h i s  will requir e  p r e p a r a t i o n  o f  
a n  Initlal E n v i r o n m e n t a l  E x a m i n a t i o n  ( I E E )  
for e a c h  p r o p o s e d  sub-project, a n d  a n  
Envi.-;nmental A s s e s s m e n t  (EA)  a s  required. 

G. Et iV IR9YYENTAt  O F F I C E R ' S  
h -s C.L w-<- 

CLEARANCE: K e v i n  r ? t u s h i n g  T-" 
O f f i c e  o f  Rural a:;? ~ ~ r i  c u 1  tuial Develo?r?nt 

USAIOlPhi 1 ippinc; 

H.  U S A I D l i ' H I L I P P I N E S  
D I R E C T O R ' S  O E C I S I O N :  

APPEOVEO : 
- . - a  DROVED: 

& - 7 -  po 

I. :.flE E ~ ' V I P I C : ~ E E ! : T A L  APPROVED: 
O F F I C E R ' S  D E C I S I O N :  DISAPPROVED: \ A 

DATE : - - 
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- EXAMINATION OF THE NATURE, SCOPE AK3 HAG31 IUUt Ub In: ~ n v l K u l ~ ~ l r t r  r n ~  r.1, 

I. m i e c t  D f f c r i 3 t i o n  I 

The Ph i l  ipp ine Cap i t a l  1n:rastructure Support (?CIS) p r o j e c t  seeks t o  mob! 1 i:e 
F2 

pub l i c  .nd p r i v a t e  rzsources t o  n?e:  p r i o r i t y  i n f r a s t r u c t u r e  needs which 
p resen t l y  const ra in  ' . >ad-basec' p r i v a t e  sector - led gro,~:h. TI - PC15 s t ra tegy  
contains three comjonents: 

1. Leverag? MI resources t o  t h ?  r;: ; 1 extcnt r 3 s s i b l e  by r a i s i n g  . :ldi t i o n a l  resources f o r  infr . :struc:ure from the U.S. E x p o r t - I m p ~ r t  B i a k  
(Exim) and other U . S .  Governmnt prograns, the cocmercfal b a n k i ~ ~  s-r t o r ,  and 
o tha r  p r i v a t e  sector  sources. I n  con junc t ion  w i t h  A ID 'S  c o n t r i b u t i o n ,  E x i m  
9i 11 prov ide an agreed l e v e l  o f  graf t !  funds from i t s  ' . 3 r  chest . '  Exim .,i I 1  
: ! l s ~  prov ide long te rm c r e d i t  gu::ran,*es t o  encourage U.S. banks t o  m k e  loans 
. 3 r  U . S .  exports needrd f o r  i n f r a s t r u c t u r e  p ro jec ts  i n  the Phi 1 i p? ines .  

2 .  Use the c ~ s t  : f f i c i e n t  I sans t o  rn?.nage the PCIS, w h i l e  assur ing  t h a t  
PCIS-financed a c t i v ' t i e s  a re  p r o p e r l y  selected, rnsnltored and evaluated. 
A l  tho l~gh A I D  funds ni l l  be ob l  i g a t c d  c i  t h  the GOP, a1 1 funding (AID, E x i m  and 

I 
guaractces f o r  conimercial c r e d i t s )  w i l l  be managed by Exim due t o  i t s  
c o ~ ~ p a r 5 t i v e l y  :;.eater exper iznce and c a p a b i l i t y  t o  manage t rade  c r e d i t s .  
A I D ' ;  developms?,t c a p z b i l i t i e s  and presence i n  the P h i l i p p i n e s  p rov i?e  the 
con,parative and conpet i t i v e  techr, ~ ' 3 g y  advan'..gcs f o r  AID t o  e f  f i c i e r ~ t l y  
screen a c t i v i t i e s  f o r  developrent  r a ? r i L  and t o  manage the mon i t o r i ng  and 
e v a l u a t i o ~ i  coinponents o f  the P C I S .  A I D  Environmental Prccedure i  ( 2 2  C i R  216) 
w i  1 1  be appl ied t o  assure envi  r.:,laental soundness. Th is  w i l l  r e q u i r e  
p i epa ra t i on  of  an I n i  t  i a l  Envi r o n ~ ~ e n t a l  Examination ( I E E )  f o r  e l c h  proposed 
sub-proj::t, and an Env i ronn~?nta l  Asscssrnent ( E A !  as requ i red .  By s t r u c t u r i n g  
manhg~nent along these l i c e s ,  the c r t j i t s  should be as access ib le  as poss ib le  
wh i l e  min imiz ing A I D ' S  a d m i n i s t r a t i v e  burden. 

3 .  5c;een f o r  development impact and p o l i c y  cons idera t ions  du r i ng  p r o j e c t  
se lec t i on  t o  ; ; s u r e  t h a t  P C I S  resource5 have a  developmi . t i r :prc t  and r r e  not 
used c o ? t r a r y  t o  PA1 and A I D  po l  i c y  ob jec t i ves .  S p e c i f i c  development c r i t e r i a  
have btln developed t o  screen each PCIS p ro jec t  a c t i v i t y .  

I I. Envi ronrnerL--. 1 Sc re .-m 
I n  order t o  dztermine the 1  i k e l  ihood o f  s i g n i f i c 2 n t  env i r on ren ta l  impacts, the 
Pro jec t  Manager w i l l  p repare .  an I n i t i a l  Erlvironmental Ex: n i n 6 t i o n  ( I C E )  f o r  
each subproject  a c t i v i t y .  The o b j e c t i v e  o f  each I E E  i s  t o  dec ide  I f  a  more 
d e t a i l e d  Environ;..ental Ass~ssment  ( E A )  i s ' n e e d ~ d .  The P r o j e c t  O f f i c e r  i n  
cooperat ion w i t h  the H i s s i o n  En.~ l ror . . . :?nt -  1 C f f ~ c e r  , . I ;  ll prepare the I E E s ,  
together  w i t h  o the r  M iss ion  s t ? f f  and cor:sul tants as needed and a v a i l a b l e ,  
us ing  e x i s t i n g  da ta ,  i . e . ,  maps and engineer ing r e p o r t s ,  a  2 may i nc l ude  
s i t e - s p e c i f i c  i n v e s t i g a t i o n s .  Th is  sec t ion  descr ibes the procedures f o r  
conduct ing both an I F E  and a  d e t a i l e d  Environmental Assessment ( € A ) .  

1 .  I n i t i a l  Environmental  Examinat ion: The Pro jec t  O f f i c e r  w i l l  prepare an 
I E E  for on l y  one s p e c i f i c  s u b - a c t i v i  t y .  I n  i d e n t i f y \ n g  and eva lua t i ng  
p o t e n t i a l  impacts, t he  IEE w i l l  cons ider  four  aspects of  an envfronmental 
impact: e x t e r n a l i t i e s l s e c o n d a r y  impacts,  magnitude, exposure and 
i r reve rs i  b i  1 i t y .  

JMenustik
Best available



- - Lxterna I i h ~ c o n o a ~ y  r v y ~  , ., 

: : id le  - 2  ind iv idual  prcrposed ac t i on  may a f f e c t  a  1ln.ited land area, 
o f , f s i  te  impacts may czuse subs tan t ia l  hattr. The c u r ~ l a t i v e  Importance o f  
secondary impacts may o f ten be grea ter  i n  the l o r 1  run than tha t  o f  the d i r e c t  
ir.,.ac t s .  

h g n i  tude 

The a n ~ u n t  o f  change occur r ing  w i t h i n  acy given impact type. A l a r g e  
amg-ant o f  change I s  l i k e l y  t o  increase the s e v e r i t y  o f  an i r tpac l  on peo?le, 
cofi t i e s  and the bio-physical  envircnrnent ( a i r .  water, s o i l ,  r l o r a  ?#id 
fauna). 

L 

- - Exposure 

Impact e: ?osure includes: t im ing  o f  occurrence ( t he  number of t i m e s  
cn i r p a c t  occurs and i t s  dura t ion) ;  geographic arsa exposed (vhether t he  
l c c a t i o n  of Il.?act i s  e i ther  a  conf ined area c lose  t o  the  source or  a  l a r g e  
area beyond the source); nurrnler o f  receptors (nu: :?r o f  people and organisms I 
a f fec ted  by the impact); and s e n s i t i v i t y  o f  t h ?  receptors ( 5e degree t o  which ' 

per sons o r  organisms experience the i , ~pac t ) .  

- - I r r e v e r s i b i l i t y  

The ~ ; : ' . 3 b i l i t y  that the  i m p c t  w i l l  C permanent. Impacts t h a t  a re  
n a t u r a l l y  sho r t - l i ved  and those which czn be m i t i g a t e d  o r  reversed through 
hunan ac t ion  tilay be judged less i q o r t m t  than tk3se tha t  are i r r e v e r s i b l e .  

Using : ~e  above framework f o r  e v ~ l u a t i n g  p o t e n t i a l  imjacts,  the appra isa l  w i l l  
look a t  various biophysical ,  soc ia l  and c u l t u r a l  aspects. 

a. T ? r r e s t r i a l  Ecosystem 

fo l low ing  are some key quest ions for  assessing the p o t e n t i a l  
i r p a c t ( s )  on t e r r e s t r i a l  resources: 

- - Are important t c r r e s t r l a l  or; r n i  sms found i n  areas near the propored 
a c t i v i t y ?  

- - w i l l  the a c t i v i t y  a f f e c t  e legents o f  organisms' l i fe -suppor t  system 
such as  s i t e  vegetation, w i l d l i f e  h a b i t a t ,  a i r  a-.d water q u a l i t y ,  and food 
cl,ains - nd webs? 

- - Are unusual populat ions o f  p l a n t s  cr animals, areas conta in ing  
r a r e  o r  endangered species, unusual vegeta t i ve  be:uty, unusual species 
d i v e r s i t y  o r  p roduc t i v i t y  found near areas o f  the  proposed a c t i v i t y ?  

b. Aquatic Ecosystem 

Followfng are some key quest ions for assessing the p o t e n t i a l  
i m ~ a c t ( s )  on aquat ic resources: 

- - H i l l  streams or ponds be a f fec ted  by cons t ruc t ion  or opera t ion  
of t h e  proposed a c t i  v i  t y?  



- - W i l l  the a c t i v i t y  be loca ted  near a t - i f e r s ?  
-- Are water bodies which e x h i b i t  good water q u a l i t y  or con ta in  . unusual ly h igh  species d i v e r s i t y  or densl fy  found near 1 :  e  i o c a t l o n  of t he  Fq 

proposed act i v i  t y ?  

- - Are important o r  p r o t e ~ t e d  aquat ic organisms found t : a r  the  
@ pro2oscd t c t i v i  t y ?  

-- W i l l  the a c t i v i t y  a f f e c t  eleme>ts o f  the orgznisms' haS i ta t  such 
as water qua1 i t y ,  ~ h a n n c l  fo rn ,  s i t e  rsquirernents o r  food chains webs? 

- - Are wetlands found near the l o r a t i o r ,  o f  the proposed a c t i v i t y ?  

. c .  Atr.  spheric Systems 

- - Are important avian and/or o!her an i ca l  species found i n  areas r-cr 
th? propos-d a c t i v i t y ?  

- - H i l l  the a c t i v i t y  a f f e c t  these organisms' h a b i t a t  o r  f:ad s o ~ r c e s ?  
t 

- - !:ill the a c t i v i t y  a f f e c t  a i r  q u a l i t y ,  i n l c u d i n g  na ise  l e v e l s ?  

d .  A Social  Soundness Analysis w i l l  address the f o l l o w i n g :  

1  ) Human Comrnuni t i  e s  

fo l low i r :  are sone key q u e s t i c l s  for  assrss ing  the p o t e n t i a l  
i;:pact(s) cn h,m~an ccznuni t i e s :  

- - Do ider l t i  i i a b l e  communi t i e :  e x l s t  w i t h i n  the p r o j e c t  area? 

- - 

cb 
Hi 11 the propcsed z c t i v i  t y  i n t e r s e c t  o r  typass th?se conmuni t  ' e s ?  

-- R i l l  the a c t i v i t y  a f f e c t  the s t a b i l i t y  o f  a  cornrr ,~~l i ty  by d i sp lac ing  
or  d i s r u p t i n g  irngortant segments o f  the r e s i d e n t i k l  o r  business cor ; .xn i ty  o r  
by i s o l a t i n g  segments o f  a community? 

- - W i l l  the a c t i v i t y  a l t e r  l e v e l s  o f  c o ~ n u n i t y  cohesion through e i t h e r  
the phys ica l  o r  psychological  separat ion o f  r e s i d m t s  o r  a c t i v i t i e s ?  

- - W ' 1 1  t b ~  cons t ruc t ion  process i t s e l f  a f f x t  community q u a l i t y  due t o  
:be p-esence o f  cons t ruc t ion  equipment, increased a l r  and no i se  p o l l u t i o n ,  thf 
rtc :6  f a r  vehicb lar  and p e d e s t r i m  detodrs o r  o t h r r  d i  s r ~ ! p t i v e  fcat l ; res7 

- - ~ 6 a t  i d e n t i f i a b l e  groups ( e t h n i c .  ase. income, e t c . )  w i l l  
be adversely a f f ec ted  by the a c t i v i t y ?  

2)  A c c e s s i b i l i t y  o f  F a c i l i t i e s  and Services 

Fol lowing are some key quest ions f o r  assessing the p o t e n t i a l  
i r>pac t (s )  on a c c e s s i b i l i t y  o f  f a c i l l t l e s  and serv ices :  - - W i l l  the proposed a c t i v i t y  d isp lace  o r  a l t e r  the charac te r  ( through 
p rox im i t y  e f fec ts  such as noise)  of any major f a c i l i  t l e s  or serv ices? 



-- W l l  t ~ c y t D I I a t  -,cc... uj I - . . .  - .  L 

and services in the project area be enhanced o r  hindered by t h e  propobeu . . 

activity? 

- - Will any local groups or injivi8ualq experience d loss or redtiction I " 
of ~ e d e s t r i a ~ ,  vehicular or boat access to c c m u n i t y  facilities and services 
as a result o f  the activity? 

8 - - Hhere access to facilities and scrvices is d.3inished. are 
alternative facilities and services o f  c o m p ~ r a b l e  cqrality accsssible to those 
persons who need or use them? 

- - Hill accessibility t o  pu3lic services, such as medical, police 2nd 
,fire protection, be reduced in any part o f  the project area? . -- Hill improved accessibility t o  certain areas affect the laImtd vzlue 
and usage level of existing facilities and services? 

3 )  Employment, Income and B u s i ~ o s s  Activity 

Following are sorr,. key questions for assessing the potential 
impact(s1 on ecploynent, i ~ c o m e  and business activity: 

- - Hhat business activities will be displaced? 

- - Wl~at business a c t i v i t i ? ~  will benefit from the increased zccessiblity 
thc activity providzs? 

- - What basiness activities will suffer losses in szles o r  inzome as s 
result of 1o:ses in accessibility, both during and after construction? 

- - What business activities will suffer losses in sales o r  income as a 
result of negative proximity effects such as air, noise and water p9llution. 
both durisj and bfter construction? 

- - Hhat business activities will benefit--as measured in increased 
income and employment--from the stlnulus of construction expsnditures for 
labor and materials? 

4) Disp1;:ement of People 

Following are somp key k ~ e s t i o n s  for assessing the potential 
impact(s) if p e o p ! ~  are dispi , . : a :  

- - kihat :: the p r o b a b l e  magnitude o f  the aisplacement a s s a c i a t ~ 2  d i  t b  
the activity? 

-- Analyzing the socioeconomic characteristics of thc study area 
population, can special relocation problems or needs be anticipated? 
Particular attention should be given to minority groups. 

- - Have provfsfons been made t o  carry out a program o f  special 
relocation advisory services for households with special needs or problems? 

BEST AVAILABLE COPY 



- - Is replacemznt housing matching the needs o f  d isp laced  hcuseholds 
c u r r e n t l y  ava i  l a b l e  i n  e i t h e r  the  same or nearby neighborttoods7 r/ 

- - If adoqdate replaccment housing . i s  c u r r e n t l v  not  a.dzi l z b l e ,  a re  
housing, s i t e s  and money a v a i l a b l e  t o  const ruct  r e p l  ~ c t v e n t  I. )using'  

If t i l e  app ra i sa l  de te r r i nes  t h a t  i ~ ? g r t a n t  enviro:. .:ntal and * ,cia1 
impacts a re  l i k e l y ,  then t>.e P r o j e c t  w i l l  c b ta i n  [ p o s s i b l y  t h r f . ~ : '  an 
I c  i e f i  i t e  @?...ti t y  Contract  ( I Q C )  o r  o t h c r  mechanism1 the s e r i i c e s  o f  a  f i r m  
w i  Lh environmental ana l ys i s  capabi 1  i t i e s  t o  condt~c t a  d e t a i  l e d  envi  r o ~ m e n t a l  
ana l ys i s  f o l l o w i n g  the gui ' jnce conta ined i n  22 CFR 2 1 6 .  . The d e t a i l e d  e~ i v i r o r~men ta l  a ~ ~ a l y s i s  w i l l  produce s u l ' f i c i e n t  
i n f o r n a t i o n  on the p o t e n t i a l  i apac t s  t o  enable M iss ion  mnag?iv~7nt t o :  1)  
r r ~ r l i f y  the design, r n i n i~ . , i z i ng  ser ious  i m p ~ c t s .  c r  2)  r e j e c t  the proposcd 
a c t i v i t y .  



ANNEX G 

DESCRIPTIONS OF CANDIDATE PROJECTS 



Annex G 

of IllJl&Xit 

Power: Leyte Geothermal 
Hindanao Bydro Power 
Interconnection Project 
Bataan Combined Cycle 

Telecom: Municipal Telephone 
Fibre Optic Trunk Line 

Construction1 
Transport : Bulk Grain Transfer 

EDSA Streetcar 
Construction/Transport Leasing 

Environment: Solid Waste Management for Manila 



ts for PCIS F i m n c h g  

&uQr 
and 

Proiect 
Status 

&Hex 1. Tongonan Link Leyte Geothermal 
Geothermal, fields to Luzon grid 
(Leyte) using NOT approach 

2. Power Inter- Connect Mindanao, 
connect Leyte and Luzon 

with subnrarine cable 

3. Small Hydro Develop smell hydro 
for Xindanao potential for Minda- 

nao grid using BOT 
approach. 

4. Bataan C o w  Rapid addition to 
bined Cycle the power grid - 

Possible BOT 

5. Meralco Rock- Rehab and relocate 
well Plant Meralco's Rockwell 
Rehab Plant 

Output 

1 Data 

440 MW for $1.1 billion 
le  US c w  

Power plant for $420 
million 

1040 km of cable costing 
up to $850 million 
potentially all U.S. 

15 subprojects producing 
278 mw for $325 

US CPP1PPaeat; 
$150 million 

300 MW for $87 million 
l e  U.S. ComDonent: 

$57 million 

300 MW rehab planned, 
with substantial U.S. 
componentry. 

IBRD/Mitsui/Design 
Power (N. 2 .  )develop- 
ing project and have 
expressed interest in 
U.S. participation. 
Scheduled for 1995 
completion. 

Detailed design under- 
way. Completion 
sched for 1995. 

Feasibility studies 
being done. First 
projects scheduled to 
be completed in 1995. 

Tenders being prepared. 
Award expected in 
December 1990. U.S. 
components (turbines 
and generators) expected 
to be shipped at the end 
of 1991 if the bid is won. 

Feasibility study 
expected to be complete 
in September 1990. 



6. U.S. Salt River Purchase semi corn- 400MW power plant for Plant is imnediately 
plant for Meral- plete facility in $50 million equipment available for COW 
c o U.S. cost. pletion but in 

country work (site, 
studies, civilwork) 
not yet begun. 

7. Bataan Oil BOT for Luzon Grid 300 MW 
Fired Generation 

Interested U.S. firm 
negotiating with NPC 

8. Pinatubo Increase geothermal 120MW for $131 million BOT proposals being 
Geothermal input to Luzon grid le US C- made. 

$107 million 

1. EDSA Streetcar BOT Construction and 13 km. for $150 million Inception study 
operation of Light US C o m P o n e n t ;  completed but still 
Rail Transit along $70 million need feasibilility 
EDSA study. Dec. 1991 

planned to be 
operational. 

2. Bulk Grain Fa- Storage and transfer One facility for $20 Under consideration 
cility facility for import- million (TDP study complete) 

ed grain in Manila le U.S. c- 
$10 million 

3. Construction/ BOO source of Four pools for $40 U.S. supplier has 
Transport Leasing equipment for opera- million expressed interest. 
Po0 1 t ions U . S .  -u: Could be done by end 

$30 million of 1991 



1. Fiber-optic Link major island $1 billion program of 
Trunk Lines groups by fiber which AT&T is bidding 

for $60 million 

2. Municipal Install and operate 1000 municipalities 
Telephone public phones in for $100 million 

each municipality US comDonent 
$80 million 

Metro Manila Solid To improve manage- Equipment and land 
Waste Mgt. ment of solid waste fill development for 

in Manila $185 million 
le US C m  

$105 million 

Bids may be awarded 
by the end of Sep- 
tember 1990. 

Studies underway. 
All systems planned 
to be installed 
within 2 years. 

Feasibility study 
complete and waiting 
for financing 



LEYTE GEOTHERMAL BOT PROJECT 
(Tongenan ) 

Design Power of New Zealand, the engineering consultancy 
subsidiary of the Electricity Corporation of New Zealand, is pursuing the 
BOT development of the Leyte geothermal power plant project in 
conjunction with Mitsui and Company of Japan. The project consists of 
the geothermal resource developent, the 440 MW power plant and the 
Leyte-Luzon EVDC transmission line. 

The Leyte geothermal resource can be an important non-polluting 
addition to the Philippine power grid. 

F.i.mn& Asv- 
Total cost of the project is estimated to be $420 million. The 

World Bank is providing the $30 million for the geothermal resource 
development and power line, and the National Power Corporation will 
internally finance $100 million in local costs. The remaining sum of 
$290 million will be from suppliers credits, cofinancing, and the BOT 
contribution. The power plant of $337 base and $83 million contingencies 
would be suitable for financing under this project and does not have firm 
financing net . 

Design Power has expressed interest in financing under the 
project. Fieldwork for the World Bank appraisal was done in June, 1990. 
NPC approval for the BOT is expected in mid 1991. Completion is expected 
by 1995. 

km!zE 
-Still questionable whether project will be BOT or conventional 

-The transmission line is on the critical parts and must be 
started soon if completion date is to be met. 

-Timing will not permit financing under this project's first 
plan's funding. 



SMALL HYDRO FOR MINDANAO GRID 

The National Power Corporation (NPC or NAPOCOR) is promoting the 
development of BOT and private owned generation stations. Bowever, they 
have found that the private sector is reluctant to spend the money 
necessary to carry out field investigations, pre- feasibility and final 
feasibility studies without some assurance that the projects are viable 
a will have the NPC approval when completed. To alleviate some of 
these costs and concerns, the Projects Development Division of NPC 
completed a small hydroelectric projects pre-feasibility study in 1989. 
This study concentrated on Mindanao and identified 31 potential 
subprojects. Figure 3.1 shows the location of these projects. Table 3.2 
lists the projects and gives an estimate of the optimum total generation 
capacities of each. The main purpose of the pre-feasibility study was to 
identify hydropower potentials, screen and prioritize them, so as to 
provide a basis for the conduct of individual feasibility and design 
studies for eventual implementation. Full feasibility studies will be 
conducted this year using IBRD funds. Based upon study results for 12 to 
15 of the more promising sites, it is hoped that the private sector will 
offer proposals for development of BOT projects. Several of these 
projects offer excellent opportunities to the U.S. private sector. 

2. Rationale Development of the General Santos City area is of special 
interest to the AID program in the Philippines. The Philippines 
Assistance Strategy Statement (PASS) of March 1990 identifies five 
specific program objectives for the period 1991- 1995. One of these 
objectives is the developnent of infrastructure that facilitates expanded 
private sector activities. At the July 1989 Donor Consultative Group 
meeting, the GOP presented a plan for channeling funds to special 
development areas. General Santos City/South Cotabato province in 
Mindanao is one of those area. In furtherance of this objective, AID is 
developing a separate Mindanao Development Project to accelerate the 
agro-industrial development of the region by encouraging the inflow of 
private investments. In support of these other efforts, power generation 
and transmission projects financed under Mixed Credits has particular 
interest to AID. 

3. -a1 Awects. The estimated cost of power developed is in the 
range of $800 to 1150 per kilowatt (Kw). The initial list of 12 to 15 
projects should produce up to 278 MJ (megawatts) of power at a cost of 
between $225 to $325 million. The individual sizes of these small 
hydropower projects vary from a minimum of 5 MJ ($5 million) to a maximum 
of 50 HW (or $50 to $60 million). It is expected that one third to one 
half of this investment would be in Foreign Exchange. 

4. Jrn~lementation S-. The pre-feasibility study has been completed 
and the IBRD will finance the full feasibility studies. The first of 
these feasibility studies should be available to prospective investors by 
mid-1991. NPC plans to have the first group of projects connected to the 



gird by 1995. This appears to be optimistic considering the need to 
identify investors, for them to conduct their own technical and financial 
reviews, design and then construct. In anyovent, the timing is within 
the broad framework of this Mixed Credits project. 

5 .  Issues / ObservaLhu. President Aquino issued Executive Order 215 
in July 1987 legalizing private power generation and the NPC was mandated 
to issue private power guidelines and rate structures. While private 
power is attractive in concept and is badly needed by NPC, international 
experience in its implementation is very limited. One of the most 
serious constraints for moving ahead with private investments in small 
scale power plants is the lack of NPC implementing this Executive Order. 
The guidelines have not been issued and rate structures have not been 
issued. Also, there needs to be active promotion of BOT projects, 
especially in Mindanao. At the present t h e ,  many potential private 
sector investors are adopting a wait-and-see attitude. Also they may be 
unaware that NPC is preparing in general, feasibility studies for these 
Plindanao small hydroelectric projects. 

. . 1. -. Interconnection of the transmission gird throughout the 
Philippines is one of the primary goals of NPC. 'ho major parts of this 
effort is the construction of a submarine cable between the islands 
Plindanao and Leyte and a second one between Luzon, Samar and Leyte. In 
addition to the High Voltage Direct Current submarine cables, this 
project would include the backbone overhead line. Figures 3.3 and 3.4 
show the location of these two projects. 

2. m. An essential part of meeting the demands in Luzon is the 
ability to balance the power generation and transmission throughout all 
of the islands. There is a great potential for geothermal development in 
the Visayas (Tongonan). The same is true for development of both hydro 
and geothermal power on the island of Mindanao. A backbone transmission 
line connecting all of the major islands together is key to operating a 
country-wide distribution system. The Luzon-Visayas4lindanao 
transmission line should be the first step in this interconnection. 

3. bancial-. The Luzon-Visayas Interconnection is for 
approximately 750 Km of overhead 138 kva line and a 22 km KVDC submarine 
cable. The estimated cost for this linkage is between $400 - $500 
million. The Visayas4lindanao Interconnection is for 290 Irm of overhead 
138 h a  line and a 49 km EVDC submarine cable. The estimated cost for 
the Mindanao link is between $250 - 350 million. 



I. Implementation S t a t u .  Th i s  appears  t o  b e  of h igh  p r i o r i t y  t o  t h e  
NPC. I t  i s  a n t i c i p a t e d  t h a t  they w i l l  s o l i c i t  des ign-  cons t ruc t - f i nance  
proposa l s  i n  t h e  n e a r  f u t u r e .  NPC's planned complet ion d a t e  i s  1995. 
Again an o p t i m i s t i c  schedule  bu t  one which can be met. 

5. h u e s  / Observa t ions .  Th is  i s  a  p r o j e c t  where U.S. technology i s  i n  
t h e  f o r e f r o n t  and o f f e r s  e x c e l l e n t  o p p o r t u n i t i e s  - bo th  w i t h  r a l e s  of 
U.S. equ ipaen t  and m a t e r i a l s ,  b u t  more impor tan t  f o r  i t s  high t e c h n i c a l  
v i s i b i l i t y .  

P e s c r i ~ t  ion: 

The proposed p r o j e c t  i s  t h e  procurement and i n s t a l l a t i o n  of power 
gene ra t i on  equipment of about  300 megawatts i n  t h e  combined c y c l e  mode i n  
Bataan f o r  t h e  Na t i ona l  Power Corpora t ion  ( N P C ) .  General  E l e c t r i c ' s  
Power Generat ion Opera t ions  i n t ends  t o  b i d  i n  con junc t i on  w i t h  John Brown 
Engineer ing (JBE) of Sco t land  and Mi t su i  of Japan. GE would supply  t h r e e  
model MS7000 gas  t u r b i n e s  w i th  g e n e r a t o r s  and one 75 megawatt steam 
t u r b i n e  and g e n e r a t o r .  Expected compet i t ion ,  which w i l l  most l i k e l y  
o f f e r  government sponsored f i n a n c i a l  a s s i s t a n c e ,  a r e  t h e  fo l l owing :  

- ASEA Brown Boveri  
- Alsthom - KWU-Siemens - Mit sub i sh i  

Swi t ze r l and  
France 
West Germany 
Japan 

Rat iona le :  

Prov is ion  of power f o r  t h e  Metro Manila a r e a  is a  t op  p r i o r i t y  i n  
view of c u r r e n t  and p r o j e c t e d  s h o r t a g e s  due t o  i nc r ea sed  i n d u s t r i a l  and 
commercial demand. To con t i nue  t o  a t t r a c t  new investment  and ma in t a in  a  
n a t i o n a l  growth r a t e  of 6 pe r cen t  per  y e a r ,  a d d i t i o n a l  power f o u r c e s  a r e  
needed. The proposed p r o j e c t ,  a s  a  turnkey o p e r a t i o n ,  can become 
o p e r a t i o n a l  n e a r  t h e  end of CY'92. 

F i n a n c i a l  &ex$: 
The e s t ima t ed  p r o j e c t  c o s t  i s  some $87 m i l l i o n  ( s e e  June 1990 l e t t e r  

from GE t o  M I M  ). General  E l e c t r i c  e s t i m a t e s  t h a t  i t s  s h a r e  w i l l  b e  
about  $57 m i l l i o n .  GE has  been adv i s ed  t h a t  100 pe r cen t  f i n a n c i n g  w i l l  
b e  a  c r i t e r i o n  f o r  t h e  b i d  t o  b e  accep t ab l e .  Each of t h e  consor t ium 
members a r e  r e s p o n s i b l e  f o r  s e c u r i n g  mixed c r e d i t  f i n a n c i n g  from t h e i r  
r e s p e c t i v e  governments. Four o t h e r  consor t iums a r e  expec ted  t o  compete. 



She tender documents are under preparation and are due to be 
published within a 30-60 day period. (In this regard a letter of 21 June 
'90 from E.M. Aboitiz, President of NPC, has been received by USAID 
requesting technical assistance in the review of the tender documents and 
in the evaluation of the proposals that will be received by N P C . )  NPC 
has not yet announced the specific site location for the Project accept 
to indicate that it will be on Bataan. The split of the scope of work 
between JBE and Mitsui is currently under review as i c  the contractual 
relationship among the three parties. 

GE estimates the following implementation schedule: 

- call for tenders 
- bids required 
- contract award 
- shipments 
- instal la t ion 

JulyIAugust '90 
September/October '90 
November/December '90 
September/December '91 
December '91-August '92 

1. A positive response to NPC's request for technical assistance 
in review of the tender documents and in evaluation of the proposals can 
give an edge to U.S. suppliers. It has worked to the disadvantage of 
U.S. suppliers when such assistance has been provided by our bilateral 
donor competitors. 

2. GE has pointed out that in its turbine and generator sourcing 
p ~ o g r a ~ ~ ,  i t  purchases several components from foreign vendors which are 
incorporated into finished products in the United States. Such 
components consist of forgings and castings which are purchased in a 
"rough machined" state and are "finished-machined" at U.S.  facilities 
prior to incorporation into the final product. The total value of these 
foreign sourced parts is not expected to exceed 10 percent of the value 
of the finished products. 



FIBER OPTIC TRUNK TELECOMMUNICATIONS LINES FOR PLDT 

I n s t a l l a t i o n  of major long d i s t a n c e ,  undersea  f i b e r  o p t i c  l i n e s  by 
ATGT f o r  PLDT. Th i s  w i l l  be  p a r t  of a  much l a r g e r  investment  program 
(X5C) valued a t  n e a r l y  $ 1 b i l l i o n  f o r  which t e n d e r s  a r e  c u r r e n t l y  under  
ad jud i ca t i on .  ATLT made a  s e p a r a t e  b i d  under t h i s  program b u t  o n l y  f o r  a 
t runk cab l e  and t h e r e  is doubt whether t h i s  can be  cons idered  by PLDT 
except  perhaps i f  ATGT could a s s o c i a t e  i t s e l f  a s  s u b c o n t r a c t o r  t o  one of 
the  o t h e r  b idde r s .  There may be s i m i l a r  investment  programs i n  t h e  
f u t u r e ;  a l s o  s e v e r a l  o t h e r  t r unk  l i n e s  a r e  under d i s c u s s i o n  i n c l u d i n g  a  
connection t o  Malaysia .  

Pa t  i o n a l e  

The t runk  l i n e s  w i l l  improve connect ion among major economic c e n t e r s  
i n  t h e  country  and prov ide  an i n c e n t i v e  f o r  development of less developed 
reg ions .  A l so ,  a s  pover ty  i s  concen t r a t ed  i n  t h e  a r e a s  underprovided 
wi th  telecommunications,  the  p r o j e c t  would have more than average  impact 
on pover ty  a l l e v i a t i o n .  

F i n a n r i a l  Aspec t s  

Other than  t h e  $60 m i l l i o n  f o r  ATGT's p o r t i o n  of XSC, no i n fo rma t ion  
i s  a v a i l a b l e  on agg rega t e  amounts r equ i r ed  by PLDT, t h e r e  a r e  c o n f l i c t i n g  
r e p o r t s  whether t h e s e  i n s t a l l a t i o n s  could be provided t o  PLDT 
independent ly  on a BOT o r  BOO b a s i s ;  some people  c la im t h i s  cannot  be  
done because of f r a n c h i s i n g  i s s u e s  ( P U T  and 7 p r i v a t e  t e l e x  o p e r a t o r s  
a r e  e age r  t o  p r o t e c t  t h e i r  p o s i t i o n s  under t h e i r  f r a n c h i s e s ) ;  PLDT s a y s  
they would be  w i l l i n g  t o  cons ide r  a  j o i n t  ven tu r e .  I n  a d d i t i o n  t o  AT&T, 
ALCATEL ( i n  beha l f  of i t s  U.S. o p e r a t i o n )  is a n o t h e r  p o s s i b l e  U.S. 
s u p p l i e r ;  AT&T may be i n  a  p o s i t i o n  t o  o f f e r  i t s  gua ran t ee  f o r  t h e  
t r a n s a c t i o n .  No i n fo rma t ion  is a v a i l a b l e  on which o t h e r  c o u n t r i e s  may 
o f f e r  t o  supply  t h e s e  goods. 

The X5C proposa l  i s  s l a t e d  f o r  d e c i s i o n  by end September. Timing on 
o t h e r  i tems i s  no t  a v a i l a b l e  

Issues 

Is p rov i s i on  of f i b e r  o p t i c  t runk  s e r v i c e s  t o  PLDT on a BOT o r  BOO 
b a s i s  n e g o t i a b l e ?  

Is BOT b a s i s  a c c e p t a b l e  t o  DOF? 

Is t h e r e  any scope f o r  compe t i t i ve  t runk  l i n e s  by p a r t i e s  o t h e r  
than PLDT (e .g .  on r o u t e s  where PLDT has  c a p a c i t y  problems)? 



Is ATbT willing to offer a guarantee, of what kind and under what 
circumstances? 

Will PLDT work in joint venture with a foreign supplier of equipment 
and services? 

Bulk Grain Transfer Facility for Manila 

A facility to receive, store and transfer imported grain for flour 
mills along P e s i g  River in Manila. The facility would be owned partly 
(majority) by the local millers and partly (minority) by Cargill. The 
facility would be located across the bay from Manila and cost about $20 
million. 

The facility falls under transportation component of the PCIS. A 
TDP study has established the need for such a facility. The facility 
would reduce transport costs substantially and help the long term supply 
of food to the Philippines. The proposed version of the facility would 
promote private sector participation in the economy with attendant 
benefits in reduced government expenditures. 

The proposed by PPA on fill land in the area of the existing harbor 
would cost much more. The foreign exchange component is estimated 
roughly at not less than $10 million. Private sector money (equity and 
loan) could cover at least half of total costs and U.S. govement 
support under PCIS would be not more than $5 - 10 million. 

Not known 

Iesues 
1. Is competitive soft financing likely to be offered for the 

imported components? 
2. Will PPA allow a private facility to be operated in competition 

with its services? 



EDSA STREETCAR PROJECT 

Cons t ruc t ion  and ope ra t i on  of s t r e e t c a r  o p e r a t i o n s  on BOT b a s i s  i n  
t h e  medium s t r i p  of EDSA ( t h e  i n n e r  r i n g  road of Mani la )  from Baclaran 
(nea r  Manila Bay) t o  Cubao, a  d i s t a n c e  of about  13 km. ( r e p r e s e n t i n g  
about  2/3 of EDSA's t o t a l  l e n g t h ) .  The s t r e e t c a r  would run a t  g rade ,  
w i t h  overpasses  p rov id ing  passenger  a c c e s s .  About ha l f  t h e  c o s t  of t h i s  
p r o j e c t  w i l l  be f o r  60 s t r e e t c a r s  t o  be manufactured i n  Czechoslovakia by 
CKD-Tatra, w i th  about  20 percen t  of t h e  e s t ima t ed  $ 1 m i l l i o n  c o s t s  p e r  
c a r  t o  be  r ep r e sen t ed  by U.S. o r i g i n  components. The s t r e e t c a r s  would be 
pa id  under a counte r  t r a d e  arrangement.  The o t h e r  ha l f  of t h e  p r o j e c t  
w i l l  go t o  U.S. equipment (e .g .  s i g n a l i n g  and t h e  power p l a n t s )  and U.S. 
s e r v i c e s  and f o r  P h i l i p p i n e  procurement,  e s p e c i a l l y  c i v i l  works. The 
f a c i l i t y  is expected t o  c a r r y  about  300,000 passengers  p e r  day. 

Th is  would c o n s t i t u t e  Line 3 of t he  mass t r a n s i t  c o r r i d o r s  (Line 1 
be ing  t h e  e x i s t i n g  LRT, p a r t l y  a long  T a f t  Ave. and Line 2 running i n  a  SE 
d i r e c t i o n ,  p r e s e n t l y  under procurement) .  The new s t r e e t c a r s  would 
a t t r a c t  a  s i g n i f i c a n t  p a r t  of t h e  passenger  t r i p s  on EDSA. The p r o j e c t  
would promote p r i v a t e  s e c t o r  o p e r a t i o n  of mass t r a n s i t  and would do s o  on 
a  s e l f  f i n a n c i n g  b a s i s .  S t r e e t c a r s  would p rov ide  a  non-po l lu t ing  form of 
t r a n s p o r t a t i o n  and a l l e v i a t e  s e r i o u s  automotive p o l l u t i o n  a long  EDSA. No 
formal  f e a s i b i l i t y  s t udy  has  been made. 

F i n a n c i a l  A- 

The t o t a l  e s t ima t ed  c o s t  i s  about  $ 160 m i l l i o n ;  no f o r e i g n  exchange 
con t en t  has  been provided b u t  an  e s t i m a t e  of a t  l e a s t  $120 m i l l i o n  seems 
reasonable .  Financing is t o  b e  provided f o r  t h e  s t r e e t c a r s  by t h e  
Czechs, f o r  t h e  U.S. equipment and s e r v i c e s  by  t h e  mixed c r e d i t  and by 
o t h e r  i n v e s t o r s  ( i nc lud ing  from IFC f o r  which no con f i rma t ion  of a  
c o n t r a c t  has  y e t  m a t e r i a l i z e d )  and f o r  l o c a l  c o s t s  by p r i v a t e  i n v e s t o r s .  
On t h e  b a s i s  of c u r r e n t  LRT f a r e s ,  t h e  p r o j e c t  would n o t  work. 
Accordingly,  t h e  owner, P h i l i p p i n e  Na t i ona l  Railway (PNR), would u s e  i t s  
development r i g h t s  a t  t h e  s t a t i o n s  ( f o r  a i r  r i g h t s  b u i l d i n g s  over  t h e  
road )  t o  g e n e r a t e  revenues  t o  ba l ance  t h e  accoun t s .  The o p e r a t o r  of t h e  
system would have no r e s p o n s i b i l i t y  r ega rd ing  t he  s e t t i n g  o r  c o l l e c t i o n  
of f a r e s ,  however, b u t  would merely t o  run t h e  system i n  r e t u r n  f o r  a f e e .  

A l e t t e r  was g iven  by t h e  Department of Transpor t  and Comun ica t i ons  
(by S e c r e t a r y  Orbos who i s  r epo r t ed  t o  be  ve ry  i n t e r e s t e d  i n  t h i s  
p r o j e c t )  t o  t h e  promoters whereby t he  promoters under took t o  b u i l d  t h e  
p r o j e c t  provided a l l  c o n d i t i o n s  were met i n  60 days.  I t  i s  n o t  c l e a r  
which s i d e  i s  p r e s s u r i n g  f o r  speed b u t  t h e  promoters i n d i c a t e  t h a t  i f  t h e  
c o n d i t i o n s  a r e  met i n  60 days  they can have t h e  p r o j e c t  b u i l t  by t h e  end 
of 1991. 



Among numerous issues raised by this pmject sre the following: 

M d v e  Position ~f Promoters 

The promoters claim they are the only contenders for this 
business and that they have chosen to buy American for political 
reasons. If this transaction is exclusively for U.S. suppliers 
(other than the Czech streetcars), should an offer of credit be made 
for U.S. purchases, which might be provided by my other 
consortium. Moreover, it has been suggested that at least one 
other group is in contention (a European group). What are the terms 
under which this other group is to be financed and how are those 
terms to be met? 

Though much of the track's right of way is in the government's 
hands, important parcels of land for ancillary facilities, such as 
electric substations and car repair yards, are not. Bow and when 
will these parcels be acquired? 

Air Right's B u i w  

Is there a market for the air rights buildings and can they be 
erected without unacceptable traffic interruptions? 

The project will .require more land than is available in some 
(most?) parts of the median strip. Will the project not result in 
reduced space for road traffic and is that acceptable from the 
economic in planning point of view? Moreover, can the project be 
built (certainly in the short time envisioned) without unacceptable 
interruption to road traffic? 

PNR will be the agency responsible for the project. It is 
reported to be a very inefficient organization. Could it provide 
the necessary support to make the project succeed? 



CONSTRUCTION AND TRANSPORTATION EQUIPMENT RENTAL FACILITIES 

Es tab l i shment  o f  l e a s i n g  o p e r a t i o n s  by p r i v a t e l y  owned companies t o  
l e a s e  o u t ,  w i t h  o p e r a t o r s ,  c o n s t r u c t i o n  and t r a n s p o r t a t i o n  equipment and 
t o  mainta in  such equipment i n  t h e i r  own f a c i l i t i e s .  Cons t ruc t i on  
equipment would i n c l u d e  such items as heavy t r u c k s ,  b u l l d o z e r s ,  l o a d e r s  
and g r ade r s  a s  w e l l  a s  quar ry ing  equipment. T ranspo r t a t i on  equipment 
would invo lve  such  heavy machines as f o r k l i f t s  and c o n t a i n e r  c r anes  b u t  
no t  r e g u l a r  t r u c k s  and passenger  v e h i c l e s .  A l e a s i n g  o p e r a t i o n s  cou ld  
a l s o  be env is ioned  f o r  c a p t i v e  power gene ra to r s .  These l e a s i n g  
arrangements would d i f f e r  from those  under most e x i s t i n g  l e a s i n g  
companies which t y p i c a l l y  r e n t  used equipment and prov ide  n e i t h e r  r e p a i r  
no r  ope ra to r s .  Such an  upgraded l e a s i n g  arrangement is analogous t o  a 
Bui ld  Qwn Qpera t e  system. 

Rat i o n a l e  
The major premise  of t h i s  p roposa l  is t h a t  t h e  i nc r ea sed  p r o v i s i o n  

of i n f r a s t r u c t u r e  w i l l  r e q u i r e  an expanded c o n s t r u c t i o n  i n d u s t r y  and t h a t  
equipment l e a s i n g  i s  t h e  most e f f i c i e n t  means of p rov id ing  f o r  t h e  
equipment needs  of s m a l l e r  c o n t r a c t o r s  and even,  t o  some e x t e n t ,  of 
l a r g e r  c o n t r a c t o r s .  Equipment l e a s i n g  would a l s o  p rov ide  an improved 
means of supply ing  equipment t o  p u b l i c  works a u t h o r i t i e s  who, i n  r epea t ed  
p a s t  cyc l e s  of donor p rov i s i on  of equipment,  f a i l e d  t o  u se  i t  p r o p e r l y  o r  
t o  mainta in  i t .  

The l a t t e r  r a t i o n a l e  a l s o  would app ly  t o  an arrangement  t h a t  avo id s  
v e s t i n g  ca rgo  hand l i ng  equipment i n  p u b l i c  s e c t o r  c a rgo  handl ing  
o r g a n i z a t i o n s ,  such  as PPA, which i n  t h e  p a s t  have been unable  p rope r ly  
t o  mainta in  o r  o p e r a t e  such equipment. Th i s  p roposa l  a l s o  avo id s  t h e  
pub l i c  t ender  f o r  equipment where U.S. s u p p l i e r s  i n  t h e  p a s t  have f a r e d  
badly because,  on a pure  i n i t i a l  p r i c e  b a s i s ,  they t end  t o  b e  t o o  h igh  
and because t h e  p rocu r ing  a u t h o r i t i e s  have r e f u s e d  t o  e v a l u a t e  b i d s  on 
t h e  b a s i s  of l i f e  c y c l e  c o s t i n g  (va lue  eng inee r i ng )  which would a l l ow  
U.S. s u p p l i e r s  t o  compute b e t t e r .  In  o t h e r  words, t h e  p roposa l  would 
a l low f o r  e f f e c t i v e  compet i t ion  i n  h igh  q u a l i t y  equipment where some U.S. 
s u p p l i e r s  con t i nue  t o  have a long-term edge. The proposa l  has  two 
f u r t h e r  a t t r a c t i o n s :  

( a )  i t  promotes sma l l e r  P h i l i p p i n e  b u s i n e s s e s  

( b )  i t  a v o i d s  s a d d l i n g  t h e  government w i t h  choosing among competing 
b e n e f i c i a r i e s ;  t h e  i n d i v i d u a l  amounts r equ i r ed  a r e  l a r g e  enough 
t o  have t h e  program s e r v e  s e v e r a l  competing f i r m s  on a f i r s t  
come, f i r s t  se rved  b a s i s .  

Recent r e p o r t s  show t h a t  i n c r e a s i n g l y  l eng thy  terms a r e  be ing  g r an t ed  
through t h e  Japanese  t r a d i n g  companies and t h a t  U.S. e x p o r t e r s  a r e  
exper ienc ing  compe t i t i ve  p r e s s u r e s  as a  r e s u l t .  



A detailed analysis (estimated to take not more than two weeks) wlll 
be needed to establish a financial plan for a typical operation. Each 
operation would require a capitalization of from $10 to 20 million 
including the cost of a stock of rental equipment, repair equipment, 
spares and working capital. The money for this could be raised partly in 
pesos on the domestic market, partly by the seller's of the equipment 
(one U.S. supplier has expressed a willingness to invest) and partly 
through the PCIS. If, say, four operations were to be established $40 
million could be comitted under PCIS. As the individual deals are 
relatively small, M I M  Bank may be able to base its commitment only on a 
cormercial bank guarantee. 

The proposed operations are not complex and the amounts of money are 
relatively modest, the proposal thus is likely to be implemented quickly 
though not by the end of the current fiscal year. 

Issues 

A balanced inventory of construction equipment for lease may need to 
include items which are not made in the U.S. or in which U.S. producers 
are not competitive. Will this scheme, in order to work, require 
availability of such credit facilities from other exporting countries? 

Can the GOP be persuaded to accept what appears to be more limited 
end use control under this proposal? 

Will the GOP be willing to use up grant element on equipment with a 
usefcl life of from 5 to 10 years? 

S O L I D  WASTE MANAGEMENT FOR METRO MANILA 

Descriptisn - The proposed project is to undertake a series of measures 
to improve the solid waste management system for Metro Manila including 
storage, collection, transport, disposal, and resource recovery. The key 
technical elements recommended for improvement, pursuant to a TDP funded 
feasibility study for the Department of Public works and Highways (DPWH), 
are the following: 

. increase the use of covered containers for waste storage; . procure additional containers and matching collection vehicles 
for use in congested markets and residential areas that are 
difficult to access 



2 - Collection 

. replace 12 cubic meter dump trucks with 15 cubic meter 
enclosed, compactor trucks as the primary collection fleet 
vehicles. Acquire larger compactor trucks for serving areas 
that can accomodate them. 

. Design and construct fine gravity type transfer stations with a 
capacity range of 800 to 1400 tonslday; 

. Design the San Mateo landfill to handle an average of 2970 
tons/day and a South sanitary landfill for 1980 tonslday over 
the next 15 years; 

. Design and build all-weather access roads to sanitary landfills. 

5 - Resource Recoverv 

. Provide a "sorting area" at each sanitary landfill; 

Provide for the collection, venting and ultimate use of 
landfill gas as part of the design. Possible on-site 
generation of electric power is probably the most beneficial 
use of the energy; 

. Establish a small 55 tonlday pilot composting facility and 
study the extent of the market for compost product. 

Rationale - As with many metropolitan areas that have large populations, 
in Metro Manila the management of solid waste has become a critical 
problem characterized by the following deficiencies: 

o a portion of the waste is not routinely collected; 
o enforcement of regulations on solid waste is inadequate; 
o collection routing is inefficient; 
o collection vehicle fleet is old and subject to breakdowns; 
o access roads at dump sites are inadequate; 
o environmental conditions of the disposal system contribute to 

health problems; and 
o finance and auditing procedures are in need of revision. 
By 1987, the solid waste problem was considered of such national 

significance that a Presidential Task Force (PTF) on waste management was 
created. 

Financial Bspects - The recommended project will require a total capital 
investment over its life of $105 million in FX costs and 1,680 million in 
peso costs. If the study's revenue raising recommendations are 
implemented, the majority of these funds can be internally generated by 



the creation of a capital fund charged to operating revenues. The study 
recomends an initial capital outlay of $37.5 million in FX costs and 
1,279 million pesos from 1989 to 1992. These amounts would have to be 
funded by a combination of multilateral or bilateral grants or low 
interest loans as well as local currency borrowings or contributions by 
the GOP. With regard to foreign equipment purchases, some $19 million is 
allocated for such during the first year of the program with an 
additional $23 million planned over the next five year period. 

lmplernentation Stat= - The TDP financed feasibility study was completed 
in May, 1989 and its recommendations are still under consideration. In 
the meantime the system has deteriorated thus heightening public 
awareness of the need for improvements. Effective implementation, as 
discussed in the feasibility study report, would require institutional 
and management considerations including the following: 

o establishment of a Presidential Implementation Task Force 
(PITF) to enlist and coordinate the involvement of various 
government agencies and municipal jurisdictions during 
implementation of the Project; 

o contracting an outside team of engineering and financial 
experts to assist the PITF in implementing system changes, 
including obtaining financing, allocating funds and purchasing 
equipment and services; and 

o legislation to discontinue the Metro Manila Comission and 
replace it with the Metro Manila Authority. Whatever entity is 
charged with responsibility for solid waste management, it 
should be strengthened and given total authority for the Metro 
Manila solid waste collection and disposal system. Moreover, 
it should have taxing authority or receive appropriated funds 
from the Metro Manila jurisdictions to implement an effective 
solid waste plan and operate the system properly. 

w / Q b s e r v -  - In determining the entity to operate the system a 
key issue is whether to contract out or public operation. The study 
recomnends that the government control and m a i n ~ ~ i n  ownership of transfer 
stations and landfills even though operation of these facilities could be 
contracted out. It also recomends (a) seeking bids from established 
international solid waste management corporations for the equipment, 
personnel operation and management of the secondary haul system, (b) 
comparing the bids to the costs estimated for public ownership and 
operation of the system to confirm which is the least expensive and most 
desirable method of providing the service. The cost estimates cited 
above are based on public ownership and operation of the facilities and 
rolling stock. 

It should be pointed out that Waste Management Inc., a U.S. firm, 
has made a proposition to GOP authorities for the operation and 
management of such a system. 
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Annex I 

BACKGROUND ON SELECTIVE SECTORS 
A.  E TBBNSPORT SECTOR 

An adequate transport infrastructure is a prerequisite, though not a 
guarantee, for economic development to take place. Efforts to expand 
agricultural production require the timely availability of seeds, 
fertilizers, and other inputs as well as timely access of farmers to 
markets made feasible by adequate, efficiently functioning transport 
systems. Expansion in industrial output requires the efficient transport 
of raw materials as well as the distribution of finished products. 
Transport of export products require adequate airport and port facilities 
as well as good land transport connections to the airports and ports. 

An efficient transport system and adequate infrastructure support are 
crucial to opening markets and the economy. Open markets and open 
economies increase economic opportunities and stimulate expanded private 
sector investments. Open markets enable the private sector to play a 
stronger role in the economy and to strengthen the private sector's voice 
and promote greater choice through diversification and increased economic 
opportunities. Building transport linkages between the metropolis, 
secondary cities, market towns and production areas is essential in 
attracting private sector capital investments, creating employment 
opportunities and enabling labor to be actively mobile in search for jobs 
and business activities, and spreading the benefits from economic 
progress. 

The Philippine transport system is multidlodal, comprising about 157,450 
kilometers of roads, 622 public ports, 314 private ports, a railway 
system of some 700 kilometers in Luzon, 6 international and more than 80 
other public airports. In addition, Metro Manila has a 15 kilometers 
elevated light rail line for urban mass public transport. Roads and 
inter-island shipping clearly predominate the ~;wsport system, 
accounting for almost all of national freight and 98 percent of passenger 
movements. 

Both the private and public sectors have a strong presence in the 
transport sector. In road transport, the private sector predominates, 
with the exception of the government-owned Hetro Manila Transit Corp. and 
privately-owned JD Transit Corp., which was taken over by government 
after its closure due to a unsettled labor strike problem. Both 
companies provide public bus transport eervices in Metro Hanila. Almost 
all roads, with the exception of a negligible amount of 
privately-constructed roads, are provided and maintained by the 
government . 



The domestic shipping industry, which operates both inter-island and 
international services, is 100 percent owned by the private sector. 
There exist both public and private ports. Operations at public ports 
are divided between the government (Philippine Ports Authority) and 
private companies in charge of cargo handling. The railway system is 
operated by a government entity, the Philippine National Railways. The 
light rail system in Metro Manila is also owned and managed by the 
government-owned Light Rail Transit Authority. Domestic public air 
transport, which was a former exclusive domain of the government-owned 
Philippine Airlines, has now acquired limited participation of private 
operators ' services. 

3. Constraints to Gro . .  . wth of Phlll~plne Trans~ort Sec rp r  

a. Under-Investment 

Together with a long period of government regulatory policies on the 
sector, general macro-economic problems of the country such as serious 
balance of payments and budgetary deficits, persistent growth in 
population, severe poverty and unemployment problems have adversely 
affected the overall performance of the Philippine transport sector, in 
terms of both resource/investment, and social and institutional 
management. ~hese macroeconomic problems have exacted a heavy drain on 
the govement's limited financial resources such that the provision of 
basic transport infrastructure and public services have been for less 
than the "amount desired or needed for economic growth." Rationing of 
transport infrastructure and public services has also made overall 
delivery inefficient, costly and inconvenient for the general public. 

Although there is considerable assistance to the sector from the donor 
community, infrastructure investment requirements of the country remain 
immense and the available investment resources very limited and scant. A 
World Bank assessment (1988) showed that the Medium Term Public 
Investment Program (MTPIP) for 1987-1990 aims for a massive 
infrastructure build-up to support economic recovery and agro-industrial 
development (82 percent growth in real terms) compared to the 1985-1990 
program. The MTPIP provides for the highway subsector to receive the 
largest share of funding, about 70 percent, followed by the ports 
subsector with about 15 percent. 

A major concern to this massive infrastructure plan is the lack of 
available financial resources. Funds have been cowitted only for a 
portion of the identified infrastructure needs. For instance, in order 
for the 80 percent of arterial roads to be in good condition, there is 
need over a five year period for the construction, rehabilitation and 
improvement of 12,000 kilometers of roads costing @26 billion ($1.1 
billion using @23.50:$1.00) in 1990 prices. Of this amount, only (314 
billion or about $600 million has already been comitted. 



b. Limited Private Investment 

Despite govemment efforts to entice private sector participation in the 
provision of transport services, transport infrastructure and basic 
social services, there is very little or almost negligible realized 
private investments in building infrastructure and the provision of basic 
social services. Increased private capital infusion in transport 
infrastructure and services is seriously hampered by inadequate credit 
funds available (as well as govemment regulations.) Private investors, 
except large multinational firms who can easily tap foreign funds, do not 
have access to both domestic and foreign long-term funds. The Philippine 
capital market is undeve loped  such that it does not serve as a domestic 
source of long term funds. Local comercial banks mostly provide 
short-term funds because of the comercial risks involved and the high 
cost of money in the country, with interest rates on commercial loans 
ranging from 24-28 percent annually. The limited domestic credit 
facilities has been due to heavy borrowings of the govemment to finance 
its budget deficit and to defend the value of the peso. Access to 
foreign loans is almost impossible due to government limitation on 
private foreign borrowings. 

c. Over-Centralization 

The centralized fonn of government wherein authority and financial 
resources are overly vested in the central national government has 
contributed to the inadequacy and delay in the delivery of public 
services. The lack of local autonomy for local governments has 
exacerbated the inadequacy of transport infrastructure and public 
transport services. Local governments units (LGUs) lack the authority 
and discretionary resources to provide local transport infrastructure 
efficiently in their respective local communities. LGUs participate in 
development planning but have limited authority to approve development 
projects. Local governments have to rely heavily on the central 
government for funds to finance their transport infrastructure 
construction. Local budgets are constrained by mandatory legal 
provisions. Local govemment authority to raise revenues from local 
sources is severely limited, i.e. there is limitad local authority and 
flexibility in local property tax valuation, assessment levels and tax 
rates. These have resulted in overall inadequacy, inefficiency and 
overall delay in the supplyldelivery of transport infrastructure and 
services. 

d. Regulatory Policy Environment 

Transport policies in the Philippines are not conducive to the promotion 
of an efficient transport industry. The transport industry is 
fully regulated by the government in all aspects of its operations; & 

as a very large number of comercial transport operations take 
place outside the existing legal framework. 



Government policies in the transport sector have long carried a strong 
regulatory bias, particularly in road transport and inter-island shipping 
where the private sector predominates. It is only during the very recent 
years have steps been taken by the government to answer questions and 
doubts raised on government regulatory policies. While there have been 
significant steps undertaken to reduce regulation in inter-island 
shipping and air transport, much remains to be done. 

Government-regulated transport fares, unless they correspond to 
equilibrium prices, give distorted signals to both producers and 
consumers of transport services which lead to misallocation of resources 
in the sector. Government regulation over entry and operations of 
government firms/agencies in the sector tend to discourage competition 
and to weaken incentives to achieve higher efficiency in operations. 
Highly restrictive and protectionist import policies of the government 
over automotive vehicles, components and spare parts which can be 
produced locally have only protected the inefficient domestic vehicle 
industry and resulted in serious misallocation of scarce resources. 

Although the transport system has generally been able to provide in gross 
terms the services required by the economy, i.e. it meets transport 
demand, and there are no apparent serious bottlenecks except for traffic 
congestion/inadequate transport vehicles in Metro Manila and for 
unshipped grains surpluses from Southern Mindanao, transport costs are 
high and capacity severely constrained. Maintenance of transport 
infrastructures such as roads, ports and airports has been neglected and 
investments kept to a minimum; leading to excessive costs. 

Little or no progress is being made on improving the condition of the 
road network which comprises provincial, municipal, city and barengay 
roads due primarily to lack of funds for maintenance, diversion of 
maintenance funds for other purposes, delays in contracting out 
maintenance work, and also due in part to poor design and/or construction 
quality. Poor condition of port facilities, inadequate port land and 
storage areas, unsatisfactory and insufficient cargo handling equipment 
and high but unnecessary port and cargo handling charges are caused 
primarily by lack of funds for port development and maintenance, failure 
to codify maritime law, regulations affecting entry and price setting. 
As a result, most transport infrastructures such as roads and ports are 
in less than satisfactory condition and some have badly deteriorated. 
Continued expansion of the Philippine economy will worsen their present 
sad state. 

There also exist serious safety problems in the transport industry. A 
1986 study of the Department of Public Works and Highways revealed that 
road safety has become a serious problem, costing the country around @1 
billion per year or about $42 million. In inter-island shipping, most 
passenger services have very low standard in terms of safety, comfort and 



travel time. Overloading of passengers is the rule. The shipping 
industry can be blamed for acquiring and using vessels that are not 
seaworthy. But this act is due to cost consjderations, which again 
suggests lack of competitiveness in the ind;stry. The government is 
partly to be blamed because of its regulatory policies which cause 
uncompetitiveness in the sector and of its outdated, inconsistent safety 
rules and standards. 

4. Government a n d  Donor P u  

a .  Government of the Philippines (GOP) 

The GOP recognizes the serious infrastructure1 constraint to Philippine 
development, i.e. poorly maintained roads, insufficient farm-to-market 
roads, high cost of shipping services, and has pronounced its avowed 
policy of providing, with the help of the private sector, infrastructure 
and basic social services. It is also trying to improve safety through 
better enforcement of safety rules. 

In response to the clamor for less government intervention in the sector, 
the GOP has adopted a general economic deregulation policy with regard to 
the transport sector. The Cabinet has approved several measures which 
are aimed at de-regulating the inter-island shipping industry, i.e. 
deregulation of fares for first and second class passengers, MARINA 
protection of shipping routes shall be available only for five years, 
abolition of 10 percent share of the Philippine Ports Authority on 
stevedoring and arrastre fees. Trucking has been de facto deregulated 
and the vestiges of de jure regulation of the trucking industry are being 
removed. Franchising requirement is largely a formality. Despite all 
these efforts, much remains to be done. 

b. Donor Community 

The transport sector in the Philippines has received external assistance 
from both multilateral and bilateral sources. Assistance has been aimed 
at construction, rehabilitation and maintenance of infrastructure like 
roads, ports, air navigation, etc. The World Bar14 has been the largest 
source of assistance, followed by the Asian Development Bank ( A D B ) .  The 
World Bank has done a lot of work on highways, rural roads, airports and 
provincial ports. It is currently designing a transport sector loan 
project that will have a policy component on transport deregulation, 
financing for renewal of the comercial vehicle fleet, and infrastructure 
rehabilitation for national highways, ports and other inter-island 
maritime transport infrastructure. 



ADB's assistance centered on construction and rehabilitation/maintenance 
of highways, rural roads, and the Manila Port. Presently under ADB's 
consideration is the proposed Road and Road Transport Sector Loan Program 
whose fund disbursements are based on a stries of road transport policy 
reforms and related measures undertaken by the GOP during 1990 and 1991. 

Japanese assistance include construction/rehabilitation of the 
Philippine-Japan Friendship Highway which passes through Luzon, Samar, 
Leyte and Mindanao, road construction, improvements and traffic 
management in Metro Manila, feeder ports construction, air navigation 
modernization, and railcar maintenance depot construction. 

USAID has provided grant assistance for rural roads 
development/assistance as well as municipal port construction in various 
parts of the country. Through its budget support programs, USAID has 
also encouraged GOP policy reforms in the transport sector through 
adoption of measures aimed at liberalizing the maritime transport 
industry. 

Assistance from Kuwait was channeled to the road improvements in Mindanao 
through a co-financing arrangement with ADB. The OPEC Fund has helped 
finance part of the foreign exchange cost overrun of the ADB-assisted 
Cotabato-General Santos Road Project. 

Australia has assisted in financing rural road improvements as part of 
integrated area development projects in Zamboanga del Sur and Northern 
Samar . 
5 .  Remaining Tasks 

In order to achieve economic efficiency in the transport sector, the GOP 
has to adopt more economic deregulation measures and to increase 
investment in infrastructure. The GOP is seriously committed to do less 
intervention in the sector. Major donors such as the World Bank, ADB and 
USAID are planning to extend a lot of assistance to the GOP in improving 
the overall transport policy environment and providing needed 
infrastructure, e.g. roads, ports, airports. Together with these three 
donors, the IMF is helping relieve some of the Philippines' macroeconomic 
constraints through policy assistance in various economic sectors of the 
Philippine economy. However, the task is so innnense that increased 
private sector investment is also needed. 



B. WERGY SECTOR 

1. Constxah!s 

Energy demand generally marches in step with domestic economic activity 
(implies a nearly unitary income elasticity of energy demand). But the 
energy demand-income relationship was exceptional during the recovery 
phase of the ?hilippine economy over the last few years. Between 1986 
and 1989, energy demand grew by more than 8 percent a year, exceeding the 
country's growth of nearly 6 percent and approaching the limits of 
supply. Bence, without additional capacity of the energy sector to 
supply more energy at competitive prices, economic growth in the 
imediate future will be constrained, causing the economy to settle on a 
long-term economic growth path that will not provide substantial 
improvement in standards of living for the majority. 

The-main constraint to the sector's growth is the lack of investment in 
capacity to supply more energy at competitive prices in the face of 
rising demand for energy as economic recovery is sustained. In 1989, as 
a consequence of power shortages, manufacturing and service industries 
suffered $1.3 billion in economic losses, approximating 2.9 percent of 
1989 GNP. Without presenting a viable alternative, the mothballing of 
the nuclear power plant (expected capacity of 620 megawatts) whose 
construction was supposed to have been completed in 1985, only aggravated 
the present situation. While energy investments, particularly private 
capital are urgent, the question of what indigenous energy source to 
develop in light of declining oil prices remains to be asked. 

Absence of ;n institutional coordination in the development of long-range 
energy plans is another constraint. The Ministry of Energy was abolished 
in 1987 when domestic energy demand was below supply and prevailing oil 
prices abroad were soft. However, with the situation reversed, long 
range planning and matching investments in the energy sector are critical 
for the nation's sustainable growth and development. 

The pricing mechanism, particularly in the electricity, geothermal and 
coal subsertors, has to be improved to reflect consistency between the 
electricity tariffs charged to various cust::r,:cr classes and the costs of 
generating these energy supplies. Moreover, operational efficiency in 
the power sector has declined considerably with losses increasing from 14 
percent in 1980 to 18 percent in 1988. Remaining barriers to the private 
sector participation in energy sector investments have to be removed to 
attract private capital flows (both foreign and local) and induce greater 
operational efficiency. 

Environmental safeguards were imposed by the previous government on land 
development and resource exploitation, including the establishment of 
environmental standards of water and air quality as embodied in the 
Philippine Environmental Code. However, monitoring of compliance to 
these standards is weak. This is largely due to the absence of a single 
government agency capable of monitoring these violations and imposing 
sanctions against violators. 



2. Government and Donor Plans 

Realizing the need to undertake major policy changes and energy 
investments in order to alleviate the various constraints to sectoral 

. growth, the government of the Philippines (GOP) requested the World Bank 
for financial assistance guided by an energy sector study and review in 
September 1988. Results of the least cost analysis of the power sector 
development in the context of the sector study show that geothermal 
development in Luzon should be expedited; power plants fueled by imported 
coal could respond to the current electricity demand problem; and that 
the merits of replacing imported coal with domestic coal is strengthened 
by rising trends in international energy prices. 

GOP has recently created the Energy Coordination Council (ECC) in the 
Office of the President to coordinate the govemment agencies in the 
preparation of a strategy to develop the geothermal, coal and power 
subsectors. As secretariat of ECC, the Office of Energy Affairs (OEA) is 
tasked with the annual preparation and review of the long-term plan for 
energy development in consultation with other govemment agencies. 

Through rehabilitation of its aging power plants, National Power 
Corporation (NPC) hopes to reduces power generation inefficiency. 
Transmission and distribution costs of the Manila Electric Company 
(MERALCO) are gradually being reduced since the latter has taken measures 
against meter tampering and other forms of pilferage. In 1988, MERALCO's 
program has led to the reduction of losses by about 17 percent. Energy 
pricing reforms emphasize the consolidation of regulatory aspects of 
energy pricing under the recently created Energy Regulatory Board (ERB) 
and introduction of a marginal-cost-based electricity tariff structure to 
reflect the cost of service. 

COP issued the Implementing Rules and Regulations on May 25, 1989 as well 
as Executive Order 215 to encourage private sector participation in these 
ventures. GOP has also drawn up a list of government-controlled firms to 
be privatized as another way of attracting private capital. A 
Presidential Order issued in 1987 allows the private sector to oupply 
power to NPC under various contractual arrangements (e.g. 
Build-Operatelown-Transfer Scheme). NPC and the National Electrification 
Administration (NEA) have also drawn up their own guidelines for private 
sector participation. Philippine National Oil Company (PNOC) is expected 
to provide a framework, which will allow for various forms of joint 
ventures between PNOC and private firms in geothermal exploration and 
development. An Energy Management Bureau (EMB) was recently created to 
monitor the adherence to the environmental standards by institutions 
involved in energy development. 



A World Bank (WB) Energy Sector loan amounting to $390 million is 
expected to support these policy changes and strengthen the technical and 
policy planning capacities of existing and newly created institutions 
involved in the development, exploration and generation of energy. Out 
of the $390 million WB loan, $200 million will go to NPC, $150 million to 
PNOC and $40 million to the COP (OEA, EMB and ERB). Japan's EXIM Bank 
will provide an additional $150 million. The Asian Development Bank 
(ADB) is also playing an active role through its 15th Power Project and 
the Power Sector Cost Structure and Transfer Pricing Study, which will be 
the basis for the electricity tariff refonn. ADB has also assumed the 
debt and equity positions in the BOT agreement with Hopewell 
International. 

While the prospects for private sector participation are very 
encouraging, sources of financing and type of debt facility for energy 
investment projects are still lacking. The latter obviously requires a 
long-term debt facility that could be tapped by the private sector. 

Technical assistance to OEA may come in the form of developing a 
framework for private cogeneration while NPC may require assistance in 
facilitating the processing of project proposals from the private sector. 

MERALCO and NPC's capacity to plan and anticipate the effects of changes 
and shifts in the energy demand will be greatly improved by a demand 
management cystem/program. 

The discovery of significant deposits of natural gas in the Palawan area 
could change considerably the mix of potential energy cupply and thus, 
affect investments in the sector. Environmental problems posed by oil, 
coal and geothermal sources of energy may encourage greater use of 
natural gas. Environmental impact assessment of government institutions 
should be strengthened to incorporate environmental analysis in the early 
stages of project development. 

Over the medium-term, major concerns revolve around the sustainability of 
policy reforms to encourage greater private sector participation; 
development of power for industrial estates; and establishment of the 
energy resource data base. 

In the long-term, reforms should be encouraged to develop financial and 
capital markets capable of financing private power projects. 



C. TELECOMMUNICATIONS SECTOR 

The main constraint to growth of the telecomunications industry is the 
lack of a constructive and well defined institutional and regulatory 
framework, causing underinvestment as well as sectoral fragmentation. As 
a result, the sector has failed to provide adequate telecomunication 
services that can support sustainable economic development. Economic 
progress buttressed by industrial/investment dispersal will hardly be 
ushered unless the conditions of the country's infrastructure, i.e., the 
telephone density of 1 per 100 overall (average for less developed 
countries is 3 per 100) and 1 per 1000 inhabitants in the rural sector 
are improved considerably. 

Lack of teleconnnunication services is particularly acute in the rural 
areas. About 70 percent of municipalities in the rural areas have no 
access to telephone service. Thus it is not surprising to see domestic 
and foreign investors bypass places outside Metro Manila, especially in 
the nonurban areas, despite tremendous business potential offered by 
these areas, creating uneven patterns of economic progress between the 
urban and nonurban sectors, between Metro Manila and places outside Metro 
Manila. Telecomunication, just like power and other infrastructure 
services, is regarded as a catalyst or a 'leading agent' of balanced, 
broad based economic growth coupled with industrial/investment 
dispersal. Thus, issues constraining sectoral growth have to be 
addressed soon. 

The absence of a well defined institutional and regulatory framework 
spawned technical, structural and financial constraints to sectoral 
growth. A major financial issue is the low tariff structure imposed by 
the National Telecommunications Comission (NTC), a regulatory entity 
attached to the Department of Transportation and Cowunication (DOTC). 
The prevailing tariff structure allows telephone operating companies to 
earn a 12 percent rate of return on a rate base, consisting of the 
appraised value of the plant in service plus 2 months' operating costs. 
As a consequence, the 55 small provincial telephone companies (SPTC) 
managing 3 percent of the telephone main stations, unlike the private 
telephone monopoly known as the Philippine Long Distance Telephone 
Company (PLDT) (telephone service share of 94 percent), are unable to 
attract capital necessary to undertake needed investments and thus, 
improve their technical capability. 

Previous studies on the telephone tariff system recowended that in view 
of 'price inelastic' behavior that appears to exist and the need to 
attract investments in the sector, a tariff hike ranging from a low of 50 
percent to as much as 100 percent over their current levels may be 
required, complemented by a shift to metered pricing (in lieu of flat 
rates) to reflect usage sensitive pricing as an equitable basis for 



charging phone services in Metro Manila and other urban centers where a 
systems overload frequently happens. Other considerations are the use of 
marginal cost pricing principles, the imbalance between demand and supply 
and the GOP objectives on regional/rural deGelopment. Apart from the low 
tariffs, the toll revenue sharing and the inability to collect charges 
for the incoming automatic calls are reducing the financial viability of 
SPTC operations. Moreover, the very high domestic cost of money and the 
inaccessibility of private telephone carriers to foreign funding without 
GOP gurantee are additional factors that limit the flow of needed 
capital in the sector. 

Sectorel fragmentation of the sector is mainly due to a lack of the 
framework which identifies the categories of telecommunications entities 
and lays out their responsibilities; determines the degree of integration 
of the elements in the industry; and defines the type of industrial 
structure and/or competition as well as the degree of regulation that 
will arise therein. 

The telecommunications industry is overwhelmingly private which limits 
the government's presence in the sector to the service of those areas not 
covered by private carriers and to the determination of appropriate 
regulation that will foster the sector's growth and development. The 
latter requires an expanded role for NTC. However, NTC lacks the 
monitoring capability as well as the independence and technical know-how 
to initiate the development of equipment standards, approval of new 
construction and equipment procurement, review of industry plans and 
performing other technical services including facilities planning. 

Bureau of Telecomunications (BUTEL), renamed Telecomunications Office 
of DOTC (TCLOF), is tasked with the operation and maintenance of the 
public telecomunications sector (another 3 percent of the total 
telecomunications industry). TELOF does not have sufficient in-house 
capability to manage the telecomunications network efficiently, despite 
ODA funding available for the expansion of the public telecomunications 
sector. As a result, TELOF is incurring heavy losses (in 1988, it 
registered a loss of 170 million pesos, up from 110 million pesos in 
1985) and its quality of the service is extreme::r poor in contrast with 
the private carriers. 

Presidential Memorandum Order No. 163, issued last Harch 1988, created 
the National Telecomunications Development Committee (NTDC), a 
GOP/industry forum to bring together representatives of the private and 
public telecomunications sector and thresh out various 
telecomunications issues, including restructuring and revenue sharing. 
A number of proposals on industrial restructuring have been raised and 
these vary from government monopoly, oligopoly with various degrees of 
regulation, regulated competition to full deregulation or complete 
liberalization. 



Senate Bill 1353, otherwise known as the Public Telecowunications Policy 
Act of the Philippines, contains key provisions for restructuring of the 
sector based on the resolutions/discussions of the NTDC. The Bill 
establishes the categories of the telecommunications entities (local 
exchange carrier, inter-exchange carrier, international carrier, value 
added network provider, public calling office operator and specialized 
carrier) and sets the rules governing the Ecope of 
operations/responsibilities of each entity. The contents of the Bill in 
general might not be looked upon favorably by the pro-private sector bloc 
of the Aquino administration since it sponsors the 'vertical 
disaggregation' of PLDT. The recent appointment of Transport Secretary 
Orbos has cast a new twist to the ongoing initiatives to restructure the 
sector in light of his pronouncements to dissolve NTDC by 31 March 1990 
and replace it with the Telecomunications Action Group consisting of a 
limited set of sector representatives. 

New telephone subscriber charges have been proposed. A component of the 
tariff proposal is DOTC's subscriber investment plan (SIP) which mandates 
purchase of 10 percent preferred non-voting shares by the new subscriber 
(e.g. for a single party-line, the SIP for comercial users is 2,000 
pesos, 700 pesos more than the SIP for residential users) to generate 
savings for capital build up of the telephone operator and pass on to the 
subscriber a portion of the installation costs. While a proposal to 
raise monthly charges is being considered for implementation, the 
telephone tariff systems still allows residential lines to be subsidized 
by commercial subscribers (e.g. for one-party line, commercial 
subscribers are charged 399 pesos monthly while residential subscribers 
pay 244 pesos). The recommended SPTC tariff is less than 100 pesos 
monthly although the operational costs are much higher. Further, the 
proposed toll rate per minute to Manila under the Rural Telephone Program 
of 5.20 pesos is low by comparison to what the private telecomunications 
company are charging. 

The NTDC task force addressed the issue of revenue sharing and came out 
with general principles on the traffic settlement agreements between 
telephone companies. The task force also elicited proposals from the 
sectoral representatives on new revenue sharing schemes for SPTCs. 
Highly favored by Secretary Orbos is the proposal for a 4 0  percent 
retention on all outgoing and incoming domestic toll calls and 4 0  percent 
of the Philippine share on all outgoing and incoming international calls. 

In 1983, the National Telecomunications Development Plan (NTDP) was 
adopted by the GOP to extend essential telecommunications services to 
areas beyond the urban centers. One of the projects is the National 
Telephone Project (NTP) designed to provide telephone services to Regions 
I11 - XI1 (Rural Telephone Development Plan funded by the Japanese was 
the first project aimed at providing 19,000 telephone lines in Regions I 
and 11). Under NTP Tranche I, telephone services for 85 unserved areas 



where demand exceeded 300 lines are targeted. NTP Tranche 11, currently 
renamed the Rural Telephone Project (RTP), will cover areas with demand 
less than 300 lines. The installation of Public Calling Stations (PCS) 
and the implementation of small exchanges in 1,080 municipalities are the 
components of the RTP. Due to the RTP's huge financial requirements 
($150 million), the project was scaled down to stress the installation of 
the PCS in the different municipalities. Renamed the Municipal Telephone 
Project (MTP), it involves PCSs in 1,080 municipalities with an estimated 
budget of 1.9 billion pesos or $83 million (at the exchange rate of 23 
pesos to a U.S. $).  These plans are to be supported by various training 
programs for the support staff of NTC, MTP, SPTC, TELOF and W T C  Project 
Management Organizations. 

The Asian Development Bank (ADB) is trying to commit donor participation 
in establishing a $500 million telecommunications development fund 
(TDFj. TDF will provide funding for telecomnunications development 
projects of the private sector in line with ongoing plans of 
restructuring the sector as well as in anticipation of the National 
Telephone Development Plan for the period 1991-2010. Although IBRD is 
cool to the idea, the proposed funding contributions would have this 
profile: ADB, $130 million untied 6 percent loan; IBRD, $150 million 
untied 6 percent loan; AID, $150 million tied grant; Japan, $20 million 
tied grant; and Canada, $40 million tied 4.5 percent loan. MTP funding, 
on the other hand, are expected to be in the form of concessionary 
pledges of a mixed credit of 41 million Canadian dollars from the 
Canadian Export Development Corporation (25 million Canadian dollars at 8 
percent loan) and CIDA (16 million Canadian dollar grant) for 5-6 'island 
regions' and a $20 million grant from the OECF for activities in Regions 
I-IV. AID is being invited to finance the MTP for Regions VI-XII. 

CIDA is also supporting the systems engineering and training component of 
the RTP by providing 4.7 million Canadian dollars, stretched out over 4 
1/2 years. Under NTY Tranche I, the Japanese are expected to sponsor an 
increase of 59 kL (kilometer of telephone lines) in Regions 111-V at a 
cost of $130 million. Under NTP Tranche 11, the French pledged funding 
for an additional 20kL in the Visayas. The Italians are expected to 
support an additional 43kL in Mindanao under NTP Tranche 111. PLDT has 
launched its X-5C Expansion program that will add 355kL to its system at 
an estimated cost of $600 million. The program is a follow up to its 9.5 
billion peso ($413 million) X-5 program started last year. 

Indefinitely suspended is the Maritime Coastal Comunications (MCC) 
project costing $15 million simply because of the nonendorsement of big 
shipping companies. At present, the coverage of MCC stations numbering 
20 is limited to a relatively small area of the archipelago. Expansion 
of MCCs's coverage is one of the objectives of the project. 



Executive Order No.72 imposes a franchise tax from 2 to 3 percent and a 
35 percent tax on net income of utilities reducing further the likelihood 
cf generating working capital and savings for future capital buildup. 
Another financing constraint on the expansion plans of private carriers, 
particularly PLDT, apart from inaccessibility to foreign borrowing 
without GOP guarantee, is the rule of single borrower limits of 
commercial banks. 

Greater coordination of donor activities in the telecomnunicatione sector 
is a big step in establishing the development fund for the sector to 
alleviate financing constraints of private carriers and allow them to 
expand and improve their quality of service. 

The issue of cross subsidization still remains to be resolved along the 
objectives of allocating the lines more efficiently between comnercial 
and residential subscribers balanced by the need to speed up the 
extension of services to the second and third hierarchy towns. Still 
remains to be implemented by private carriers is usage sensitive pricing 
most specially in places like Metro Manila where a systems overload is 
frequently experienced. 

The development of local capability to manufacture electronics and 
communications equipment comparable to international standards for use of 
telecomunications entities has barely started. Local manufacturing 
capability within practical limitations assures continuity of supply, 
matches demand and scale economies, generates employment, saves on 
foreign exchange and tailors products to country's specific needs. 



ANNNEX I 

SECTION 611(E) CERTIFICATION 



CERTIFICATION PURSUANT TO SECTION 61 1  ( e l  

OF THE FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Malcolm But le r ,  the p r i n c i p a l  o f f i c e r  o f  the Agency f o r  I n te rna t iona l  
Development i n  the Phi l i p p i  nes, having taken i n t o  account, among other  
things, t he  maintenance and u t i l i z a t i o n  o f  p ro jec ts  i n  the Ph i l i pp ines  
previously f inanced or  assis ted by the  United States, and the technical  
assistance t o  be provided under the P ro jec t  t o  f u r t h e r  the count ry 's  
capacity t o  maintain equipment and support economic growth, do hereby 
c e r t i f y  t h a t  i n  my judgment, the  Ph i l i pp ines  has both the f i n a n c i a l  
c a p a b i l i t y  and the human resources t o  maintain and u t i l i z e  e f f e c t i v e l y  
the c a p i t a l  improvements and f a c i l i t i e s  t o  be f inanced i n  the fou r  
p r i o r i t y  sectors as i d e n t i f i e d  i n  t h i s  proposed P h i l i p p i n e  Cap i ta l  
I n f r a s t r u c t u r e  Support p ro jec t .  

This judgment i s  based upon the p r o j e c t  desc r ip t i on  and analyses as 
d e t a i l e d  i n  the P h i l  ipp ine  Capi ta l  I n f r a s t r u c t u r e  Support Paper and i s  
subject  t o  the cond i t ions  imposed therein.  

v ~ . -  - 

Ma1 colm But1 e r  
D i rec tor ,  USAID P h i l  ipp ines 

N?V 9 1930 
Date 




