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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.

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.

Totals will depend on future year commitments by
Eximbank.

Coa P



AGENCY FOR INTERNATIONAL DEVELOPMENT
WABNINGTON DC 20323

FROJECT AUTHORIZATION

Name of Country: Philippines “Name of Project: Philippines
Capital Infrastructure Support
Project
suxdber of Project: 492-0458
Yumbsr of Grant:

1. Pursuant to the section entitled "Multilateral Assistance

Initiative for the Philippines,” in Title II of Public Law 101~
167, 1 hereby authorize the Philippines Capital Infrastructure
Support Project (the "Project"™) 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 to the availability of
financing from the Export Import Bank of the United States
(Eximbank) with grant funds and loan guarantees, as appropriate,
to 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 econonic development through private-sector-led
growth. The project also will provide funds for technical
assistance. Subprojects will be concentrated in key econonic
development sectors: power, telecommunications, transportation,
construction, and environmental protection and management
activities related to these sectors. Subprojects will be
screened to meet appropriate developmental soundness criteria.
Once subprojects are approved for financing by both Governments,
Eximbank will administer U.S. Government infrastructure

assistance.

3. The Project Agreement(s), which may be negotiated and
executed by the officer(s) to whom such authority is delegated in
accordance with A.I1.D. regulations and Delegations of Authority,
shall be subject to the following essential terms and covenants
and major conditions, together with such other terms and

conditions as A.I.D. may deenm appropriate.
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4. Commodities financed by A.I.D. under the Project shall have
their source and origin in the United States, eaxcept as A.I.D.
may otherwise agree in writing. Except for ocean shipping, the
suppliers of commodities or services shall have the United States
as their place of nationality, except as A.I.D. may otherwise
agree in writing. Ocean shipping financed by A.I.D. under the
Project shall, except as A.1.D. may otherwise agree in writing,
be financed only on flag vessels of the United States.

5. Prior to any disbursement of funds or the issuance of any
documentation related thereto pursuant 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
Eximbank, as appropriate, pursuant to 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, shall
meet the environmental standards of A.I.D. Regulation 16.

e O s

ritle: _ DAA -ANE

Date: qIZb|C‘S
Clearances:
Name Office Initial Pate

C. lewis DAR/ANE Ciw, 824 ]ap
R. Nachtrieb ANE/PD m‘_

P. White ANE/EA (draft) 9/25/90
P. Davis ANE/DP {draft) 9/25/90
B. Hannon PPC/PDPR/RP (draft) 9/25/90
H. Morris GC/ANE (Araft) 9/25/90
M. Butler USAID/Manila {draft) 9/25/90

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

1.

10.

Grantee: The Government of the Philippines (GOP) acting
through the Department of Finance (DOF).

Implementing Entities:

National Economic Development Authority (NEDA)
Department of Finance (DOF)

Development Bank of the Philippines (DBP) or Land Bank

Grant Amount: $30 million (1st year))
EXIM Grant: $13.75 million (1st year)
EXIM Loan guarantee $79.393 million (1st year)

Purpose: The purpose of the Project is to mobilize public and
private sector resources to meet priority infrastructure needs
that are constraining broad based private sector led growth.

Project Description: AID plans to provide grants of $84
million during FY 90 through FY 92 and Exim Bank a combination
of $84 million grant and $183 million of loan guarantees for a
total of $351 million to assist in financing infrastructure
needs in power, telecommunications, transport and construction,
and, as a cross-cutting theme, may include environmental
protection and management activities related to these sectors.
AID will also provide $1 million for technical assistance. All
equipment, commodities and services funded under the project
will be of U.S. source and origin except for limited local
technical assistance under specific waivers.

Financial Plan--Life of Project:

AID $ 85 million grant
Ex-Im Bank 84 million grant
Ex-Im Bank 183 million guarantees
Total $352 million

Grantee's Request:
The GOP's request for assistance is Included as Annex
A(pending).

Statutory Requirements: A1l statutory requirements have been
met.

Analyses: The analyses presenting overall feasibility
considerations are included in this project paper.

Recommendations: That an $85 million grant be authorized for
the Government of the Philippines for Philippine Capital
Infrastructure Support Project based on terms and conditions
described in the Project Authorization.
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BACKGROUND, STRATEGY AND DESCRIPTION
A. kgroun

GDP growth in the Philippines has fallen below four percent
recently even though growth exceeding six percent is needed to
absorb almost one million new job entrants each year. USAID's
Philippines Assistance Strategy Statement (PASS) for FY91-FY95
points out that private sector investors consider inadequate
infrastructure in the Philippines to be the key constraint to more
rapid and sustainable private sector led growth. The PASS further
notes that multi-bilijon dollar investments are needed in
infrastructure during the next five years.

The HWorld Bank, ADB and AID sector studies done recently reinforce
the need for massive improvements in infrastructure. The 1989
World Bank energy sector program appraisal, for example, concludes
that the power subsector is a major bottleneck to the Philippines'
sustainable growth because generating capactty is inadequate to
meet demand, the capital intensive nature of the subsector will
cause 1t 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
telecommunications system tell a similar story and point out that
with fewer than one telephone for every 100 inhabitants, there is a
critical need for better telecommunications if the Philippines is
to attract the private investment it needs.

By itself, the Philippines is simply unable to generate the
necessary resources for these masstve 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 with more
than two-thirds of the total comprising foreign exchange costs.
Most international banks are reluctant to increase foreign exchange
or lending to the Philippines because of its high debt service load
and its high 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 Inftiation (MAI) launched in Tokyo in July, 1989, twenty
five donors pledged more than $3.3 billion to support development
needs primarily in the infrastructure area. The U.S. is also
earmarking more than half of i1ts FY 1390 MAI 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 will still be inadequate unless private sector
resources also can be tapped to supplement GOP and donor funding.



"Indeed, the strategic context of the MAI is based on the premise
that donor funds act as a catalyst for improving investors’
confidence in the country, and that private sector inflows should
overtake public sector inflows by the end of the MAI.

B. Strateqy

The Philippine Capital Infrastructure Support (PCIS) project
proposed takes a significant step toward mobilizing and efficiently
targeting resources for developmentally-sound infrastructure

needs. The PCIS strategy is to:

1. Leverage MAI resources to the maximum extent possible by

ralsing additional resources for infrastructure from the U.S.
Export-Import Bank (Exim) and other U.S. Government programs,
the commercial banking sector, and other private sector
sources. In conjunction with AID's contribution, Exim will
provide an agreed level of grant funds from its tled aid
credit fund. Exim will also provide long-term credit
guarantees to encourage U.S. banks to make loans for U.S.
exports needed for infrastructure projects in the

Philippines. Credit guarantees will assist the Philippines to
reestablish voluntary access to international banks which have
been reluctant to increase their cross-country exposure.
Feasibility studies conducted by the Trade and Development
Program (TDP), a member agency of the International
bevelopment Cooperation Agency (IDCA), will be used to help
target PCIS resources for attractive infrastructure projects.
Discussions are also underway with the Worid Bank, ADB and
OPIC to coordinate funding efforts for tnfrastructure
improvements.

2. Focus resources on priority, developmentally-sound
Infrastructure projects in key sectors. The key

infrastructure sectors of power, telecommunications,
transportation and construction have been identified as the
main constraints to private sector led growth in the
Philippines and accordingly have been selected as the eligible
sectors for PCIS financing. The cross-cutting environmental
management area has also been included as an eligible sector
because of its importance to sustainable, broad-based growth.
There is of course a range of activities that could be done in
each of these sectors, and the project s structured so that
USAID will work with NEDA to fund the most developmentally

sound ones.
3. Target PCIS on activi wher .S. hnol i m itiv

to prevent subsidizing U.S. exports that have poor long term
prospects, and to help assure the maximum technology transfer
benefits for the Philippine economy. Besides screening
projects for development impact and general soundness, it will
be important to consider the competitiveness of U.S.



technology for the proposed projects. .PCIS will help assure a
Tevel playing field for competitive U.S. technology that might
otherwise not be deltvered to the Philippines because of
concesstonal financing packages offered by other countries.
This will protect the Philippines from receiving less
desirable technology simply because the financing package is
more affordable and it thus will mutually benefit both the
Philippines and the U.S.

Select only a limited number of developmentally sound
activities within priority sectors to further concentrate
impact and 1imtt the management and monitoring burden. No
more than six to ten specific financing packages are expected
for the first year's funding with a preference for fewer,
larger projects.

Use the most efficient means to manage the PCIS, while
assuring that PCIS-financed activities are appropriately
selected, monitored and evaluated. AID funds will be
obligated with the GOP and will provide a portion of the

concessfonality to the total lending package as well as
selected technical assistance to help identify and process
proposals. Once identified and approved by NEDA and AID,
funding (AID, Exim and guarantees for commercial credits) will
be managed by Exim because of its comparatively greater
experience and capability to manage trade credits. AID's
development capabtlities and presence in the Philippines will
provide the comparative and competitive technology advantages
for AID to efficiently screen activities for development merit
and to provide technical assistance to look for
developmentally sensible activities out of the many that might
be proposed. By structuring management along these lines, the
credits should be as accessible as possible, and AID's
admintstrative burden will concentrate on finding sub projects
with developmental merits.

Screen f velopm i rations during
project selection to assure that PCIS resources have a

development impact and are not used contrary to MAI and AID
policy objectives. Specific development criteria have been
developed to screen each PCIS project activity. The criteria
take into consideration policy implications; however, the
major burden of support for policy reform will be on other MAI
and DA/ESF programs such as the Support for Development
Program (492-0430) and the MAI Private Enterprise Policy
Support Program (492-0430). Moreover, the overall MAI policy
framework paper covers a broad range of policy objectives that
have been agreed between the GOP and donors.




C. Description of Program and Expected Impacts
1. verview

The purpose of the PCIS project is to mobilize public and private
sector resources to meet priority infrastructure needs that are
constraining broad-based private sector led growth. The goal is
broad based sustainable growth led by the private sector. To
achieve the project purpose, in the first year PCIS will make
available 1n FY90 $30 million in MAI grant funds from AID, $13.75
miilion in grant funds from Exim, and approximately $79.393 million
tn Exim long term trade credit guarantees to encourage U.S.
commercial banks and exporters to extend credit to borrowers in the
Philippines. Funds and guarantee coverage will be available for
credit commitments over a five year period, however, all initial
funding ts expected to be committed to specific activities before
the end of U.S. FYS91. If sufficent demand is demonstrated,
additional guarantees may be counted. Sufficient interest has
already been expressed by the private sector, multilateral donors
and the GOP to provide reasonable assurance that demand for PCIS
will increase dramatically once {t 1s better known to the U.S. and
local business community.

To respond to expected future demand, the total AID MAI allocation
over the FY 90-92 period is planned at $85 million. Authorization
for this level of funding is requested at this time. During the
five year 1ife of project these funds are expected to leverage not
less than $84 million from Exim in grants and $ 183 million in
credit guarantees, plus provide a catalyst for private investment
totalling not less than $200 million. Total funds mobilized,
including the AID component, therefore, should be at least $352
million.

Almost all of the AID/Exim funds and commercial credits provided
under Exim guarantees will be made available as "blended" credits
for Philippine imports of U.S. source and origin goods and services
for infrastructure projects. Eligible costs may include U.S.
equipment imports, engineering and other services related to
capital infrastructure projects, and can also include
transportation and insurance costs in the contract price of the
covered imports. In addition to these items, a portion of the AID
grant contribution, estimated at $1 million, will be set aside for
consultant services to help screen, monitor and evaluate the PCIS.
In addition, limited funding will be budgeted for non-federal audit
services for the technical assistance portion of the project.

PCIS grant funds for consultant services will be supplemented by
the Philippine Assistance Program Support Project (PAPS) -
492-0452. PAPS was established in FY 1990 to develop the necessary
feasibility and pre-investment studies for high impact projects.

It {s expected that the PCIS will serve as a financing window for
selected projects developed under PAPS that meet the PCIS
eligibility criteria. As mentioned above, TDP feasibility studies
will also be a source of information for selecting and screening
attractive Infrastructure projects under the PCIS.



During the first year of the project, the major emphasis will be on
financing large capital Infrastructure projects. Unless there are
exceptional circumstances, the PCIS contribution should comprise a
minimum of $10-$30 million for each project. Once a number of
large projects have been initiated, consideration will be given to
programming a portion of future year funds for smaller scale
projects. The management burden of screening and monitoring many
small projects preclude trying to service smaller proposals during
the relatively management intensive start up phase of the PCIS.

2. ri fa for P n

(a) Sectors: The priority sectors eligible for financing are
power, telecommunications, transportation and construction.
Activities related to environmental protection and management
in these sectors can also be included for financing where they
can be shown to be important to overcoming constraints to
sustainable private sector led growth.

Subprojects will, at least initially, be limited to the
priority sectors with the understanding that these sectors may
be broadly interpreted to permit the financing of a range of
subprojects that meet all PCIS criteria. If, after
implementation progresses, the Mission and GOP can justify
some expansion of priority sectors, AID/W will consider
exploring this with ExIm Bank and others concerned. Expansion
of environmental protection and management activities could
also be considered. As the project is currently authorized,
and as approved by the Environmental Policy Council, such
activities can be financed only as they relate to the primary
sectors authorized: power, telecommunications, transportation
and construction.

Sectors may be broadly interpreted to permit the financing of
a range of projects that meet all PCIS criteria. Thus,
subject to the screening process, the power sector may include
generation, transmission and distribution activities;
telecommunications may include any component(s) of the entire
telecommunications network; transportation may include
infrastructure projects targetted on resolving constraints to
land, air and marine transport; and the construction sector
may include equipment needs for private sector led growth.
Environmental activities that contribute to growth may, for
example, include solid and toxic waste disposal, air and water
pollution control activities, and equipment for demand
management and conservation programs.

(b Criteria for Pr . Beside the normal feasibility and cost
data used to support an application to Exim for a lending line
of credit, the following criteria will be used to screen and
select projects within approved sectors. To avoid duplication
and delay, the project to the maximum extent possible will
rely on the GOP appraisal process where possible.



(1> Development and Environmental Impact - Each proposed
project will be examined to determine etther directly or
indirectly its approximate net benefit to the economy and if
tt falls within the overall MAI strategy. This will require
estimates of etither the economic rate of return or cost
effectiveness, depending on the type of project. For moving
the approval process, economic benefits may be estimated
indirectly by compartson with related projects, and/or by
utiltzing data from existing studies. Other economic
development and policy considerations, including Tikely
effects on technology transfer, privatization, and
decentralization will be considered before projects will be
approved under PCIS. Economic returns must be estimated to be
equal to or greater than the GOP soctal disccunt rate
(currently 15 percent), and other developmental implications
should at a minimum on balance be policy neutral before a
project will be selected.

Regular AID environmental procedures will be applied to assure
environmental soundness. This will require preparation of an
Inttial Environmental Examination (I£E) for each proposed
project, and an Environmental Assessment where required.

(2) Price and Technology Competitiveness- Proposed projects
will be screened to assure that equipment proposed for
financing under PCIS is competitive in terms of technology and
price relative to likely alternative sources of the

equipment. PCIS wili not finance activities when U.S.
technology cannot compete under level playing field conditions.

Once a project has been selected, but prior to establishing
financing arrangements, there may be a need to confirm that
prices are reasonable. HWhere competition is used to select
suppliers 1t is assumed that prices will be reasonable. Under
negotiated procurement arrangements, however, the negotiated
price package will need to be examined to assure that prices
are reasonable for the trade. Exim Bank requtres this as a
routine part of 1ts selection process and will assume
responsibility for the reasonableness of price so AID need not
duplicate the veview.

Screening Process: Projecis will be proposed by the GOP and
by the private sector {see implementation section for
details). In virtually ali cases where PCiS finances GOP
projects, the feasibility studies accomplished by the
concerned GOP agencies will cover the financial, economic and
environmental viability of the projects. The GOP Investment
Coordinating Committee (ICC) requires an Economic Rate of
Return of 15% for GOP projects. Thus, AID can use GOP studies
to meet most of its concerns for approving projects. Also for
both public and private sector projects financed by the IBRD
or ADB, appralsal reports done by these multilateral
institutions are expected to cover most if not all of AID's
development concerns.



Using available studies, USAID will conduct an inittal review
of projects, (including an Initial Environmental Examination)
as soon as possible after projects for potential financing
under PCIS have been tdentified. USAID may contract for
consultant assistance to help conduct the initial review for
USAID. This inftlal review will determine whether any
additional analysis is needed. If the review 1s satisfactory,
AID will advise Exim Bank which, subject to 1ts own review,
will issue a preliminary commitment to finance the projects.

USAID will access the necessary technical expertise to
accomplish the above review process using raptd contracting
methods. Hhere the expertise §s locally available, purchase
orders for the necessary reports may be used. Both B (a) and
1QC mechanisms can be used for the reviews. Special reviews
should take no longer than one-two weeks and in most cases
will require an engineer and/or an economist.

3. Impacts

The PCIS Project is a multi-year activity intended to mobilize
public and private sector resources to meet priority infrastructure
needs that have developmental merit. This project is primarily a
test vehicle for U.S. tied-ald in the Philippines. Depending on
results, 1t may be extended and further institutionalized. Impacts
on the target sector should be readily determined by measuring such
things as increased power gererating capacity, increased numbers of
telecommunication 1ines attributable to the project. The project's
development hypothesis is that these increases in infrastructure
capacity will have a positive effect on economic growth which in
turn will resuit in more lobs and tmproved incomes in the
Philippines.

Benefictaries of this project will be broad-based portion of the
population due to the broad effects activities such as increased
power generation, improved telecommunications and better transport
produce. The analys!s section of this paper discusses these
benefits. Individual project analyses will provide more specific
information on the benefit incidence.

Increased imports and market share for new technology from the U.S.
in the priority sectors are alsc expected under PCIS. Baseline
data for both the development and trade impacts will be established
during the early months of PCIS sc that effects may be later
evaluated.

Description of Illustrative Projects

A number of potential project activities for financing under PCIS
are described in detail in the Annexes to this project paper.

These are in various stages of development but appear to conform to
proposal selection criteria based on currently available
information. A1l are within priority sectors, and all have major
components of procurement in areas where the U.S. has competitive
technology. Availlable feasibility or prefeasibiiity information



“Indicates that these activities should meet the development impact
criterta although they have not been formally screened.

Those projects that move through the development stage relatively
quickly will be the first funded, until the PCIS 1s fully
committed. Remaining projects, as well as new ones that are
proposed during the 1ife of PCIS, will be screened and held in
reserve in the event additional funding becomes available, and/or
committed projects are removed through competition for other
reasons.

Technical Assistance Component

The US$1 million set aside under the PCIS for technical assistance
will include the following:

1. Initiating Consultancy

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 timely
way, a short term (approximately 3 months) consultant, elther
under a PSC or through an institutional mechanism, will be
contracted by AID to devote full time to assist with these
efforts.

2. Long Term Consultancies

Two GOP agencies (the National Power Corporation (NPC) and the
Department of Transportation and Communication) are
responsible for activities in the priortty sectors of power
and telecommunications. 7o assist these agencies to access
and most effectively utilize PCIS, one expert consultant will
be financed under PCIS, for a one year period, for each of
these two agencies. Both consultants will be thoroughly
familiar with state of the art U.S. technology and products in
their respective fieids (power and telecommunications) and
will be able to assure PCIS s targetted on programs and U.S.
goods and services of most benefit to the Philippines.

3. Evaluation

Consultancies for establishing development and trade base
Tines and for conducting a process evaluation and an import
evaluation are planned. These are discussed in more detail
under the evaluation arrangements section.
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4. Audit Services

The USG will have the right to audit activities funded under
PCIS and the facility. Audits of Eximbank activities will be
conducted by the GAO. Primary responsibility for audits of
AID-financed projects 1ies with the Regional Inspector General
for Audit (RIG/A); however, as per STATE 300722 AID's audit
responsibility will be extremely Vimited to covering only the
financtal and compliance aspects of the technical assistance
component of the project.

Relation to GOP and Qther Donor Plans

The MAI development strategy as contained in the 1989 strategic
framework paper, "The Philippine Agenda for Sustained Growth and
Development", included enhancing the environment for private sector
activities, job creation, and restoring access to voluntary credit
in international capital markets. The PCIS Project contributes to
these important objectives. During the design process, the PCIS
concept was vetted with the National Economic Development Authority
(NEDA) .

The development of the PCIS has been closely coordinated with the
IBRD and ADB. A number of the proposed projects are possible
cofinancing candidates. Both the IBRD and ADB are anxious to
cooperate with AID as the PCIS funding becomes avattlable, and
regular coordinating sessions are planned.

IMPLEMENTATION PLAN AND ARRANGEMENT

This section of the paper discusses the key parties involved in project
administration including their roles and responsibilities; the project

implementation plan, the approval process, procurement arrangements and
consultant reguirements.

A.

PROJECT PARTICIPANTS:

On the Philippine side, the key parties involved in administering
the Project are the following:

The Natlonal Economic Development Authority (NEDA). NEDA acts as
the overal! planning agency for the GOP, establishing priorities
and coordinating all foreign assistance for government departments,
agencies and state cwned enterprises. This role was considerably
strengthened after the February, 1986 revolution. NEDA works
closely with the USAID in the review and approval of USG funded
projects and working relationships are well established. The
AID/Exim team has met with NEDA. Both NEDA and USAID are in
agreement on both the importance of funding sound development
efforts compatible with MAI objectives and the sectoral emphasis of

the Project.
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The Department of Finance (DOF) - The DOF apprcoves the financtal
terms and conditions of foreign assistance to the Philippines. It
will be instrumental in deciding what portion of the grant element
of the mixed credit facility is passed on to borrowers and in
determining which parties will be responsible for taking the
foreign exchange risk. Exim Bank requires that the DOF will also
be required to guarantee repayment of the U.S. loan portion of the
factiltty.

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

The Development Bank of the Philippines (DBP) - The DBP is a
Government development bank which lends to both publiic and private
enterprises. It has undertaken a very successful revitaltzatton
program since 1986. Its role under thts Project will be as a
conduit of the DOF for loans to the private sector, and possibly to
public sector entities, which it will guarantee. Loans will efther
be direct from the DBP to such enterprises
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or wholesaled through the commerctal banking system for private
sector borrowers. Terms and conditions of these lending
arrangements will be determined by the DBP and the Department of
Finance. The GOP may also designate cther financtal institutions
such as the Land Bank.

The Coordinating Committee for the Philippine Assistance Program
(CCPAP) - As the PCIS Projezt is part of the Multilateral
Assistance Initiative (MAI), the CCPAP has a coordinating role in
setting priorities. As such it works closely with NEDA within the
framework of the Investment Coordinating Committee (ICC).

The Investment Coordinating Committee (ICC) - The ICC was
established as a forum so that the various GOP Departments are kept
tnformed of the investment programs and policy proposals of the
Government. As such 1t allows for fssues to be surfaced and
decistions made to assure a more complementary and coordinated
effort among the vartous line agencies. The DOF acts as Chairman
and NEDA as the Secretariat of the ICC. Funding propcesals under
the Project will be vetted through it.

In view of the high priority given to power and telecommunications,
the likelthood 15 that most of the funds will be utilized for power
and telecommunications projects. The key governmental entities for
these sectors are the National Power Corporation (NPC) and the
Department of Transportation and Communications (DOTC).

The Nattonal Power Corporation (NPC) - The NPC i5 a state
enterprise in charge of power generation and transmission. Due to
power shortages in Metro Manila and Luzon, the NPC will likely
receive major funding under the Project for new power plants and
transmission lines. Loans will be made directly to NPC with a
guaranty by the DOF. NPC can also purchase power from the private
sector under Butld Operate Transfer (BOT) arrangements. (One such
BOT project has already been commissioned but the approval process
took nearly two years.} A principal purchaser of NPC generated
power 15 Meralco, a privately owned company which distributes power
in the Metro Mantla area. It has one generating plant which may
recetve funding from this Project for rehabilitation. Meralco may
also purchase power from private producers so BOT arrangements are
possible.

The Department of Transportation and Communication (DOTC)- DOTC
will be a key player as a GOP line agency in charge of policy and
programs for the development of telecommunications, ocean shipping,
railway, urban transport and alrports. The principal private
sector organization in the telecommunications field is the
Philippine Long Distance Telephone Company (PLDT), which could be a
loan recipient under the Project if so determined by all parties.

On the U.S. stde, the key parties involved in Project
administration will be the Export-Import Bank and the USAID.
Considerable promotional assistance will be provided by the
Department of Commerce, including tts Foreign Commercial Service
(FCS) staff based in Manila as well as private sector organizations
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such as the Philippine-US Business Council. The USAID will be
responsible for project screening to assure that the developmental
criteria discussed later in this implementation section are met.
The Ex-Im Bank will administer the AID grant funds as well as its
own grant resources and loan guarantees and approve loans in
accordance with 1ts operating procedures which are forwarded to
NEDA through USAID for approval.

SUBPROJECT SELECTION AND REVIEW PROCEDURES

Overview: To meet developmental and MAI objectives as well as
trade objectives, tt is critical that procedures are in place to
screen for development impact and policy considerattons early in
the project selection process. Specific development criterta have
been developed to screen each PCIS project activity. Hhile the
criterta take into consideration policy implications, the Mission
will look to other Mission programs to drive policy dialogue.

Implementation Criteria and Management
1. Subproject Selection Procedure and Criteria

The project will support discrete individual subprojects or
activities in power, telecommunications, transport, construction
equipment, and equipment for environmental management and
protection. Since specific subprojects or activities will be
fdentifted subsequently, important economic considerations and
criteria involving three screening processes will be done prior to
transferring the funding request to Exim Bank. They are:

- Subproject Identification
- Subproject Selection Criteria
- GOP Review/Concurrence

a)> Subproject Identification: For the public sector the concerned
GOP department or agency will be responsible for concept
proposals for public sector subprojects which in turn will be
forwarded to NEDA. For the private sector, the Intermediate
Credit Institution (ICI) will prepare a concept proposal for
an Ydentified private sector subproject which also will be
forwarded to NEDA. The subproject may be selected from a
1ist of pipeline projects that the GOP has identified and/or
approved for implementation or may be identified and selected
by the ICI in collaboration with its prospective client.

Depending on the specific project proposal, USAID and NEDA
will efther rely on the the appraisal of subproject proposals
submitted by either the ICIs or GOP departments or cupplement
this with 1ts own independent reviews. For most proposals we
expect that the GOP project appraisal process will be relied
upon to the maximum extent possible.
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DBP wil) send complete dossiers on a particular transaction
through AID for AID approval for forwarding to Eximbank.
However, Eximbank will respond on behalf of both agencies.
Administrative review by both, including Eximbank Board
action, can be completed in 6 weeks.

b>  Subproject Selection Criteria: Full criterta to screen
projects will be determined by USAID and the GOP early in the
project implementation stage. Criteria will be based on MAI
objectives and economic considerations and are expected to
conform to the following guidelines:

MAI/Philippine Assistance Strategy Considerations:

Subprojects in the priority sectors of power, telecommunications,
transportation, communication equipment, and equipment for
environmental protection and management.

Subprojects in those sectors which facilitate expanded private
sector activity,

Subprojects which bring in competitive U.S. technology which
heretofore had been precluded from participation due to other
countries’ concessionary financing packages;

Subprojects which have maximum visibility and demonstration effect,
to include:

- A completion period of three years or less; and
- Preferably geographic concentration in an area of A.1.D.
interest;

Subprojects where there 1s a 1ikelthood of significant development
impact and consistency with the Philippine Assistance Program
development strategy, to include the following considerations:

- 1ikelihood of significant effects on technology transfer,
privatization, decentralization (to include urban areas
outside Metro Manila) or the environment;

- consistency with and/or contribution to implementation and/or
maintenance of policy reform objectives for the sector or
subsector;

- technical and econemic soundness of sector/subsector system
and investment plan;

- degree of fit with and/or contribution to sector/subsector
investment plan,

- Tikelthood of significant impact on the investment climate;
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1ikelthood of significant impact on the country's
International reserves and external debt positions;

Tikelihood of stgnificant economic benefits, {.e., increased
fncome or reduction in expenditures of beneficiary firms and
the population;

fn the case of a public sector subproject, clear indication
that the proposed activity does not have a negative impact on
the private sector;

in the case of a public corporate sector subproject, no
relfance on continuing excesstve national government equity
contributtons and/or subsidies for recurrent costs; and

in the case of an existing or potential private sector
monopoly or oligopoly, initial indication that effective
requlation and other anti-trust measures are in place or can
be established.

Economic Considerations:

Where benefits are quantifiable, an economic internal rate of
return greater than or equal to the National Economic and
Development Authority's prescribed social rate of discount
(currently 15 percent);

Where benefits are unquantifiable, subproject cost
effectiveness relative to alternative approaches and
demonstrated 1ikelihood of achteving required level of
benefits gtven subproject economic costs;

To ensure subproject sustainability, demonstrated 1ikelihood
of financial viability such as reasonable assurance of
recurrent cost financing, cost recovery or continued
profitability and liquidity; and

Sensitivity of subproject viability to factors subject to
uncertainty;

Foreign exchange efficiency, to include:

- A foreign exchange resource transfer ratio (foreign
exchange inflows and/or savings ratio to foreign
exchange outflows) of at least 1:1; and

- Competitiveness of imported inputs and services, both
for investments and operating and maintenance
requirements, at given quantities relative to other
sources of the same quality and level of technology; and

- In the case of an existing or potential monopoly or
oligopoly, suffictent assurance that effective
requlation and other anti-trust measures are in place or
arrangements for which will be undertaken prior to
subproject impiementation.
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c)  GOP Review/Concurrence: USAID will inform the GOP of the
results of USAID's appraisal or review of appraisal. The GOP
may conduct its own review of the subproject proposal, if
needed, for endorsement to the cabinet level Investment
Coordinating Committee (ICCY. The GOP review may be done
simultaneously with the A.1.D. appraisal. For projects
already approved by the ICC, USAID will seek GOP concurrence
to fund the subproject with PCIS funds.

Implementing the Screening Process:

Intttal project screening wiil concentrate on the ¥llustrative
project detailed in the Annex G. USAID will discuss these projects
with NEDA as well as sponsoring GOP departments, state owned
enterprises and/or private businesses to verify they have a high
priority from the Philippine side and that they are in conformance
with MAI objectives. Not all of them can be financed by the PCIS.

A winnowing process will take place, and other project proposals
will surface once the promotional program begins, both in the
publiic and private sectors.

To enhance and accelerate the initial screening process, a U.S.
Consultant will be hired for a period of approximately three months
to work in the Philippines to provide expert advice in establishing
or refining necessary procedures and processing arrangements,
further analyze the i1llustrative project 1ist and provide advice to
Philippine and U.S. sponsors on what must be done to meet the
criteria of the PCIS and, where conditions merit, to put the
project preparation process on a fast track. The consultant will
advise the GOP and USAID on an initial priority ranking including
which projects are likely to be ready for funding soon after the
facility is operational.

Thus, project proponents and/or U.S. vendors can make application
to Exim Bank through the GOP and AID in a manner currently used for
Ex-Im Bank's traditional export financing. The difference would be
that this program would first require that USAID clear for
application for access to the PCIS.

Public sector projects would be referred by the appropriate line
department and have a DOF clearance. They will be supported by an
application form and a feastbility study whose content is
sufficient to meet PCIS criteria with a copy to the DOF and USAID.
No additional acticn from NEDA would be required after it completes
its Internal review with the exception of getting ICC approval for
projects over US $10 miilion. As in the case of the private sector
these projects as well would require that they first be passed
through USAID for approval.

Private sector projects would be referred by the project proponent
or U.S. vendor to NEDA and DOF for GOP clearance. No additional
action from NEDA or the Board of Investment (BOI) is required.
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Subsequent to USAID's determination that the sub-project meets AID's
development criteria, it will be sent on to Ex-Im with a
recommendation for a preliminary commitment in favor of efther a
Philippine public or private sector entity or an American sponsor.
Ex-Im Bank will determine the level of concessionality on each
project proposal. However, the grant element defined on an OECD
basis will be at least 35% or more. The repayment terms and loan
tenor will be the same for all U.S. firms bidding on identified
capital projects in targeted development sectors.

Follow-on Procyrement Arrangements:

The most likely case involving public sector entities is a tender for
turn key construction and/or equipment for a project sponsored by
that entity, for example, a power plant with transmission lines to
the grid or a fiber optics cable system.

Normally, the American firm would be responding to an international
tender either alone, as the U.S. component of a project with multiple
procurement sources. More and more frequently such tenders ask for
technical and financing proposals from firms submitting offers. 1In
that case i1t is very important that the U.S. firm, or competing
firms, are able to obtain a preliminary commitment from the
USAID/Ex-Im faciiity for use in its proposal. The U.S. party would
register its interest with the client and the Department of Finance
(DOF) and submit, through the client and USAID, the application form
discussed above. At that point the screening and approval process
described above will go into effect leading to a prelimirary
commitment on the part of the Ex-Im Bank sublect to USAID/NEDA
concurrence.

In the case in which the U.S. firm is one part of multiple
procurement sources, the Ex-Im commitment will pertain only to the
U.S. partner and financing will be limited to those goods and
services whose source and origin are from the United States. In the
case where more than one U.S. firm {s competing, the preliminary
commitment will be given to all those meeting USAID/Ex-Im Bank
criteria.

In the case of international competitive bids (ICB's), a U.S. firm(s)
must be awarded the procurement contract by the sponsoring
organization; 1f not the process is teruinated. If the U.S. firm(s)
wins the award, this information ts passed to the Ex-1m Bank, with a
copy to USAID, and a request to Ex-Im to obligate funds for the
amount of U.S. procurement needed.

In the case of a private sector sponsored proposal applications for
either a PC or obligation of Ex~-Im funds is initiated through their
selected ICI. The application should be supported by a feasibility
study which meets the normal criteria of the EXIM Bank economic and
financial standards as outlined in Exim's Operations Manual.
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Once approved by the Ex-Im Bank the Philippine buyer and U.S. vendor
would conclude contracts and procurement would take place through
Letters of Credit opened in favor of the U.S. supplier or suppliers.
Payment would be made either as a lump sum once the goods have been
shipped or as progress payments in accordance with a fabrication
schedule.

In private sector projects approved by an ICI, a procurement list and
supplier pricing tnformatton will be requested of the borrower as
part of the application process. Once approved by Ex-Im, Letters of
Credit will be opened in favor of the designated supplier and payment
made once the LC conditions are met.

In public sector projects limited to U.S. firms, once bidding takes
place and an award is made the same procedure will take place, 1.e.
Letter of Credit.

INTERMEDIARY CREDIT INSTITUTION

AT1 PCIS credit will be extended in US Dollars. The DOF will select
public banks to act as intermediary credit institution. These ICIs
will extend a full guarantee. USAID and Exim are continuing to
explore alternative methods of providing Ex-Im Bank its counter
guarantee to allow greater access to PCIS by the private sector.

Project Promotion:

As a new Project a varlety of promotional activitles will be needed
so that the U.S. private sector becomes active in taking advantage of
the export opportunities to be made avallable through the PCIS.
Promotion is also necessary in the Philippines so that all potential
pubiic and private sector entities in the four sectors are made aware
of the attractive financing terms and quality U.S. products and
technology to be made avatlable for Philippine development.

A U.S. public/private sector collaboration will be undertaken to
publictze the Project through the Department of Commerce and the
Philippine-U.S. Business Council, principally through public briefing
sessions and periodic publications. These will be focused, not only
on the general parameters of the Project, but more specifically on
the export opportunities arising from the preliminary 1ist of
projects already identified and to be further defined once the
facility reaches 1ts operational phase.

In the Philippines, organizations l1ike NEDA, as well as the AmCham
and the Philippine Chamber of Commerce and Industry (PCCI) will
distribute information concerning the PCIS . USAID, USIS, and the
FCS will also provide information and coordinate their efforts to
publicize the Project.



CONSULTANT REQUIREMENTS

The services of two long term and a number of short term U.S.
consultants are foreseen under the Project. The first will be a
Project Expediter discussed earlier who will expedite the screening
process. This consultant will be needed for a period of some three
months.

Two Tong term advisors will be hired to provide expertise on American
technology and products to the National Power Corporation (NPC) and
the Department of Transportation and Communications (DOTC). Both
consultants will be thoroughly familiar with state of the art U.S.
technology and products in their respective fields and will be able
to assure that PCIS is targetted on U.S. goods and services of most
benefit to the Philippines. These advisors would be contracted for
an initial period of one year each at which time AID and each of the
Philippine organizations would determine whether or not an extension
for another year is warranted.

A number of short term consultants could be contracted for a variety
of purposes including appraisal of technology options, review of
feasibility issues, review of bid documents, appraisal of technical
proposals, etc. Total cost of technical asststance is projected at
US $1 million from the AID grant with additional requirements funded
through the PAP-support project.

MONITORING ARRANGEMENTS

Project monitoring will be divided between Ex-Im Bank and AID. The
Ex-Im Bank will require two types of reports: physical work progress
reports and technical operation reports.

Physical Work Progress Reports - These reports will be submitted
quarterly by the GOP in connection with the construction, acquisition
and delivery of materials, machinery, equipment, supplies and
services. The report, to be submitted within thirty days after the
quarter for which the report is prepared, will include the following
information: Project schedules, Project expenditures, HWork
completed; Equipment delivery; and Construction photographs.

Technical Operation Reports- Within sixty days following the
termination of each fiscal half year a rerort will be required to
ifnclude, if relevant to the nature of the sub-project, information
concerning raw materfals, production and sales data, manufacturing
costs, capital improvements, unusual or unexpected conditions or
problems encountered and such other related tnformation as Eximbank
may reasonably request.

USAID personnel will make only limited monitoring visits. Given the
limited role USAID would play in actual subproject implementation.
(See State 300722).



H. IMPLEMENTATION SCHEDULE

The implementation schedule for key events is planned as follows:

Event Timing
Request for Assistance 9/90
P.P. Approval 9/90
Grant Authorization 9/90
Grant Agreement 9/90
AID-Ex-Im working agreement 10/90
AID-Ex-Im 632(b) transfer 11/90
Short term consultant contracted 12/90
Master Agreement 10/90
ATl CPs met 11/90
Promotional program begins 11/90
Inftial screening begins 11/90
Request for preliminary commitments

(PC's) begin 11/90
Long term consultants contracted 11/90
Issuance of PCs begins 12/90
Base 1ine consultants contracted /91
Final approval of DOF or DBP for inttial

transactions 3/9
Ex-Im Board authorization begins for initial

projects 4/9)
Letters of Credits opened 5/91
Funds fully committed by Ex-Im 9/91
Process Evaluation 11/91
Impact Evaluation 11/92
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1. Mission Management

Central Mission project management will be within the Office of
Capital Projects(OCP). OCP will be assisted by the Private
Enterprise Support Office (PESO), the Office of Financial
Management (OFM) and the Office of Legal Affairs(OLA). Management
requirements on USAID will be substantially lessened due to the
active involvement of Ex-Im Bank.

Requirements for reports to Ex-Im should fulfill most if not all
requirements for reporting to AID. 1In addition, review of these
reports by Ex-Im will provide data which will greatly simplify
review by AID. Site visits will be undertaken by AID, as deemed
necessary, but will be generally Timited to specific circumstances
which warrant on-site review. As stated earlter, USAID will
review proposed projects to ensure they meet appropriate
development criterta. Stnce Ex-Im will provide the channel for
the funding, financial monttoring should be extremely 1imited.
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EVALUATION PLAN

Two major evaluations will take place under the Project, a process
evaluation after the first year of project implementation and an
impact evaluation after the third year. In order to establish
baseline data, especially on trade statistics and market share, a
consulting team will be hired shortly after the facility becomes
operational (projected for January 91).

Process Evaluation ~ This evaluation will focus on the
effectiveness of the administrative arrangements and
tmplementation process of the Project. It will also review
progress on project inputs and outputs.

Impact Evaluation - This evaluation will focus on the impact of
the project on development in the Philippines in the four eligible
sectors to be assisted including increased power availability,
expansion of the telecom system, improvements in transportation,
and the trade impact for U.S. suppliers in terms of levels of U.S.
trade as well as additionality in the U.S. trade share. It will
also estimate the U.S. employment impact as result of the Project.

FINANCIAL PLAN

Financial Qbjectives

The financial arrangements seek to accomplish three objectives:

n Make the facility (the mechanism for financing the
buyer's purchases) as convenient as possible to the
buyer.

2) Adopt normal commercial channels and practices as much
as possible.

(3 Seek the simplest procedure for applying U.S.
government funds.

The arrangements are based on the following premises:

(N The governing transaction is a purchase of U.S. goods
or services by a Philippine buyer from a U.S. seller.

(2) As all imports over US$50,000 require Central Bank
(CB) approval, the CB will provide documentation which
sets the financial parameters for each transaction (on
a case-by-case or program basis).

(3 The purchaser will issue an obligation payable to the
seller whose amount and terms conform to the CB
parameters.

(4 Payments to the seller, to the extent covered by the
facility, would be made by a U.S. commercial bank
which would be reimbursed or guaranteed by Eximbank.



5 and 6 relate only to a Philippine Private Sector Purchaser

(5 Development Bank of the Philippines (DBP) or another
financial tnstitution selected by DOF will serve as an
intermediate credit institution for channeling PCIS
funds to private sector projects.

(6 Such institutions could serve as obligors for U.S.
commercial lending with these commercial funds
guaranteed by the GOP.

ICI transactions will be of two types: Special Transactions which
will generally be large and whose terms will be specified in each
case, and Programmed Transactions which will generally be small
and will occur in accordance with a pre-agreed program. It is
anticipated that Special Transactions would be the type most
frequently used.

Transactions may be elther for public or private sector buyers.
Typically, pubiic sector transactions will be Special
Transactions; private sector transactions may be either Special or
Programmed. Although the buyer {(public or private) may require
the approval of manv governmental authorities, the financial
Integrity of the transaction is to be wholly based on CB
documentation; payment of the debt to the ICI shall depend on no
other governmental sanction. The ICI will take the credit risk of
these sub loans with the DOF guaranteeing repayment of ICI
obligation to the PCIS lender. If the proposed (partial)
privatization of DBP comes into force, it is Intended that all
private sector transaction will be handled by the private sector
successor of DBP and the DOF guarantee would remain in place for
any obligation of the DBP to U.S. commercial bank lenders.

Financial Structure

The financial arrangements would be based on a Financing Agreement
between Eximbank and the Government of the Philippines (through
the Department of Finance) whereby Eximbank agrees to provide
financing through grants and guaranteed commercial loans for
purchases of U.S. goods and services by (public or private)
entities in the Phtlippines for the four priority sectors. U.S.
commerctal bank lenders guaranteed by EXIM Bank also would be
signatories to the financing agreement.

The basic financing offer for purchases under this Agreement would
be that the Philippine economy is to pay not more than 65% of the
U.S. dollar purchase price over a specified number of years at a
specified interest rate as agreed by the DOF and U.S. commercial
lenders. The maximum 65% loan funding for each PCIS projects
would be provided by U.S. commercial bank loans guaranteed by
Eximbank.

The minimum or remaining 35% would represent the "grant element"
(USAID/SAI and Eximbank tied aid grant) which conforms with tied
AID requirements. The grant element is intended to provide
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financing to the buyer and the Philippine economy on concessional
terms; concessionality may be in the form of a lower than standard
fnterest rate, a longer than standard repayment period, reduced
purchase price and varying conversion rates of the Philippine
Pesos to U.S. dollars. The grant element could be used
{mmediately to reduce the obligation of the Philippine economy to
remit U.S. dollars or to establish

a relending credit by a Philippine ICI with a stream of U.S.
dollar principal and interest payments to Eximbank in respect of
the purchase which is equivalent (on a discounted basis) to the
basic 65% l1oan and 35% grant combination.

The Concessional Financing Facility (CFF) should define further
with whom the DOF will undertake to assure that procurement
decisions reflect the availability of the concessional financing,
especially in competitive situations where tied aid credits are
also being considered. 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 provide that Eximbank and the GOP execute a Letter
Agreement for each transaction (or group of small transactions)
they wish to cover under the Financing Agreement and this Letter
Agreement would specify 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 licensed to do business in the U.S. will be
selected based on their interest in Philippine trade, their
competitive financing terms and their willingness to hold
Philippine obligations resulting from the PCIS, subject to
Eximbank's guarantee.

Payment Procedyres: AID funds would be depostted incrementally in
an account at the U.S. Treasury Department accessible by Eximbank
for packaging with Eximbank grant and Eximbank loan guarantees.
Eximbank would approve a letter of credit. This would be the
vehicle to disburse the grant and guaranteed loan. The letter of
credit must be payable at a U.S. bank. Eximbank 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 advising or
confirming letter of credit bank for its share of the letter of
credit payments. We anticipate that there are likely to be
multiple letters of credit to cover multiple endorsers and
suppliers.

If the letter of credit is used for disbursement because the
borrower paid suppliers directly, then the borrower would require
reimbursement from Exim and the guaranteed lender for relative
shares of the grant and guaranteed loan portions of the facility.
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An Eximbank agreement for individual transactions would cover
purchases of U.S. goods and services from U.S. exporters with
requirements for supporting documentation. These would include
tnvoices, bills of lading, supplier certificates and evidence of
compliance with U.S. government funding regulations.

For private sector purchasers cnly, the DBP or other ICIs could be
the obligor under EXIM Bank financing; they would:

- handle relations with the purchasers under PCIS

- expedite and assemble all documentation required by GOP,
Eximbank, and AID for approval of a purchase and the related
financing

- make the initial review of documentation on behalf of Eximbank
and AID

- assume the credit risk in respect of the purchaser's obligation

- execute lending documentation with the purchaser in conformity
to the terms of the Letter Agreement for each transaction

- collect payments from the purchaser and remit them to the
obligee abroad.

Elow of Funds

The two methods that will be used to transfer funds under this
project are the Letter of Credit to the Philippine Public Sector
(Purchaser) and Letter of Credit to the Philippine Private Sector
(Purchaser). The funds flows for these two are basically the same,
but have different intermediate institutions. The bulk of the funds
under PCIS would remain in the U.S. and would be paid from U.S.
Treasury accounts through commercial banks to U.S. exporters. It is
envisioned that small amounts might be payable to Philippine
institutions (such as DBP and ICI) as fees. Thus funds flow would be
as follows:

1. Letter of Credit to Phil Private Sector: U.S. Treasury (AID
grant and Exim tied credit) of approximately 35% of the value
plus U.S. Commerical Bank Lender's approximately 65% is {ssued
to a U.S. or other Commercial Bank who fn turn will issue an
L/C to a potential U.S. Exporter. Repayment will come from the
Philippine purchaser to the ICI to the U.S. Commercial lender.

2. Letter of Credit to Phil. Public Sector: As in the private
sector program, U.S. Treasury (AID grant and Exim tied credit)
of approximately 35% of the value plus U.S. commerical bank
Lender's approximately 65% is issued to a U.S. or other
Commercial Bank who in turn will issue an L/C to a potential
U.S. exporter. However, repayment will come from the
Philippine purchaser or the Department of Finance directly to
the U.S. Commercial Bank.

An alternative method 1s where the Borrower may purchase the items,
make payments to the suppliers and then request that disbursements
be made to reimburse it for the financed portion of such payments.
While disbursements of the financing could be handled through
reimbursement to the buyer after the purchase was made, a letter of
credit is preferable because:
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(1) The Philippines has strict import controls and a letter of
credit may thus be required in most cases In the normal course
of business.

(2) Letter of Credit charges may be less burdensome or at least
appear less burdensome in a transaction where:
- large subsidies are being otherwise provided
- comnercial banks are providing funds subject to Eximbank's
guarantee

Technical A nce /Mon ing/Eval jon

Flow of funds under this component will primarily be paitd directly
by USAID. 1If the need arises, USAID may authorize host country
contracting in which payments will be made by advance/liquidation
method, direct payments and/or reimbursements to the GOP for costs
fncurred.

Cost Estimates & Financial Plan

The total project cost is estimated at $352 million. Project funds
wil) be provided by AID (MAI), Eximbank tied aid credit (Grant) and
commercial bank loans guaranteed by EXIM Bank.

Table 1 reflects the planned yearly obligations for the 1ife of
projects. The 1llustrative project budget ts presented in Table 2
(a and b) as the Summary of Cost Estimates and Financial Plan for
1990 obligations only. Tables 3 and 4 show projections of
expenditures by fiscal years and by project elements (also for 1990
obligations only).

1. USAID/Manila

The AID contribution for the 1ife of the project is anticipated
at $85 million or 24% of the total. HWhile most of AID's costs
are expected to be foreign exchange, there will be local
currency costs associated with technical assistance, evaluation
and monitoring. The distribution of AID project costs for FY
1990 obligations are estimated to be: PCIS component( 97%);
and technical assistance, evaluation, monitoring, audit (3%).

2. GOP/Philippine Private Investors Contribution

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 and/or the Philippine
Private Investors will contribute to the sub-projects by either
providing land, technical services and support, use of
facilities, equipment, supplies and/or funds. Also, as
discussed in Section A of the Financial Plan (Financial
Structure), the grant element for the PCIS may be increased on
a case by case basis.



Recurrent Costs

Any project's sustatnability can be gauged on the ability of
the implementing entity (GOP or Private Sector) to finance from
their own funds or other non-AlID sources, the recurrent costs
that may be incurred after the project life. In this case, it
is important that the implementing entities maintain
sustainabiliity or the sub-projects and meet fuiure debt
obligations incurred under the PCIS. The EXIM screening
process will also tnclude a review of the sub-projects future
cash flows and financial structures to ensure sustainability
and repayment of PCIS debt obligations.



TABLE 1

Planned Yearly Obligations
($000)

AID (MAI)  EXIM Bank EXIM Bank
Fiscal Year _fGrant)  _(Grant)  (Guarantee) TJOTALS

1990 $29,000 $13,750 $79,393 $122,143
% of FY TOTAL 24% 1% 65% 100%
1991 $30,000 $45,250 $44,750 $120,000
% of FY TOTAL 25% 38% 3N 100%
1992 $25,000 $25,000 $60,000 $110,000
% of FY TOTAL 22.5% 22.5% 55% 100%
TOTALS $84,000 $84,000 $184,143 $352,143

% of TOTALS 24% 24% 52% 100%



SUMMARY COST ESTIMATE AND FINANCIAL PLAN (1991)
(For 1990 Obligations only)

PROJECT ELEMENT
PCIS Component

Projects

Total PCIS

TA/EVAL/MONT/Audit
Tech. Assis.

Eval/Mont
Audit

Total
TA/EV/MT/AU

TOTAL PROJECT

AID (MA
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TABLE 2

(3$000)
1) EXIM Bank

(Grant) (Grant)

$29,000

$13,750

EXIM Bank
(Guarantee)  TOTALS

$79,393

$122,143

——— e i —— — —— " ————— — T = o ———— ———— — —

$13,750

$79,393

$123,143
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TABLE 2B
($'000)
PROJECT ELEMENT AID and EXIM Bank
FC LC TOTAL
PCIS Component
Projects $119,663 $0 $119,663
(see Note)

Admin Fees 1,480 1,000 $2,480
Total PCIS $121,143 $1,000 $122,143
TA/EVAL/MONT/Audit

Tech. Assis. $700 $100 $800

Eval/Mont 100 75 $175

Audit 25 $25
Total

TA/EV/MT/AU $800 $200 $1,000
TOTAL PROJECT $121,943 $1,200 $123,143

NOTE: In exceptional circumstances (competition), LC could be
a maximum of 15%.
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TABLE 3

PROJECTION OF EXPENDITURES BY FISCAL YEAR
(For 1990 Obligations onty)
($'000)

AID (MAI)  EXIM Bank  EXIM Bank
Fiscal Year (Grant) (Grant) (GQuarantee) TOTALS

1990 $0 $0 $0 $0
199] $27,225 $0 $47,843 $75,068
1992 2,575 0 23,200 $25,775
1993 200 13,750 8,350 $22,300

TOTALS $30,000 $13,750 $79,393 $123,143
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PROJECTIONS OF EXPENDITURES OF GRANT FUNDS

Table 4

BY FISCAL YEAR AND BY PROJECT ELEMENT

(For 1990 Oblfgations only)

TOTALS

$122,143

($000)
PROJECT ELEMENT FY 91 FY 92 Py 93
PCIS Component
Projects $74,643 $35.700 $11.800
INEVALIMONT /AL T
Tech. Assis. $400 $300 $100
Eval/Mont 25 75 75
Audit -
Total TMEVIMI/AU  sazs  s315  s200 ¢
TOTAL PROJECT YT Y T

$123,143
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NEGOTIATING STATUS AND CONDITIONS PRECEDENT

Given the complexity of this precedent-setting project and the fact
that coordination between a number of both USG and GOP agencies will
be necessary, three documents will have to be approved: a project
agreement, a concessional financing facility and a working agreement
between Eximbank and AID.

Project Agreement: A draft project agreement is now in Washington
being reviewed by AID and Exim. That agreement requires, besides
the standard conditions precedent, that the grantee will provide an
authorized Concessional Financing Facility Agreement between
Eximbank and the GOP in a form and substance satisfactory to AID.
In recognition of the need for interagency coordination it also
calls for AID and Eximbank to enter into an interagency agreement
for the disbursement of funds and for administration of the CFF.

Concessional Financing Facility Agreement: This agreement s now
under draft and negotiation with the GOP and under review with AID.

Working Agreement between Eximbank and USAID: This document will
restate a number of understandings discussed with the Exim during
the past year. It will clarify others and form the basis for the
operational relationship between Exim and AID. There is the need to
balance different agency operating procedures that have invariably
emerged during the more detalled final stages of project design as
well as restating the basic objectives of the project as detailed in
the project paper and in the project agreement.

ECONOMIC ANALYSIS

As mentioned in the Project Paper, the economic viability of
selected subprojects will be established after appraisal. However,
an initial indication of possible subprojects and activities can be
obtained based on the sector focl and on GOP priorities in these
sectors. Possible subprojects may include energy subprojects on
fuel diversification and development of indigenous resources,
conservation, generation, transmission and distribution for ensuring
adequate uninterrupted power supply; national telephone program and
rural telephone program activities; urban transportation subprojects
outside Metro Manila, and activities alleviating constraints to
land, air and interisland shipping transport; construction
equipment; waste disposal, pollution control activities, and
equipment for natural resources demand management and conservation
programs. A discussion of the expected general project benefits and
those in the vartous subsectors as well as possible benefits
measurement issues is presented below based on this indicative array
of activities and planned economic appralsal approaches.
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Expected Overall Economic Impact

In general, the project will help attain desired Tevels of
infrastructure investment necessary for sustainable market
based private sector led sustainable growth. Improved
availability and reliability of power will help better uttlize
the country's current production potential, maintain investor
interest and attract additional private investment, and expand
market opportunities. Telecommunications and transport
1inkages between Metro Manila, other key cities, market towns
and production areas will help improve market efficiency,
stimulate economic growth, create employment, and spread the
benefits of growth. Growth areas in the country will benefit
from increased efficiency and level of production and marketing
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 efficiency 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.

Social and External Effects

Conventional economic analysis may not capture adequately some
of the sub-projects' benefits. This is due mainly to market
distortions that result in significant differences between
social values and market prices. Valuation of incremental
economic gains from an infrastructure improvement project
fnvolving 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,
with alternative income distributions leading to different
demand functions and different market information. The
prevailing distribution of income will thus influence market
pricing and resource allocation decisions. Since direct means
for redistribution of income are usually difficult to
imptement, tncome 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 location decisions, again with
major income redistribution effects. Location effects are
particularly relevant to infrastructure projects.

Induced long term effects on employment and investment are also
significant, especially under less than full employment
conditions and in the presence of capttal market

imperfections. Since unemployment and underemployment exist,
market prices for factors may overstate real costs depending on
the cause of unemployment. Labor market imperfections are
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often a major cause of Job mismatch. HWhere project activittes
provide employment in areas where other means of relief are not
avallable, the resulting employment is a special benefit from
the project. To achieve consistency tn tnvestment allocation
decisions, possible positive employment effects from other
expenditures that may be displaced by the project investment
should be taken into account.

Benefits of Power Projects
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 availabilfity and
relfability of power supply. Frequently fdentified benefits
from this type of projects are mainly related to use. On the
other hand, power projects that focus on alternative energy
sources, conservation and/or 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: 1increases 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
Tiving; and assistance to achievement of the government's
health and education objectives.

Farm and enterprise productivity is expected to improve as a
result of a range of activities made possible by increased
etectrificatton. Examples of activities that can result from
increased and relfable power supply incliude: electrically
powered manufacturing enterprises; irrigation and fish farms
where pumps are used; electrically powered grain drying and
processing, storage and fumigation systems; refrigeration of
perishable agricultural products; and automated livestock
processing/breeding systems.

Increased and reliable supply of electricity enhances tiving
standards in many ways, such as: wutilization of appliances for
education/entertainment/leisure or health; easing of home
chores which permits women to engage in other activities;

ntght 1ighting to deter crimes; and outdoor lighting of
community facilities 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 negative
correlation between electrification and population growth rate;
and expanded and improved delivery of extension services and
education.
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Benefits related to energy cost savings tnclude reduced
operating costs of enterprises, reduced household expenditures,
and increased foreign exchange savings from reduced fuel import
payments.

Benefits Measurement

In practice, it ts necessary to confine standard economic
appratsal to what can be measured and to supplement this as
necessary with descriptive analysis. In general, the benefits
wvhich can be measured are: (1) direct benefits to households,
reflected in power tollection revenues; (2) direct benefits to
farms and enterprises also reflected in power collection
revenues; (3) "surplus" benefits 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, additional direct benefits to the economy in terms
of savings in the costs of power generation, including savings
itn foreign exchange costs.

Descriptive anatysis of households, and of household demand,
can be couched in terms of standard of 1iving 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.

Khere 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 collections
from enterprises should boost the activity, unless tariffs are
low. Adding the "surplus" benefits in terms of increased
household or enterprise income will boost Justification
further. On the other hand, where the demand for "productive"
uses s small, and 1s couplted with low tariffs and a low level
of demand from households, justification will be difficult.

Benefits of Telecommunications Projects
Expected Benefits

Hidespread telecommunications factlitates two interactive links
that enable people in all regions to participate and share in
the process of economic development. Telecommunications
provides a means of contributing to the reduction in regional
disparities and the gap between the potential of 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 expenditure differentials. Telecommunications
enable a more equitable distribution of gains from the
development process ittself. These improvements will create
greater opportunities and inject greater productivity into the
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oneration of communities touched by the telecommunications
network. Motivational stimuli, imparted through easy access to
market information and by two-way interactive flows of ideas
and information among geographical areas can contribute to the
national synergy essential for private sector led market based
sustainable growth.

Improved or expanded telecommunications may be expected to
result in benefits in: agricultural, commerclal and industrial
productivity; household activities; health care and education;
planning and development; and migration and mobility.

Expected benefits on agricultural, commercial and industrial
productivity include: reduction in transaction costs for
business and government; farmers and traders access to price
information; improvement in communication organization;
expansion of business opportunities; better utilization of
scarce management skills; incentive to a manufacturing program
for telecommunications; increase tn tourism; infrastructure
support to power supply, water supply, waterways,
transportation, etc.; and agricultural support for the supply
of inputs and for irrigation control.

Expected benefits on household activities include: improved
socfal activities, expanded entrepreneurial activities, better
purchasing decisions, and reduction in transportation
expenditures.

Expected benefits related to heaith care and education
include: better health referral system; development of a
higher level of health care program; access to higher medical
centers for assistance in diagnosis, medical supplies and
ambulance dispatch; acceptance by more doctors of rural
assignments, with less possibility of professional isolation;
expanded role of radio and television informal education;
access by rural people to extension workers; access by
extension workers to higher levels of information and
assistance; and more contact with individuals/families/small
groups at relatively shorter intervals.

Benefits Measurement

In the past, the benefits of telecommunications were measured
by aggregate international comparison of input-output tables,
or the relationship between GNP and telephone availability or
usage, or the analysis of countrywide transport, energy or
lTocational objectives. The survey of literature and appraisal
and evaluation experience presented thus far, however, suggest
that benefits of a specific telecommunications project or
tnvestment program cannot be readily identified and measured by
very aggregative methods. In more recent years, attention has
stnce been focused on microeconomic analysis in addressing the
fssue of telecommunications benefits.
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Standard eccnomic appraisal providing internal rates of return
can be used to help determine not only the amount of resources
that should be devoted to telecommunications 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 telecommunications relatively high. One school of
thought airgues 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
tntermediaries, or (4) their observed willingness to incur
higher communications costs in the absence of a telephone or
other telecommunications service. Second, available
information on the characteristics of the beneficliaries of the
improved and expanded services and on how those beneficiaries
use these services will be reviewed. These data will then be
gualitatively analyzed in the light of the country's national
development policy goals and programs.

Benefits of Transport Projects

New or improved transport facilities resulting from the project
will lead to reduction of transport costs. HWhile this benefit
will inftially 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 ifmmediate users of the
facility.

The types of reduction in transport costs vary across modes.
Road improvements are expected to lead to lower operating costs
for vehicles and rolling stock. 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 maintenance will also help
prevent road closures and the losses assoctated 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 and larger
port factlities will make possible the use of larger ships and
eventually lead to some savings for shipping companies.
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In cases where the transport subproject diverts traffic to a new
or improved facility from other modes of transport or from other
routes, the benefits will be in terms of the difference in
transport costs on the old route or mode of transport and those
on the new facility. The relevant costs are the avoidable costs
or the savings involved in the shift. If diversion occurs
between different modes wherein transport costs may not be
directly comparable, the relevant cost is the marginal cost of
carrying traffic in the new mode. If the diverted traffic is
only part of the total traffic for a certain mode, and that mode
has excess capacity, the marginal savings would be substantially
less than what would be indicated by a comparison of average
costs.

Improvement of or a new transport facility will lead to
increased output. The net value of this incremental output is
the relevant measure of economic benefit. New construction or
improvement of existing rural roads with 1ittle traffic, as well
as all road projects which are justified on large increases in
economic activity and traffic, will provide savings to road
users and stimulate growth of the rural communities. To measure
the development impact, the following issues are relevant: (1)
how are savings in transport cost distributed among producers,
traders and consumers; (2) how will beneficiaries respond to
lower transport costs, e.g., will lower tnput costs, higher
farmgate prices and better transport service encourage producers
to tncrease production; and (3) what ncntransport constraints
exist which may prevent the beneficiaries from responding to
transport improvement? Given indications that transport costs
do constitute a large proportion of production costs, the
transport subprojects will 1ikely have a high marginal tmpact on
farmer incentives.

Transport improvements are expected to reduce travel time and
enhance quality of transport services. Time has a money value.
On the other hand, this has to be evaluated on the basis of the
types of opportunities created by the increased availability of
time, whether for increased production or voluntary leisure on
one hand or for involuntary idleness on the other. Since there
is large scale unemployment in the rural areas, the savings in
time may not be particularly viable. However, population
density and commuting in the urban areas may result in large
savings in time as well as increased worker productivity.

Benefits of Construction Equipment Investments

Since construction equipment will be used in infrastructure
projects, the economic benefits from construction equipment are
derived from the benefits from infrastructure projects.
Increased equipment availability will increase the
infrastructure stock. In addition, improved efficiency in
construction as a result of investment in equipment will improve
the productivity of capital and the efficiency of investment.
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At the project level, entities acquiring equipment for their own
use will have savings in operating and maintenance costs for a
given level of activity or given purpose as potenttal measurable
beneftts. Private sector firms acquiring equipment for their
own use will have increased income due to expanded operattons as
potenttal benefits in addition to reduced operating and
maintenance costs. For firms engaged in the provision of
construction equipment services, increased income from
rental/service fees constitutes potential benefits.

Benefits of Environmental Management and Protection

The environmental protection and management activities
envisioned for this project mainly involve waste disposal, air
and pollution control, and investment in equipment for (natural
resource) demand management and conservation programs.

Benefits from waste disposal and air and pollution control
include potential cost savings relative to existing methods;
reduction in health problems (which would result in savings in
health care expenditures, increased worker productivity and
tncreased returns to investments in human capital such as
education); and increased tourism (provided the benefits of
tourism outwetigh the costs).

Benefits from investment in equipment for natural resource
demand management and conservation programs include cost savings
relative to existing equipment used, and derived benefits from
the programs themselves. Natural resource program benefits for
old growth forests include preservation of biological diversity,
educational and scientific values, and cultural significance of
relatively undisturbed forests. Opportunity costs for these
programs consist of foregone national income if alternative
timber sources produce lower forest rents. Forest protection
programs through control of illegal logging have fmportant
implications for effictency and income distribution since the
magnitude of i1legal logging in the country is large.
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ANNEX A

GOP LETTER OF REQUEST

0



REPUBLIC OF THE PHILIPPINES

NATIONAL ECONOMIC AND DEVELOPMENT AUTHORITY
NEDA sa Pasig, Amber Avenue Pasig, Metro Manila

Cable Address: NEDAPHIL
P.O. Box 419, Greenhiils
Teis. 673-50-31 t0 50

N5, 2 7.9

Hr. Halcolm Butler
HMission Director

USAID Manilsa

Ramon Magsaysay Center
Roxas Boulevard, HManila

Dear Director Butler:

We wish to convey the request of the Government of the
Philippines (GOP) for $ 125 million assistance consisting of
$ 30 million in Hultilateral Assistance Initiative (MAI) funds,
and $ 95 million in U.S. Eximbank grant and 1loan guaranty to
finance the proposed Philippine Capital Infrastructure Support
Facility (PCISF). The proposed facility will provide financing
for the foreign exchange costs  of developmentally-sound
-infrastructure projects in the sectors of telecommunications,
povwer, transportation and construction.

We have undertaken initial discussions with USAID and U.S.
Eximbank officials on the general terms and conditions of the
proposed facility. We look forward to holding continuing
dialogues on the details of the facility within the next few
weeks, with the end in view of concluding the GOP-USAID Project
Agreement on MAI funds by 30 September 1980. We hope to conclude
negotiations on the GOP-U.S. Eximbank Concessional "Financing
Facility (CFF) Agreement around the middle of November 1880.

In view of the importance of infrastructure development to
GOP s efforts at achieving broad-based economic growth led by the
private sector, we will highly appreciate - USAID's favorable
consideration of this request for assistance.

Thank you.

Very truly yours,

: B
. CAYETjNO W. PADERANGA, JR.

Secretary of Socio-Economic Planning
and Director-General

H4
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ANNEX B

STATUTORY CHECKLIST



5C(2) - PROJECT CHECKLIET

Listed below are statutory criteria applicabple
to projects. This section is divided intec two
parts. Part A includes criteria applicable to
211 projects. Part B applies to projects funded
from specific sources only: B{l) applies to ahl
projects funded with Development Assistance;
B(2) applies to projects funded with Deve&opment
Assistance loans; and B(3) applies to proiests
funded from ESF.

IS COUNTRY CHECKLIST UP TO
DATE? HAS STANDARD ITEM
CHECKLIST BEEN REVIEWED FOR
THIS PROJECT? '

CROSS REFERENCES:

h. GENERAL CRITERIA FOR_PROJECT

1. EY 1990 Appropriations Act Sec. 523:
FA2 Sec. 634A. If money is to be
obligated for an activity not previously
justified to Congress, or for an amount
in excess of amdunt previously justified
to Congress, has Congress been prorerly
notified? ;

2. A . Prior to an obligetion
in exces¢ of $500,000, will there Le:
(a) engineering, financial or other plans
necessary tc carry out the assistance;
and (b) a reascnably firm estimste of the
cost to the U.S. of the a551stanCP?

3. EAA Sec. £11(2)(2).

country thh respect to an oblzgat;on in
excess of $500,000, what is the basis for
2 reasonable expectation that such action
will be coirpleted in time to permit
orderly accomplishment of the purpose of
the assistance?

If legzslatxve

P

Yes.

Yes,

Congress cleared
Notification on

Avmvird 1‘ 190
YUY we &

-y

Yes. Necessary plans
and updated cost esti-
mates are available for
subprojects financed
under the project.
Tota) value of this
*pool® of subprojects
{s ‘greater than the
project i1ire-or-project
funding total.

NA



FAA Sec. 611(h): FY 1990 Appropriazions

act Sec, 501.- If project is for water or
water-related land resource construction,

have benefits and costs been computed to
the extent precticable in accordance with
the principles, standards, aad procedures
established pursuant to the Water

Resources Planning Act (42 U.S.C. 1962,

et seg.)? (See A.I.D. Handbook 3 for
guidelines.) : _
FAA Sec, 611(e). 1If project ic capital’

assistance (e.g,, construction), and
total U.S. assistance for it will exceed
$1 million, has Mission Director
certified and Regional Assistant
Administrator taken into consicderation
the country's capability to maintain and
utilize the project effectively?

FAA Sec., 209. 1Is project susceptible to
execution as part of regional or
multilateral project? If so, why is
project not so executed? Information and
conclusion whether assistance will
encourage regional development programs.

Fand Bec. 601(z2). Informetion and

conclusions on whether projects will ,
encourage efforts of the country to: -
(a) increase the flgw.0of international
trade; (b) foster private initiative and
competition; (c) encourage developrent
and use of cooperatives, ¢redit unions,
and savings and loan associations;

(d) discourage monopolistic practices;
(e) improve technical efficiency of
industry, agriculture and commerce;
(f) strengthen free labor unions.

Fa2 Sec., £01(b). Information and

conclusions on how project will encourage
U.S. private trade &nd investment ahroad
end encourage private U.S. participation
in foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

angd

.
1

B1

N/A

Yes.

(a) Improved {nfrastruc-
ture will facilitate
transportation, in-
¢luding exports, to
and from Phils.

Key infrastructural
(e.g. power, telecon)
improvements will fur
ther private sector

(b)

led growth.
(cg N/A (e) N/A
(d) N/A (f) N/A

A1l equipment’ , commodi-
ties and services funded
under Project will be tir
to U.S. source & origin.

¢




10.

11,

12,

13.

EAA Secs, 612(b).. 636(h). Describe steps N/A

taken to assure thal, to the maximum
extent possible, the country is
contributing local currencies t> mcet the
cost of contractual and other services,
and foreign currencies owned by the U.S.
are utilized in lieu of dollars.

FAA Sec, 612(d4). Does the U.S. own : N/A
excess foreign currency of the country . =
and, 1f so, what arrangements have been

made for its releaose?

priaty . 521. If N,
assistance is for the production of zny
commodity for export, is the conmodity
likely to be in surplus on world mazskets:
at the time the resulting productive '
capacity becomes operative, and is such
assistance likely to cause substantisl
injury to U.S. producers of the sams,
similar or competing commodity?

EY 1990 Appropriations Agk Sec¢, ...:»_1_7 . No,
Will the assistance (except for projrams
in Caribbean Basin Initiative countries
under U.8. Tariff Schedule "Section BO7,"
which allows reduced tariffs on artlcles
assembled abroad from U.S.-made 1
components) be used directly to procure’’
feasibility studies, prefeasibility
studies, or project profiles of potential
investment in, or to assist the '
establishment of facilities specifically
designed for, the manufacture for export
to the Unite States or to third country
markets in direct < mpetition with U.S.
exports, of textiles, apparel, footwear, .
handbags, flat goods {such as wallets or
coin purses worn on the person), work
gloves or leather wearing apparel?

PAA Sec. 119(g)(4)-(6) & (10). Will the (a) N/A
assistance:. (3) support training and (b) N/A
education efforts which improve the {(c) N/A

capacity of recipient countries to
prevent loss of biologicel diversity;
(b) be provided under 8 long-term
sgreement in which the recipient country
agrees to protcct ecosystems or other

h3



14.

15.

16.

17.

wildlife habitats; (c) support effcrts
to identify and survey ecosystems in
tecipient countries worthy of

protection; or (d) by any direct or
indirect means significantly degraie
national parks or similar protected areas
or introduce exotic¢c plants or animals
into such areas?

FAA Sec. 121(d). If a Sahel projezt, has

a2 determination been made that the host -
government has an adequate system for
accounting for and controlling receipt
and expenditure of project funds (either
dollars or local currency generated
therefrom)?

under heading "Agency iQL.lﬂLﬁLﬁiLlQnﬁl
Development.* If assistance is to be
made to 2 United States PVO (other than a

cooperative development organization),

‘does it obtain at least 20 percent of its

total annual funding for internaticnal
activities from sources other than the
United States Government?

EY 1990 Appropriations Act Sec. 537. If
assistance is being made availuble to a,
PVO, has that organization provided -upon
timely request any document, file, or
record necessary to the a|d1tirg
regquirements of A.I1.D., and 1is the PVO
registered with A.I.D.7

oriat ec, Sl¢. If
funds are being obligated under an
appropriation account to which they were
not sppropriated, has the President
consulted with and provided & written
justification to the House and Senate
Appropriations Committees and has such

"obligation been subject to regular

notification procedures?

B4

(d) Initial Environment-
al Examinations (and
possibly Environmen-
tal Assessments) wil’
be undertaken for al)
capital infrastruc-
ture activities to
determine and, if
appropriate, mitigate
damage to any pro-
tected area, marine
1ife or plants.

N/A

N/A

N/A

N/A



18.

19.

20.

21.
-

B

state Authoxization Sec. 139 (as . Yes, it will be.
interpreted by conference report). Has

confirmation of the date of signing of

the project sgreement, including the

emount involved, been cabled to State L/T

and A.1.D. LEG within 60 days of the .

dgreement’s entry into force with respect

to the United States, and has the full
text of the agreement been pouched to

those same offices? (See Hendbook 3,

Appendix 6G for agreements covered Ly

this provision).

Trade Act Sec, 5164 (as interpreted by The GOP uses metric
conference report), amending Mektric measurements for infra-
Conversion Ack of 1975 Sec, 2. Does the structure development
project use the metric system of and its use causes no
measurement in its procurements, grants, significant detriment
and other business-~related activities, to U.S5. firms,

except to the extent that such use is
impractical or is likely to cause
significant inefficiencies or loss of
markets to United States firms? Are bulk
purchases usually to be made in metric,
and ere components, subassemdlies, and
semi-fabricated materials to be specified
in metric units when econpmically
availeble and techn1ca11y adequate?

FY 1990 Appropriations Act, Title II., -. Improved capital infra-
under_heading “Women in Development." structure will benefit
Will assistance be designed so that the . men and women equally.

percentage of women participants will be
demonstrably increased?

FY 1990 Appropriations Act Sec. 592(a). N/A
If assistance i: Ffurnished to & foreign
government under arrengements which ‘

result in the generation of local

currencies, hes A.1.D. (3) required that

local currencies be deposited in a . ,
separate account established by the

recipient government, (b) entered into &n
agreement with that government providing

the amount of local currencies to be

generated and the terms and cenditions

under which the currencies so deposited

may be utilized, and (c) esteblished by
agreement the responsibilities of A.I.D.

and that government to monitcr and

account for deposits into ang

disbursemronts from the separate account?



Will such local currencies, or an
equivalent amount of local currencies, be
used only to carry out the purposes of
the DA or ESF chapters of the FAA
{(depending on which chepter is the scource
of the assistance) or for the
administrative requirements of the United
States Government? ;

Has A.I.D. taken 8ll appropriate steps to
ensure that the equivalent of local
currencies disbursed from the separate
account are used for tre agreed purposes?

If assistance is termirated to a country,
will ‘eny unencumbered balances of funds
remaining in a separate account be
disposed of for purposes agreed to by the
recipient government arnd the United
States Government? )

Bb
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B. FUMDING CRITERIA FOR PRQJLCT

1. DRevelonment Assistance Project Criterias
@, [EX 1990 Appropriafions Aqt Seq. 5461 N/A
(as interpreted by conference report for
original enactment), If assistance is
for agricultural development activities .
(specifically, any testing or breeding
feasibility study, variety improvement or
introduction, consultancy, publication,
conference, or training), are such
activities:: (1) speC1f1ca11y end
principally designed to increase
agricultural exports by the host country
to a country other than the United
Stetes, where the export would lead to
direct competition in that third ccuntry
with exports of 2 similar commodity grown
or produced in the United States, and can
the activities reasonsbly be expected to
cause substantial injury to U.S.
exporters of a similar agricultural
commodity; or (2) in support of research
that is intended primarily to benefit
U.8. preoducers?

b. FAA Sec, 107. 1Is special emphasis .° N/A
rlaced on use cf appropriate technology i
(Befined &8s relatively smaller, :
cost-saving, labor-using teclnologles

that are generally most spprcpriate for

the small farms, small businesses, and

small inc tnes of tha poor)?

c. FEAA_Sec. 781{h). Descrite exteat to The GOP specifically

which the sctivity recognizes the requested this project
particular needs, desires, and capacities to meet its needs in
of the people of the country; utilizes capital infrastructure.

the c¢:untry's intellectual resources to The project provides
cncourage institutional develdpment; and credit guarantees that
su,~corts civic education anéd training in will enable both the

skills required for effective : government and the private

participation in governmentel and - sector to develop and

political processes essential to build infrastructure

self-government. furthering private sector
© led growth,



. f B

a. FAA Sec, 101(a). Does the activity  vYes. New pnd improved basic infra-
give reasonable promise of contributing  structure will provide opportunities
to the development of economic resources, f¢or private sector growth.

or to the increase of productive . j

capacities and self-sustaining econemic

growth? :

e. FEAA Secs, 1Q2(b), 111. 213, 281(a}. (1) Local government representatives
Describe extent to which activity will: have pFrthﬂpatedin the 1dentifi-
(1) effectively involve the poor in cetionlof the capita) projects.
development by extending access to Many of the proposed projects seek
economy at local level, increasing " tc improve the quality of basic
labor-intensive production and the use of services in the fields of tele-
sppropriate technology, dispersing communfcations, transportation,
investment from cities to small towns and ard engrgy. These improvements
rural areas, and insuring wide stould; benefit the poor.

participation of the poor in the benefits

of development on a2 sustained basis,

using appropriate U.S. institutions; ~

(2) help develop cooperatives, especially (2) N/A
by technical assistance, to assist rural

and urban poor to help themselves toward

A better life, and otherwise encourage
(lemocratic private and local governmnentsl (3) N/A
institutions; (3) support the self-help

L

efforts of developing countries; (4) (4) The economic growth should
promote the participation of women in thLe provide more opportunities to
national economies of develcping women, *

countries and the improvement of women's
status; and (S) utilize and encourage
regional cooperation by developing '
countries. ‘

f. EAM Secs, 103, 103A, 104, 305, 106,  N/A. Project is funded under heading
120-21: Fy 1990 Approprintions Ack, of "Multilateral Assistance Initiative
Title II, under hepding "Sub-Ssharan ' i
africa, DA.* Does the project fit the !
criteria for the source of funds ;
(functional account) being used? . '

g. uwpmmmww N/A
n Alrica. DA.," .

Have local currencies genera ed by the

sale of imports or foreign exchange by

the government of & country in

Sub-Saharan Africe from funds

appropriated under Sub-Scharan Africa, DA

been deposited in a special account

established by that government, and are

these local currencies available only for

&\



use, in accordance with an agreemeal with
the United States, for development
activities which are consistent with the
policy directions of Section 102 of the
FAA and for necessary administrative-
requirements of the U. §. Government?

!

h.” FAA Sec, 107. Is emphasis placed on’
use of appropriate technology (relat1ve1y

smaller, cost-saving, labor-using
technologies that are generally most
appropriate for the small farms, small
businesses, and small incomes of the
poor)? "

1. FAA Secs. 110, 124(4). Will the.
recipient country provide at least 2%
percent of the costs of the program,
project, or activity with respect to
which the assistance is to be furnished
(or is the latter cost-sharing
requirement being waived for a
“relatively least developed” country)?

3. FAA Sec. 128(b). If the actlvxty

attempts to increase the institutionel
capabilities of private organizations or
the government of the country, or if it
attepts to stimulate scientific and .
technological research, has it been
designed and will it ‘e monitored to
ensure that the ultimate benef1c1ar1es
are the poor majority?

XK. FAR Sec, 281(h). Describe extent to

which program recognizes the particular
needs, desires, siid capacities of the
people of the country; utilizes the
country's intellectual resources to
encourage institutional development; and
supports civil education and training in
skills required for effective
participation in governmental processes
essential to self-government.

1. FY 1990 Appronrjstions Act., under
heading "Population. DA," and Segc, 535.
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 abortions?

B4

No. Emphasis is placed
on meeting major infra-
structural needs. How-
ever, smaller projects
may also be considered.

Grantee will be required,
however, to provide
resoyrces &8s needed to
carry out Projects.

N/A

See B.1.(c) above.

N/A




Are any of the funds to be used to pay
for the performance of involuntary
sterilization &8s a method of family
planning or to coerce or provide any
finsncial incentive to any person to
undergo sterilizations?

Are any of the funds to be made avzilable
to any organization or program which, 2s
getermined by the President, supports or
participates in the management of a
program of coercive abortion or
involuntery sterilization?

Will funds be made available only to
voluntary family planning projects which
offer, either directly or through -
referral to, or information about zccess
to, a bread range of family planning
methods and services?

In awarding grants for natural family
planning, will any applicant be
discriminated against becaus: of such
applicant's religious or conscientious
commitment to offer only natural family

plenning?

Are any of th~ fuids to lm used to pay
for any biomedical research which
relstes, in whol or in part, to methods
of, or the performance of, abortiors or
involuntary sterilication as a means of .
family planning?

m. FAA_Sec. 601(e). Will the project

utilize competitive selection procedures
for the awarding of contracts, except

where applicable procurement rules allow
otherwise? ‘

n. FY 1990 Appropriations Act Sec. §79.:
What portion of t):« funds will be ‘

availabl.. only .- activities c¢f
econc.icuily 3nd sovially disaldvantaged
enterprises, historically black colleges:
and universities, college: and
universities having a student Ltody in
which more than 40 percent of the
students are Hispanic¢ Am:ricans, ard

N/A

N/A

N/A

N/A

N/A

Yes. Eximbank
procedures will be

followed.

N/A

“



private and voluntary organizations whigh
are controlled by individuals who are
black Americans, Hispanic Americans, or’
Native Americans, or who are economically
or socially disadvantaged (including
women)?

o. EAA Sec, 118(c). Does -the ass:stance

comply with the environmental pxocedures
set forth in A.I.D. Regulation 16? Does
the assistance place a high priority on'
conservation and sustainable management -
of tropicel forests? Specifically, doeg
the assistance, to the fullest extent
feasible: (1) stress the 1mpottance of
conserving and sustainably manag1ng
forest resources; (2) support activities
which offer employment and income
alternatives to those who otherwise would
cause destruction 8and loss of forests,
and help countries identify and implement
alternatives to colonizing forested
aress; (3) support training programs,
educational efforts, and the
establishment or strengthening of
institutions to improve forest
management; (4) help end destructive
slash-and-burn agriculture by supporting
stable and productive farming practices;
(5) help conserve forests which have not
vyet been degraded by helping to incrzase
production on lsnds already cleared or
degreaded; (6) conserve forested
watersheds and rehabilitate those which
have been deforested; (7) support
training, research, and otherx actions
which lead to sustainable and more
environmentally sound practices for
timber harvesting, removal, and
processing; (B) support research to
expand knowledge of tropicel forests and
identify alternatives which will prevent
forest destruction, loss, or
degradation; (9) conserve biological
diversity in forest areas by supporting
efforts to identify, establish, anéd
maintain a representative network cf
protected tropical forest ecosystems 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 minimize
damage to natural

.resources.

An initial Initial
Environmental Exami-
nation will be c¢onducte:
on all projects finance:
with follow-up Environ-
mental Assessments done
on those activities
impacting upon the
environment.

(1)-(11) N/A



condition of support for activities
involving forest clesrance or
degradation, and by helping to identify
tropical forest ecosystems and species in
need of protection and establish and
maintain appropriate protected areas;
(10) seek to increase the awareness of
U.S. Government agencies and other donors
of the immediate and long-term value of
tropical forests; &nd (ll)/utilize the
resources and abilities of all relevant
U.S. government agencies?

p. FAA Sec. 118(c)(13). 1f the
assistence will support a program or
project significantly affecting tropical
forests (including projects involvirg the
planting of exotic plant species), will
the program or project: (1) be based
upon careful analysis of the alternstives
available to achieve the best sustainable
use of the land, and (2)/tske full
account of the environmental impacts of
the proposed activities on biologizal
diversity? )

g. FAA Sec. 118(« . Will assistance

be used for: (1) the procurement.osr use
of logying equipment, unless an .
environmental assessment indicates that .
all timber harvesting operstions involved
will be conducted in &an environmentally
sound manner and that the proposed
activity will produce positive economic
benefits and sustainable forest
management systems; or (2) ections which
will significantly degrade national parks
or similar protected areas which contain
tropicel forests, or introduce exotic
plants or animals into such sreas?

r. FAA Sec. 118(¢)(15). Will assistance
be used for: (1) sctivities which would
result in the conversion of forest lands
to the rearing of livestock: (2) the
construction, upgrading, or mainterance
of roads (including temporary haul roads
for logging or other extractive
industries) which pass through relztively
undergroded forest lands; (3) the

BiL

Yes

1; No
2) No
3) No



colonization of forest lands; or (¢) the
construction of dams or other water
control structures which flood relatively
undergraded forest lands, unless with
respect to each such activity an
environmental ansessment indicates that
the activity will contribute
significantly and directly to improving
the livelihood of the rural poor and will
be conducted in an environmentally sound
manner which supports sustainable
development? )

EX 1990 Appropristions Act

If assistance relates to
tropical forests, will project assist
countries in developing a systematic
analysis of the appropriate use of their
total tropical forest resources, with the
goal of Qeveloping & national program for
sustainable forestry?

t. EY 1990 Appropriations Act
Sec, 534(b). If assistance relates to
energy, will such assistance focus on

improved energy efficiency, increased use
of renewable energv resources, and
national energy plans (such as leisst-cost
energy plans) which include investment in
end-use efficiency and renewakbie energy!
resources? . '

S.

Descxibe and give conclusior.: as to how
such assistance will: (1) i:.crex.e the
energy expertise of A.I.D. staff, (2)
help to develop analyses Oof energy-sector
actions to minivize emis-ions of
greenhouse gases at leasl cost, (3)
develop energy-scector plans that employ
end-use analysis and cther techaiques to
identify cost-effectiv: actions to
minimize reliance on fussil fuunls, (4)
help to analyze fully environmental
impacts (including impsct o0n giobal
warming), (S) improve efficiency in
production, transmigssion, distribution,
and use 6f energy, (€) assist in
exploiting nonconventional reanewable
energy resources, including wind, solar,
small-hydro, geo-thermal, an) advanced

(1)

(2)

(3)

4)
5)

(6)
(7)

B

(4) No

N/A

" e—

Power may be funded
under Facility. Exin
bank and AID will
review to see whether
technology is
appropriate.

AID technical persons

will ?ain additional
expertience through
their thorough revier
of potential energy
projects.

A1l proposals will b:
evaluated on their
Yikely environmental
fmpact.

Proposals with minim
reliance on fossil
fuels will be looked
at closely.

See t.(2).

Projects will use
latest US technology
Geo-thermal energy F
very good potential,
Energy projects may
undertaken in rural
areas having 1ittie

energy.
.Cgo



biomass systems, (7) expand efforts %o
meet the energy needs of the rural poor,
(8) encourage host countries tc sponsor
meetings with United States energy
efficiency experts to discuss the use of
least-cost planning techniques, (9) help
to develop a cadre of United States
experts capable of providing technical
assistance to developing countries on
energy issues, and (10) strengthen
cooperation on energy issues with the
Department of Energy, EPA, World Benkx,
and Development Assistance Committee of
the OECD.

u. EX~}9EQ_&RQLQﬂilﬁELQBE_A££4_ILLL‘_II*
under hesding "Sub-Saharan Africa, DA"
(as interpreted by conference report upon
original enactment)., If assistance will
come from the Sub-Saharan Africa D2
account, is it: (1) to be used to help
the poor majority in Sub-Saharan Africa
through a2 process of long-term
development and economic growth that is
equitable, participatory, environmentally
sustainable, and self-reliant; (2) being
provided in accordance with the pclicies
contained in section 102 of the FAR:

(3) being provided, when consistent thh
the objectives of such assistance,
through African, United States and other
PVOs that have demonstrated effectiveness
in the promotion of local grassroots
activities on behelf of 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
agricultural production and natural
resources, health, voluntary family
planning services, education, and income
generating opportunities, to bring sbout
appropriate sectoral restructuring of the
Sub-Saharan African economiec, to support
reform in public administration and
finances and to estzblish a favorable
environment for individual erterprise and
self-sustaining development, and to take

Bl

(8) if projects are deemed
feasible, such meeting
will take place.

(9) a1l commodities,
contracts, TA will be
tied to U.S. firms
exclustvely,

{10) N/A.

N/A



!/

d

into sccount, in assisted policy reforms,
the need to protect vulnerable groups;
(5) being used to increase agricultural
p-oduction in ways that protect and
testore the natural resource base,
especially food production, to maintzin
and improve basic transportation ani
communication networks, to maintain &nd
restore the renewable natural rasoucce
base in ways that increase agricultural
production, to improve health conditions
with special emphasis on meeting the
health needs of mothers and children,
including the establishment of
self~sustaining primary health care
systems that give priority to preventive
care, to provide increased access to
voluntary family planning services, to
improve basic literacy and mathematics
especially to those outside the formal
educational system and to improve primary
education, and to develop
income-generating opportunities for the
unemployed and underemployed in urban and
rural arxeas?

v. In:g:na:igngl Development 2Act Sec.,
2l), FAA Sec. 463, If project will
finance a debt-for-nature exchange,
describe how the exchange will support
protection of: (1) the world's oceans
and atmosphere, (2) animal and plant
species, and (3) parks and reserves; or
describe how the exchange will pronste:
(4) natural resource management,

(5) local conservation programs,

(6) conservation training programs,

(7) public commitment to conservation,
(B) land and ecosystem management, and .
(9) reg-nerative approaches in farming,
forestry, fishing, and watershed
mansgement,

w. FY 1990 Approoriations Act See¢, 515.
I1f deob/reodb authozzLy is sought tc be
exercised in the provision ¢f DA
assistance, are the funds being obligated
for the same genera) purpose, and foz
countries within the same region asg
originally obligated, and have the House
and Senate Appropristions Cormittees been
properly notified?

N/A

N/A

L
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LOGFRAME INPUTS-PCIS

- Project Title: Philippine Capital Infrastructure Support Project
(492-0458)

- Life of Project: From FY 1990 to FY 1992

- Total U.S. (AID) Funding: $85 million

- Date Prepared: Sept. 12, 1990

NARRATIVE SUMMARY

A-1

c-1

Program or Sector Goal

Further broad-based sustainable economic growth led by the private
sector.

Project Purpose

Mobilize public and private sector resources to meet priority
infrastructure needs, the lack of which constrains general
economic growth.

Project OQutputs

One or more U.S.-sourced capital infrastructure projects that will
enhance private-sector led growth.

Project Inputs

AID: Grant funds for technical assistance and the Concessional
Financing Facility.

Eximbank: Grant funds and loan guarantees.



CZ

OBJECTIVELY VERIFIABLE INDICATORS

A-2

Measures of Goal Attainment

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

End-of-Project Status
Establishment of necessary capital infrastructure leads to

an environment encouraging business expansion and
employment generation.

Magnitude of OQutputs

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

Implementation Target

AlID: (¢ million)
Grants 85
Eximbank:

Grants and Loan Guarantees 270

Total 355

Ll



MEANS OF VERIFICATION

A-3
Final evaluation of project.

GOP economic reports

B-3

Project evaluations

c-3
"Eximbank reports

project officer reports

D-3

eximbank loan officers' reports



C

IMPORTANT ASSUMPTIONS

A-4

for goal

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

for purpose

conditions are favorable for investment

general political and economic stability.

for outputs

projects financed under credits program are feasible.
for inputs

sufficient interest in program

continuation of AID and Eximbank funding.

67
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AS A PROECT L1oTLY TO PRESINT PO 1CY CONCERNS, VI aSK
THA® Tuf PP @ SUBKITTID FOR A10/v APPROVAL @Y TN (NC
OF JULY FOR AUS.ST 3. IGATION . OUR VILWS OM

APPROPR (LTE APORSACK 70 PP DESIGM FO.LOW SELOW, BUT VE
VOULD APSRECIATE vOUE Cwm Vilvs On TmIS APPRDACH. [ND
sUmaRY,

1. PROJEST CORCIPY. W SEL PCIS AS AN 41D PROJECT 1D
TAE DEVIOPAENT ADVANTAGE OF Tml RECEWTLY ANMOUNCED
JOINT FACILITY VITH THE CXPORT (MPORT BANK FOR 1NCRLZASED
FINANCING OF U ¢ EXPORTS MECTING CAPITAL PROJICT NEEDS

OF FOUR COUNTRITS INCLUDING ThE PHALEPPINES. THiS 1R 2
TENTAYIVE PROJECT QUTLINE AS WE SEE 1T

~ A THE PCYT PURPSIE 1S TO ATTAACT ADDITiOMAL EX-1M
and u. . PRIVATE RESOURCES 70 NELY VRCEMT INFRASTRUCTURE
SLL0S OF TuE Px1LIPPIRES FOR PRIVATE SECTOR GROVIM.
PCIS VILL PROVIDE GRANT FUNDING TO SLEND Witk [X-IR
GRANT AND GUARANTY FAZILITILS AND PRIVATL CAPITAL. VMK
PLaRslO 30 MILLION DOLLARS OF A1D FY 1000 SA) GRANT
FUNDS AND FIVE MILLIOW OF £X- (N GRANT FURDS FROM Tal WAl
CHEST wiv MOBLIZE ABOUT 123 MILLIOW TOTAL FUNDING,

= 0. W EXPICY PCIS TO MECT PRINMARILY
TELCCOMRUNICATIONS Of POVER NIEDS, BuT SUITABLE
CONSTRUCTION [OuIPAENT DR TRANSPORT PROPOSALS COULD ALSO
8f CONSIDIRED. PCIS SHOULD SUPPORT ONE Of & FIW
REASONADLY {ARGE CAPITAL 1NFPRASTRUCTURE REQUIRIMINTS
RATHER THAN & MMBER OF SMALLER SUBPROJECTS: TmiS
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AIO/PFR/EN/A: JOOCHTER ORAFTH

SHOULD EaaBLE US YO WAYE GREATES 1w@aC? anl A¥O O
EXCESS (VE MANAGEMENT QURDENS. & minimun SUBPROJECT
RIGHT 8¢ FIvE O TEN RIL( 10N OF A1D GRANT FUmMDS 1M &
29,90 MLL 10w DOLLA? SUBPROJECY, WI WOULD WE.CO™E
CONCERTRATING ON A SIMGLE VERY LARCE REOUIREMEN",

« . W ANTICIPATE THAY YNE A1D PRDJICY FuNDS SC

001 1GATED BY PROJECT AGRETMENT viTH THE GOP SETTING
FORTH THE GENMERAL SUBPROJECT CRITER(A ACCLPYARLE TO BDTN
USAID AND TRE 6OP. AID CRITERIA VWILL INCLVDE IMiTIAL
ENVIRCMMENTAL EXARMINATIONS (LC'S) AND REGULATION 16
EavIROMRENTA RULES. Wb CONTEmPLATE USAID USE OF 2
STANDARD NANOBOOK 3 PROJECT AGRCEMENY, BUT WOULD L tkE
YOUR COMMENTS ON THIS APPROACH AND ANMY SPECIAL TAVLORING
YOU BELIEVE MECESSARY. (1MP({MENTATION LETTERS will
SPELL OUT FURTHER CRITERIA and APPRDYAL PROCEDUMES AS
SUBPROJILCTS ARE DEVELOPED.

= 8. TR PROJECT AGREEMENT WiLL PROVIDE THAT A1D
FUNDS Will BE YRANSFERREL 10 €2-1M FOR SLENDING wile
ER=1M GRANT FUNDS AND GUARANTELS. 2 COND(T!ON ORECEDINT
VitL BC COMC uSI10M OF & MASTIR AGREEMEN! SETVELA E2-IM
AND THE GO® COVIRING 175 CONDITIONS FOF AUTHOS D NG Tai
COMBINED AID-Eo-iM FACILITY. A1D V'L SEPARLTE Y ENTER
AN AGREEMENT wiTw EX-1m FO5 TNE ADMINISTRAYIOM OF Taf
FUNDS TRANSTERRED.

< B, BOTR PEIVAYE SICTOR AND PUB 1L SICTOS
SUBPROJECTS Cah DE CONSIOIRED. 1f NEEDS 1N Tmf PR, (L
SICTOS ARE TO BE ADDRESSEZ, YDy SKOVLD BE mE° wrik:

POSSIBLT TNROULK YHE MAYIMUP UST OF PRIVATE RESOURZLS
ARC MANMAGENEST, (WCLUDING BuitD-OPLRATL-TRANSFER @-0-T.
Of SimiLAR AESHANISHS,

IN THE CVENT THE GOP RELENDS AID GRANT FUNDS T0 4
PRIVATE SUBPROJECT, REPAYAERTS 10 THE 6OP NEID D' BE
TRACAED 8Y THE MiSSiOn.  TWE 410 PURPOSE wWill WAvE BEEN
COMPLETELY CARRIED OUT 8y THE 1NITIAL TRANSACTION

~ F. THE MATURE OF THE SUBPROECTS WILL OETER™ ¢
APPROPRIATE MEANS OF ASSUR (NG REASONABLENESS OF (O5°.
WMERE THE GOP MAS PROVIDED FOR COMPETITION, THiS M O
SUFFICIENT,  EX-1M CAN PASE SIMILAR FINANC ING AvA ' AB. 2
T0 & sUMBER OF U.$. FIRMS (W SUCK COMPETITIONS.

NOWEVIR, MEGOTIATID PROCUREMENTS OF PRIVATE PROPOIA S
RAY WAVE TO OC REVI[WVEO FOR COSY Of OTHER asPiCIs. I
PROJLCY SHOULD PROVIDL 41D FUNDS FOR QUICK QF-0aY
TURNARDUND) CONSUL TANT REVIEWS OF PROPOSALS, POSSiBLY BY
LOCALLY AVAFLABLE EXPERTS.

= 6. OmCE SuBPROJECY PROPOSALS ARE PRESENTED YO (A-im,
EX-1R WLl REVIEY, AUTHORIZL ANC ADMINISTER THEM B
ACCORDANCE WiTh AGRIED VPOM PRDCIDURES AND RULES, AI1D'S
MALIMENT YO TRANSTER PRC.ECT FunDS  AND Tof wWasvis
AGRCEFENT With TuE GOP.  USAID wiil NAVE MiminA,
fAVOLYENERT 10 WDRNAL SUBPROJEC! OPERATIONS. OF Coulst,
THE MISSI0M SMOULD FOLLOV SUBPRSJECTS  GEMERAL PROGRESS,
AND ER-IM MIGNT CALL UPOM THE MiSS10n FOR ASSISTANCE 1N
e Ivin! OF PROBLENS.

3. ISSUCE. THE aBOvVE APPROACK SMOULD COVER Mamy {5 T
ISSUES RAISED BY TNE MISS100° S JUNE 28 FAX MEMORANDUN,
AND THE OESICN TEAW CAx DEAL WiTh OTHERS.  $£.0. AR}
SONE BESPONSES TO POINTS RAISED !0 THE FA MWD

N OQUR REVIEY OF A POSSIOLE ADvanCt OF Fum2s TO Tt

GO OWDER TRE PCIS IMDCCATID THAT TmiS 18 a8y PLSSID.E
PUDER CASN RARAGEMENT RULES.
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REwilw  €R2EPT FOR TWE (LC ANC REG 1€ REQ. K{Mfe" €07
ENvIROANENTA  REASONS, VE ARL NOY AVARE On A PRI, ™ mif.
REVIEW OF ANY ALD INTEREST .S, COMTENT, .1 S+ PO Wl
€7C.) TMAY 3 NDT WET By Ex-im PROCEOURES. wOMEVER, W
WOULD APPREIATE YOUR ACVIEY AND ADVICE (F YOU SEf AnY

OTHER REQUIRTMINT W SHOULD ADD TO Lx-1M RULES.

= C. GELOGRAPMIC CONCEMTRATION I AN ANfA OF AiD
INTERESY €.6., GENCMAL SANTOS C1TY- wOULD BE & GOOD way
T0 IMCREASE IMPACT OF OUR ASSiSTamCE, But Wt $C WS~ WaN®
T0 1MPOSE T AS & BESTRICT oW,  WMILE TwIS 1S A 000
PLACT TO START STEM NG POTINTIN SUBPROJECTS, BUT SWOULC
NOT DELAY FINDING SUTTABLE USES FOR PCIS FUNDS.

D Tuf OEGREE TO wwiCw CONCESS: OMALITY OF PCiS
FINANCING PACKAGES WOULD PASS TO PRIVATE OWNERS WOULD
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CERTIFICATION PURSUANT TO UTILIZATION OF GRAY AMENDMENT ORGANIZATION

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

h«uu&«ﬂ» v/

‘Malcoim Butler
Director, USAID Philippines

NOV 9 1990
Date
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INITIAL ENVIRONMENTAL EXAMINATION M

COUNiTRY: Republic of thz Philirpines
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ASTIVITY:
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TOTAL A.1.D. FULDING: $35 million

LIFE OF PIOJECT: FY1990 - FY1965
N X
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STATEMENT PREFARED BY: 770 (8
A S.:1n Alexander

// ANE/FO/ENV

\
ENVIPOKMENTAL ACTION 4 U enviro: nental procedures (22 CFR 216)
RF7OMMENDEID: will be applied to assure environmental

soununess. This will require preparation of
an Initial Environmental Examination (IEE)
for each proposed sub-project, and an

Envi. comental Assessment (EA) as required.

)
ENVIROUMENTAL OFFICER'S — ol g o
)_IX‘A

CLEARANCE: Kevin A. Rushing
Oifice of Rural a:d Agricultural Developmant
USAIO/Philippines

USAID/PHILIPPINES APPEQVED: }ZL.UM&.AA#L!

DIRECTOR'S DICISION: "=+ DROVED: ) _
. g-1-90 '
“HE ENVIRCIMENTAL LPPROVED: I/L.q Z W
OFFICER'S DECISION: 01SAPPROVED:
DATE: } B~ 90
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EXAHINATION Of’ THE NATURE, SCOPE AND MAGNITUDE UF THL LNVIRUIGILIV AL acn e

1. Project Descriation F‘Z

The Philippine Capital Infrastructure Support (PCIS) project seeks to mobilize
public 'nd private resources to meel priority infrastructure neecs which
presently constrain ' . had-basec private sector-led gro~th. Ti=z PCIS strategy
contains three components:

1. Lleverage MAl resources to the m 1 extent rassible by raising
cdditional resources for infrastructure from the U.S. Export-Import Bank
(Exim) and other U.S. Government prograns, the commercial bankiry szctor, and
othar private sector sources. In conjunction with AID's contribution, Exim
%ill provide an agreec level of grant funds from its '-ar chest.' Exim .ill
2150 provide long term credit guiran.ees to encourage U.S. banks to rmake loans
.or U.S. exports needad for infrastructure projects in the Philippines.

2. Use the rist < fficient 1 -ans to manage the PCIS, while assuring that
PCIS-financed activities are properly selected, monitored and evaluated.

Although AID funds will be obligated with the GOP, all funding (A!D, Exim and )
guararntees for commercial credits) will be managed by Exim due to its '
comparstively creater experiznce and capability to manage trade credits.

AID's developmant capabilities and presence in the Philippines proviie the
comparative and competitive techr..'ogy advan'.ges for AlD to efficiently

screen activities for developrment nmeri* and to manage the monitoring and

evaluation components of the PCIS. AID Environmental Prccedures (22 CrR 216)

will be applied to assure envir.-omnental soyndness. This will require

preparation of an Initid) Environmental Examination (IEE) for each proposed
sub-project, and an Environmental Assessment (EA) as required. By structuring
managenent along these lires, the creJits should be as accessible as possible
while minimizing AID's administrative burden.

3. Screen for development impact and policy considerations during project
selection to cisure that PCIS resources have a developm: .t impact and are not
used co~trary to MAI and AID policy objectives. Specific development criteria
have be.n developed to screen each PCIS project activity.

I11. Environmern ;1 Scre~ning

In orcer to dctermine the likelihood of significant environmental impacts, the
Project Manager will prepar~ an Initial Environmental Ex: sination (IcCE) for
each subproject activity. The objective of each IEE is to decide if a more
detailed Environiental Assessment (ER) s needed. The Project Officer in
cooperation with the Mission Enviror.ent-1 Qfficer will prepare the IEEs,
together with other Mission st-ff and consultants as needed and available,
using existing data, i.e., maps and engineering reports, a 3 may include
site-specific investigations. This section describes the procedures for
conducting both an IfE and a detailed Environmental Assessment (EA).

1. Initial Environmental Examination: The Project Officer will prepare an
IEE for only one specific sub-activity. 1In identifying and evaluating
potential impacts, the IEE will consider four aspects of an environmental
impact: externalities/secondary impacts, magnitude, exposure and
irreversibility.

BEST AVAILABLE /\\
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-~ External/>pconoery swpe ...

vnile =n individual proposed action may affect a li~ited land area,
offsite impacts may ccuse substantial harm. The curulative importance of'
secondary impacts may often be greater in the lonj run than that of the direct

ir .acts.
--  Magnitude

The anount of change occurring within ary given impact type. A large
amo-nt of change is likely to increase the severity of an impac! on peonle,
cor wnities and the bio-phvsical envircnment (air, water, soil, Tlora énd

fauna).
4
--  Exposure

Impact e:nosure includes: timing of occurrence (the number of times
cn impact occurs and its duration); geographic area exposed (whether the
Jecation of i.pact is either a confined area cloce to the source or a large
area beyond the source); number of receptors (nu: -or of people and organisms
affected by the impact); and sensitivity of the receptors ( he degree to which
persons or organisms experience the iapact).

-~ Irreversibility

The pr:".3bility that the impact will t permanent. Impacts that are
naturally short-lived and those which cen be mitigated or reversed through
human action way be judged less inportant than those that are irreversible.

Using ‘' e above framework for evaluating potential impacts, the appraisal will
look at various biophysical, social and cultural aspects.

a. Terrestrial Ecosystem

Following are some key questions for assessing the potential
i-pact(s) on terrestrial resources:

--  Are important terrestrial or:2nisms found in areas near the propoced
activity?

--  Hill the activity affect elements of organisms' life-support system
such as site vegetation, wildlife habitat, air a-d water quality, and food

chains -nd webs? .

--  Are unusual populations of plants or animals, areas containing
rare or endangered species, unusual vegetative be2uty, unusual species
diversity or productivity found near areas of the proposed activity?

b. Aquatic Ecosystem

following are some key questions for assessing the potential
impact(s) on aquatic resources:

-- Wil streams or ponds be affected by construction or operation
of the proposed activity?

BEST AVAILABLE COPy
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-- Hill the activity be located near ag:ifers? )
-- Are water bodies which exhibit good water quality or contain [“
unusually high species diversity or density found near t'e location of the -

proposed activity?

-~ Are important or protected aquatic organisms found r:ar the
proposed cctivity?

-~ Hill the activity affect elements of the orgenisms' halitat such
as water quality, .hannel form, site requirements or food chains ~..d webs?

~- Are wetlands found near the lozation of the proposed activity?
. Atrospheric Systems

-~ Are important avian and/or other animal species found in areas r-ar
the propos.d activity?

-

-—  Pill the activity affect these organisms' habitat or f-od sources? r
-- '3V} the activity affect air quality, inlcuding noise levels?

d. A Social Soundness Analysis will address the following:

1) Human Communities

Followir: are some hey questicas for asszssing the potential
impact(s) on h'man cemmunities:

-- Do identifiable communitiec exist within the project area?
--  Will the propcsed activity intersect or bypass these communities?

--  Will the activity affect the stability of a comm.aity by displacing
or disrupting important segments of the residentigl or business com-unity or
by isolating segments of a community?

--  Will the activity alter levels of community cohesion through either
the physical or psychological separation of residents or activities?

-- KW'l the construction process itself affect community quality due to
the presence of construction equipment, increased air and noise pollution, the
re: ¢ for vehicular and pedestrian detours or oth:r disruptive features?

- Hﬁét identifiable groups (ethnic, age, income, etc.) will
be adversely affected by the activity?

2) Accessibility of Facilities and Services

Following are some key questions for assessing the potential
frpact(s) on accessibility of facilities and services:
--  Rill the proposed activity displace or alter the character (through

proximity effects such as noise) of any major facilities or services?



- Wil ceygitOId1 ccvcow vy tee.
and services in the project area be enhunced or hinde'ed by the proposeu

activity? Yﬂ' 55

--  Will any local groups or individual< experience & loss or reduction
of pedestrian, vehicular or boat access to cemmunity facilities and services
as a result of the activity?

~- hhere access to facilities and services is d.»inished, are
alternative facilities and services of comparable ruality accassible to those
persons who need or use them?

-- Hill accessibility to puLlic services, such as medical, police and
fire protection, be reduced in any part of the project area?

-~ Wil improved accessibility to certain areas affect the laad value
and usage level of existing facilities and services?

3) tmployment, Income and Busiress Activity

Forlowing are som: key questions for assessing the potential
impact(s) on employment, ircome and business activity:

-- HKhat business activities will be displaced?

--  HWhat business activitios will benefit from the increased accessiblity
the activity provides?

-- HKhat business activities will suffer losses in s2les or inzome as a
result of losses in accessibility, both during and after construction?

~--  Hhat business activities will suffer losses in sales or income as a
result of negative proximity effects such as air, noise and water pollution,
both durirg and after construction?

--  HWhat business activities will benefit-~as measured in increased
income and employment-~from the stimulus of constructlon expenditures for
Jabor and materials?

4) Displicement of People

Following are some key (uestions for assessing the potential
impact(s) if peop's are displ-. 4

-- Khat iy the probable magnitude of the displacement associated with
the activity?

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

-- Have provisions been made to carry out a program of special
relocation advisory services for households with special needs or problems?
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-- 1s replacement housing matching the needs of displaced households
currently available in either the same or nearby neighborhoods? F:é

- If adequate replacement housing 7s currentiv not aveilcble, are
housing sites and money available to construct replacement t.ousing?

IIT. Detailed Environme ‘tal Adessment

If tie appraisal determines that imnortant enviro: .:ntal and <acial
impacts are likely, then the Project will cbtain [possibly threu.’ an
Irniefi ite Que-.tity Contract (IQC) or other mechanism] the sersices of a firm
with environmental analysis capabilities to conduct a detailed environmental
gnalysis following the gui’ance contained in 22 CFR 216.

Tne detailed envirornmental analysis will produce su.vicient
informetion on the potential impacts to enable Mission manageaent to: 1)
modify the design, mininizing serious impacts, or 2) reject the proposed
activity.
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Power: leyte Geothermal
Mindanao Bydro Powver
Interconnection Project
Bataan Combined Cycle

Telecom: Municipal Telephone
Fibre Optic Trunk Line

Construction/

Transport: Bulk Grain Transfer
EDSA Streetcar
Construction/Transport Leasing

Environment: Solid Waste Management for Manila



Sector Rroject
and Status
Power 1. Tongonan

Geothermal,
(Leyte)

2. Power Inter-
connect

3. Small Hydro
for Mindanao

4. Bataan Com—
bined Cycle

5. Meralco Rock-

well Plant
Rehab

Link Leyte Geothermal
fields to Luzon grid
using BOT approach

Connect Mindanao,
Leyte and Luzon
with submarine cable

Develop small hydro

potential for Minda-

nao grid using BOT
approach.

Rapid addition to
the power grid -
Possible BOT

Rehab and relocate
Meralco's Rockwell
Plant

Output

440 MW for $1.1 billion

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

$150 million
300 MW for $87 million

$57 million

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

IBRD/Mitsui/Design
Power (N.Z.)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
plant for Meral-

Cco

7. Bataan 0il

Fired Generation

8. Pinatubo
Geothermal

Transport/Construction

1. EDSA Streetcar

2. Bulk Grain Fa-

cility

3. Construction/
Transport Leasing

Pool

Purchase semi com-
plete facility in
U.S.

BOT for Luzon Grid

Increase geothermal
input to Luzon grid

BOT Construction and

operation of Light

Rail Transit along
EDSA

Storage and transfer
facility for import-
ed grain in Manila

BOO source of
equipment for opera-
tions

4LOOMW power plant for
$50 million equipment
cost.

300 Mw

120MW for $131 million

$107 million

13 km. for $150 million

$70 million

One facility for $20
million

$10 million
Four pools for $40
mwmillion

ant:
$30 million

Plant is immediately
available for com-
pletion but in
country work (site,
studies, civilwork)
not yet begun.

Interested U.S. firm
negotiating with NPC

BOT proposals being
made.

Inception study
completed but still
need feasibilility
study. Dec. 1991
planned to be
operational.

Under consideration
(TDP study complete)

U.S. supplier has
expressed interest.
Could be done by end
of 1991

G 3
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1. Fiber-Optic Link major island $1 billion program of Bids may be awarded
Trunk Lines groups by fiber which AT&T is bidding by the end of Sep-
for $60 million tember 1990.
2. Municipal Install and operate 1000 municipalities Studies underway.
Telephone public phones in for $100 million All systems planned
each municipality Possible US component to be installed
$80 million within 2 years.
Environment
Metro Manila Solid To improve manage— Equipment and land Feasibility study
Waste Mgt. ment of solid waste fill development for complete and waiting
in Manila $185 million for financing

$105 million



o

LEYTE GEOTHERMAL BOT PROJECT
(Tongenan)

D {ion:

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 development, the 440 MW power plant and the
Leyte-Luzon HVDC transmission line.

Rationale

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

Financial Aspects

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.

Statug

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.

Issues

-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

1. Description.

The National Power Corporation (NPC or NAPOCOR) is promoting the
development of BOT and private owned generation stations. However, 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
and 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 development 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. Financial Aspects. 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 MW (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 MW ($5 million) to a maximum
of 50 MW (or $50 to $60 million). It is expected that one third to one
half of this investment would be in Foreign Exchange.

4., Implementatjon Status. 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
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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 any event, the timing is within
the broad framework of this Mixed Credits project.

5. Issues [/ Observations. 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. Omne of the most
serious constraints for moving ahead with private investments in small
scale power plants ig 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 time, 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
Mindanao small hydroelectric projects.

INTERCONNECTION PROJECT

1. Description. Interconnection of the transmission gird throughout the
Philippines is one of the primary goals of NPC. Two major parts of this
effort is the construction of a submarine cable between the islands
Mindanao 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 overheed line. Figures 3.3 and 3.4
show the location of these two projects.

2. Rationale. 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-Visayas-Mindanao
transmission line should be the firgt step in this interconnection.

3. Financial Aspects. The Luzon-Visayas Interconnection is for
approximately 750 Km of overhead 138 kva line and a 22 km HVDC submarine

cable., The estimated cost for this linkage is between $400 - $500
million. The Visayas-Mindanao Interconnection is for 290 km of overhead
138 kva line and a 49 km HVDC submarine cable. The estimated cost for
the Mindanao link is between $250 - 350 million.
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4. Implementation Status. This appears to be of high priority to the
NPC. It is anticipated that they will solicit design- construct-finance

proposals in the near future. NPC's planned completion date is 1995.
Again an optimistic schedule but one which can be met.

S. Issues [/ Qbgervations. This is a project where U.S. technology is in

the forefront and offers excellent opportunities — both with sales of
U.S. equipment and materials, but more important for its high technical
visibility.

BATAAN 300MW COMBINED CYCLE POWER PLANT
Description:

The proposed project is the procurement and installation of power
generation equipment of about 300 megawatts in the combined cycle mode in
Bataan for the National Power Corporation (NPC). General Electric's
Power Generation Operations intends to bid in conjunction with John Brown
Engineering (JBE) of Scotland and Mitsui of Japan. GE would supply three
model MS7000 gas turbines with generators and one 75 megawatt steam
turbine and generator., Expected competition, which will most likely
offer government sponsored financial assistance, are the following:

- ASEA Brown Boveri Switzerland

- Alsthom France

- KWU-Siemens West Germany

~ Mitsubishi Japan
Rationale:

Provision of power for the Metro Manila area is a top priority in
view of current and projected shortages due to increased industrial and
commercial demand. To continue to attract new investment and maintain a
national growth rate of 6 percent per year, additional power sources are
needed. The proposed project, as a turnkey operation, can become
operational near the end of CY'92.

Financia) Aspect:

The estimated project cost is some $87 million (see June 1990 letter
from GE to EXIM ). General Electric estimates that its share will be
about $57 million. GE has been advised that 100 percent financing will
be a criterion for the bid to be acceptable. Each of the consortium
members are responsible for securing mixed credit financing from their
respective governments. Four other consortiums are expected to compete.



Implementation Status:

The 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 NPC.) NPC
has not yet announced the specific gite location for the Project except
to indicate that it will be on Bataan. The split of the scope of work
between JBE and Mitsui is currently under review as is the contractual
relationship among the three parties.

GE estimates the following implementation schedule:

- call for tenders July/August ‘90

- bids required September/October '90

- contract award November/December '90

- shipments September /December '91

- installation December '91-August '92
Issues/Qbservations:

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
program, it 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

D Dt ]

Installation of major long distance, undersea fiber optic lines by
AT&T for PLDT. This will be part of a much larger investment program
(X5C) valued at nearly $ 1 billion for which tenders are currently under
adjudication. ATLT made a separate bid under this program but only for a
trunk cable and there is doubt whether this can be considered by PLDT
except perhaps if AT&LT could associate itself as subcontractor to one of
the other bidders. There may be similar investment programs in the
future; also several other trunk lines are under discussion including a
connection to Malaysia.
Ratjonale

The trunk lines will improve connection among major economic centers
in the country and provide an incentive for development of less developed
regions. Also, as poverty is concentrated in the areas underprovided
with telecommunications, the project would have more than average impact
on poverty alleviation.

Financial Aspects

Other than the $60 million for AT&T's portion of X5C, no information
is available on aggregate amounts required by PLDT, there are conflicting
reports whether these installations could be provided to PLDT
independently on a BOT or BOO basis; some people claim this cannot be
done because of franchising issues (PLDT and 7 private telex operators
are eager to protect their positions under their franchises); PLDT says
they would be willing to consider a joint venture. In addition to AT&T,
ALCATEL (in behalf of its U.S. operation) is another possible U.S.
supplier; AT&T may be in a position to offer its guarantee for the
transaction. No information is available on which other countries may
offer to supply these goods.

Implementation Status

The X5C proposal is slated for decision by end September. Timing on
other items is not available

Issues

Is provision of fiber optic trunk services to PLDT on a BOT or BOO
basis negotiable?

Is BOT basis acceptable to DOF?

1s there any scope for competitive trunk lines by parties other
than PLDT (e.g. on routes where PLDT has capacity problems)?

i IV
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Is AT&T 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 Crain Transfer Facility for Manila
D : tion

A facility to receive, store and transfer imported grain for flour
mills along Pasig 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.

Rationale

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.

Financial Aspects

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. government
support under PCIS would be not more than $5 - 10 million.

Implementation Status
Not known

ilssues

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
Description

Construction and operation of streetcar operations on BOT basis in
the medium strip of EDSA (the inner ring road of Manila) from Baclaran
(near Manila Bay) to Cubao, a distance of about 13 km. (representing
about 2/3 of EDSA's total length). The streetcar would run at grade,
with overpasses providing passenger access. About half the cost of this
project will be for 60 streetcars to be manufactured in Czechoslovakia by
CKD-Tatra, with about 20 percent of the estimated $ 1 million costs per
car to be represented by U.S. origin components. The streetcars would be
paid under a counter trade arrangement. The other half of the project
will go to U.S. equipment (e.g. signaling and the power plants) and U.S.
services and for Philippine procurement, especially civil works. The
facility is expected to carry about 300,000 passengers per day.

Rationale

This would constitute Line 3 of the mass transit corridors (Line 1
being the existing LRT, partly along Taft Ave. and Line 2 running in a SE
direction, presently under procurement). The new streetcars would
attract a significant part of the passenger trips on EDSA. The project
would promote private sector operation of mass transit and would do so on
a self financing basis. Streetcars would provide a non-polluting form of
transportation and alleviate serious automotive pollution along EDSA. No
formal feasibility study has been made.

Financial Aspects

The total estimated cost is about $ 160 million; no foreign exchange
content has been provided but an estimate of at least $120 million seems
reasonable. Financing is to be provided for the streetcars by the
Czechs, for the U.S. equipment and services by the mixed credit and by
other investors (including from IFC for which no confirmation of a
contract has yet materialized) and for local costs by private investors.
On the basis of current LRT fares, the project would not work.
Accordingly, the owner, Philippine National Railway (PNR), would use its
development rights at the stations (for air rights buildings over the
road) to generate revenues to balance the accounts. The operator of the
system would have no responsibility regarding the setting or collection
of fares, however, but would merely to run the system in return for a fee.

m ment

A letter was given by the Department of Transport and Communications
(by Secretary Orbos who is reported to be very interested in this
project) to the promoters whereby the promoters undertook to build the
project provided all conditions were met in 60 days. It is not clear
which side is pressuring for speed but the promoters indicate that if the
conditions are met in 60 days they can have the project built by the end
of 1991.
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Issues

Among numerous issues raised by this project are the following:

Exclusive Pogjtion of 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?

Right of Way

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. How and when
will these parcels be acquired?

\ir Right's Buildi

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

Economic Feagibility

The project will .require more land than is aveilable 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?

Role of PNR

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?
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CONSTRUCTION AND TRANSPORTATION EQUIPMENT RENTAL FACILITIES
D ipti

Establishment of leasing operations by privately owned companies to
lease out, with operators, construction and transportation equipment and
to maintain such equipment in their own facilities. Construction
equipment would include such items as heavy trucks, bulldozers, loaders
and graders as well as quarrying equipment. Transportation equipment
would involve such heavy machines as forklifts and container cranes but
not regular trucks and passenger vehicles. A leasing operations could
also be envisioned for captive power generators. These leasing
arrangements would differ from those under most existing leasing
companies which typically rent used equipment and provide neither repair
nor operators. Such an upgraded leasing arrangement is analogous to a
Build Own Qperate system.

Rationale

The major premise of this proposal is that the increased provision
of infrastructure will require an expanded construction industry and that
equipment leasing is the most efficient means of providing for the
equipment needs of smaller contractors and even, to some extent, of
larger contractors. Equipment leasing would also provide an improved
means of supplying equipment to public works authorities who, in repeated
past cycles of donor provision of equipment, failed to use it properly or
to maintain it.

The latter rationale also would apply to an arrangement that avoids
vesting cargo handling equipment in public sector cargo handling
organizations, such as PPA, which in the past have been umable properly
to maintain or operate such equipment. This proposal also avoids the
public tender for equipment where U.S. suppliers in the past have fared
badly because, on a pure initial price basis, they tend to be too high
and because the procuring authorities have refused to evaluate bids on
the basis of life cycle costing (value engineering) which would allow
U.S. suppliers to compute better. In other words, the proposal would
allow for effective competition in high quality equipment where some U.S.
suppliers continue to have a long-term edge. The proposal has two
further attractions:

(a) it promotes smaller Philippine businesses

(b) it avoids saddling the government with choosing among competing
beneficiaries; the individual amounts required are large enough
to have the program serve several competing firms on a first
come, first served basis.

Recent reports show that increasingly lengthy terms are being granted
through the Japanese trading companies and that U.S. exporters are
experiencing competitive pressures as a result.

4P
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A detailed analysis (estimated to take not more than two weeks) will
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. 1If, say, four operations were to be established $40
million could be committed under PCIS. As the individual deals are
relatively small, EXIM Bank may be able to base its commitment only on a
commercial bank guarantee.

Implementation Status

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
usefurl life of from 5 to 10 years?

SOLID WASTE MANAGEMENT FOR METRO MANILA

Description - 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:

1 - Storage
. 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

IN



2 - lectjon

. 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 accommodate them.

3 - Iransport
. Design and construct fine gravity type transfer stations with a

capacity range of 800 to 1400 tons/day;

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

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

5 - Resource Recovery
. 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 ton/day 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 so0lid waste has become a critical
problem characterized by the following deficiencies:

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

OO0 O0Oo0O0OO0

Financial Aspects - 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
recommends 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.

Implementation Status - 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
avareness of the need for improvements. Effective implementation, as
discussed in the feasibility study report, would require institutional
and management considerations including the following:

0 establishment of & 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

) legislation to discontinue the Metro Manila Commission 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 fumds
from the Metro Manila jurisdictions to implement an effective
solid waste plan and operate the system properly.

Issues/Observations ~ In determining the entity to operate the system a
key issue is whether to contract out or public operation. The study
recommends that the government control and maintcin ownership of transfer
stations and landfills even though operation of these facilities could be
contracted out. It also recommends (a) seeking bids from established
international so0lid 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 suthorities for the operation and

management of such a system. OQ)
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Annex 1

BACKGROUND ON SELECTIVE SECTORS
A. PEILIFPINE TRANSPORT SECTOR

1. Importance of Trapsportatiop to Ecopomic Growth

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 digtribution 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.

2. Background on Philippine Transport Sector

The Philippine transport system is multi-modal, 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 i.=-nsport 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 Metro 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 services in Metro Manila. Almost
all roads, with the exception of a negligible amount of
privately-constructed roads, are provided and maintained by the
government.
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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 privaete 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 Growth of Philippine Transport Sector

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. These macroeconomic problems have exacted & heavy drain on
the government'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 committed 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 @l&
billion or about $600 million has already been committed.



H3

b. limited Private Investment

Despite government 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 government 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 undeveloped such that it does not serve as a domestic
source of long term funds. Local commercial banks mostly provide
short-term funds because of the commercial 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 govermment 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 form 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 aspprove development
projects. Llocal 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 government authority to raise revenues from local
sources is severely limited, i.e. there is limited 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 supply/delivery 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 de jure
fully regulated by the government in all aspects of its operations; de
facto as a very large number of commercial 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 barangay
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 Bighways 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
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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 considerations, which again
suggests lack of competitiveness in the indﬁstry. 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 and Dopor Plans
a. Government of the Philippines (GOP)

The GOP recognizes the serious infrastructural 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-igland shipping industry, i.e.
deregulation of fares for first and second class passengers, MARINA
protection of shipping routes shall be availasble 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 Bua.% has been the largest
source of assistance, followed by the Asian Development Bank (ADB). The
World Bank has done a lot of work on highwaeys, 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 commercial 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 lLoan Program
whose fund disbursements are based on a series 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 suppert 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. BHRowever, the task is so immense that increased
private sector investment is also needed.
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B. ENERGY SECTOR

1. Constrainte

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 Philippine 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. Hence, without additional capacity of the energy sector to
supply more emergy at competitive prices, economic growth in the
immediate 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 altermative, 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 o0il prices remains to be asked.

Absence of zn institutional coordination in the development of long-range
energy plans is another constraint., The Ministry of Energy was abolished
in 1Y87 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 subsectors, has to be improved to reflect consistency between the
electricity tariffs charged to various customer 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 govermment on land
development and rescurce 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 violationg and imposing
sanctions against violators.
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2. Government and Donor FPlans

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 gector
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 government 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 government 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
(MERALCQO) are gradually being reduced since the latter has taken measures
against meter tampering and other forms of pilferage. 1In 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 & marginal-cost-based electricity tariff structure to
reflect the cost of service.

GOP 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 supply
power to NPC under various contractual arrangements (e.g.
Build-Operate/Own-Transfer Scheme). NPC and the National Electrification
Administration (NEA) have also drawn up their own guidelines for private
sector participation. Philippine National 0il 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.
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A World Bank (WB) Energy Sector loan amounting to $3%0 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 emergy. Out
of the $390 million WB loan, $200 million will go to NPC, $150 million to
PNOC and $40 million to the GOP (OEA, EMB and ERB). Japan's EXIM Bank
will provide an additional $150 million. The Asian Development Bank
(ADR) 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 reform. ADB has also assumed the
debt and equity positions in the BOT agreement with Hopewell
Intermational.

3. Remaining Tasks

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 OFA 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 system/program.

The discovery of significant deposits of natural gas in the Palawan area
could change considerably the mix of potential energy supply 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 revelve around the sustainability of
policy reforms to encourage greater private sector participation;
development of power for industrial estates; and esteblishment 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
1. Constraints

The main constraint to growth of the telecommunications 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 telecommunication
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 telecommunication 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. Telecommunication, 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 Commission (NTC), a regulatory entity
attached to the Department of Transportation and Communication (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 recommended 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
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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 development. 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 guarantee are additional factors that limit the flow of needed
capital in the sector.

Sectoral 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, NIC 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 Telecommunications (BUTEL), renamed Telecommunications Office
of DOTC (TCLOF), is tasked with the operation and maintenance of the
public telecommunications sector (another 3 percent of the total
telecommunications industry). TELOF does not have sufficient in-house
capability to manage the telecommunications network efficiently, despite
ODA funding available for the expansion of the public telecommunications
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 extremely poor in contrast with
the private carriers.

2. Government and Donor Plans

Presidential Memorandum Order No. 163, issued last March 1988, created
the National Telecommunications Development Committee (NTDC), a
GOP/industry forum to bring together representatives of the private and
public telecommunications sector and thresh out various
telecommunications 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 Telecommunications 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 scope of
operations/respongibilities 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 Telecommunications 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 commercial 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 telecommunications
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 SPICs.

Highly favored by Secretary Orbos is the proposal for a 40 percent
retention on all outgoing and incoming domestic toll calls and 40 percent
of the Philippine share on all outgoing and incoming international calls.

In 1983, the National Telecommunications 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
II11 - XII (Rural Telephone Development Plan funded by the Japanese was
the first project aimed at providing 19,000 telephone lines in Regions I
and II). Under NTP Tranche I, telephone services for 85 unserved areas
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where demand exceeded 300 lines are targeted. NTP Tranche II, 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.5. $). These plans are to be supported by various training
programs for the support staff of NIC, MTP, SPTC, TELOF and DOTC Project
Management Organizations.

The Asian Development Bank (ADB) is trying to commit donor participation
in establishing a $500 million telecommunications development fund

(TDF). TDF will provide funding for telecommunications 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 &
1/2 years. Under NIP Tranche I, the Japanese are expected to sponsor an
increase of 59 kL (kilometer of telephone lines) in Regions III-V at a
cost of $130 million. Under NTP Tranche II, the French pledged funding
for an additional 20kl in the Visayas. The Italians are expected to
support an additional 43kL in Mindanaoc under NTP Tranche III. 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-S5 program started last year.

3. Remaining Tasks

Indefinitely suspended is the Maritime Coastal Communications (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
uvf 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.

Creater coordination of donor activities in the telecommunications 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 commercial
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
telecommunications 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.
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CERTIFICATION PURSUANT TO SECTION 611(e)

OF THE FOREIGN ASSISTANCE ACT OF 1361, AS AMENDED

I, Malcolm Butler, the principal officer of the Agency for International
Development in the Philippines, having taken into account, among other
things, the maintenance and utilization of projects in the Philippines
previously financed or assisted by the United States, and the technical
assistance to be provided under the Project to further the country's
capacity to maintain equipment and support economic growth, do hereby
certify that in my judgment, the Philippines has both the financial
capability and the human resources to maintain and utilize effectively
the capital improvements and facilities to be financed in the four
priority sectors as identified in this proposed Philippine Capital
Infrastructure Support project.

This judgment is based upon the project description and analyses as
detailed in the Philippine Capital Infrastructure Support Paper and is
subject to the conditions imposed therein.

Meatest.

Malcolm Butler
Director, USAID Philippines

NRV 8 1990
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