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local cdevelopment. The #Hinistry ci ttuzan Settienments®
Yanagewment Advicsory Committee (HR2{) Secretariet will isplement

the pto;ect.

A Mupnicivael Develcosent fund { “ﬁ) wiil se estaltlished to
finance 0agltal ana technical assistance for developmernt
projects in three cities (ﬁHCﬁlub, OAOanyO, end Bacaio) and
in 17 municipalities in the tercet arca. Ten municioalities
which are regional or major urban ceanters and have the
rasources and labor to potentially sucoort diversified
econcaies will also be tarceted as pilots.

Three tvoes cf projects will be finauced: 11) institurional
de thOUmrrt projects =such as zukicivaes »laaning and tax
collection fcr icocal cgovernzentss (2) construction of osublic
infrastructure suck as roads, utilities, and water supply and
sewerace svetems to ¢steblish an environment conpducive to
increased ezplovment and inves fmeﬁt~ {5} &and public enterprise
vro jects such as markets, sleuchternvuses, and hospitals te
improve public services and ;tren;vnnu the income bese.
Institutional and non-revenue—cenerating infrastructure
projects will receive HIF crants. rublic entersrice and
revenpue—generatine inirastructure projects will be funded
threuch HLDF loans adwministered by the Thilippine Development
Eank.

Since municipalities are under urovincial authority, ZRonicival
Developnent Coordinators will identiiiv prcojects in

con junction with Provincial Development Staffs. Cities, which
are independent ©i the provinces, wiii act through their City
Plarnin¢ and Develooment Staffs. The MAC will then chose
projects based ok technical anéd econosic scundness, the
locality's ability to cover operatine and maintenance costs,
and the extent to which ithey benefit tha poor. Priority will
De civen orojects with short cestation, which cenerate income
or emvplovasent, or in which cities wili aake cash/in-Xiné
contributicns.
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UNITED STATES INTERNATIONAL DEVELOPMENT COOPERATION AGENCY

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON. D.C. 20523

17 JuL 1961

PROJECT AUTHORIZATION

PHILIPPINES Municipal Development Fund
Project No. 492-0361

Pursuvant to Part II, Chapter IV, Section 531 of the Foreign
Assistance Act of 1961, as amended, I hereby authorize the
Municipal Development Fund Project for the Philippines
(Cooperating Country) involving planned obligatioms of not to
exceed Seventy Million United States Dollars ($70,000,000) in
~grant funds over a four (4) year period from date of authori-
zation, subject to the availability of funde in accordance
with the A.I.D. O0YB/allotment process, to help in financing
foreign exchange costs and local currency costs for the
project.

The project consists of support to selected citles and
municipalities (primarily in the areas of the U.S. military
facilities) in a manner designed to enhance their capacities
to finance and manage development activities responsive to
locally established priorities.

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

a. Source and Origin of Goods and Services

Goods and services financed by A,.I.D. under the
project shall have their source and origin in the United
States or the Cooperating Country except as A.I1.D. may
otherwise agree in writing. ‘

b. Conditions Precedent to Disbursement

Prior to any disbursement, or the issuance of any
comumitment documents under the Project Agreement, the
Cooperating Country shall, except as A.I.D, may otherwise
agree in writing, furnish the following in form and substance.
satisfactory toc A.I.D.:
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(1) Documentary evidence that the Secretariat of the
Management Advisory Committee (MAC Secretariat) has completed
and adopted for use in this project policy and procedural
~guidelines for operations under the project including the
project development system, procurement system, the provision
of administrative and logistic support, and financial procedures.

(2) A copy of an executed agreement between MAC Secretariat
and the Development Bank of the Philippines (DBP) (or other
acceptable banking institution) for financial services under
the project.

(3) A copy of standard form project agreement(s) that
will be used by the MAC Secretariat and cities and munici-
palities participating in this project.

c. Covenants

Except as A.I.D. may otherwise agree in writing, the
Project Agreement shall contain covenants providins in substance
as follows:

(1) Changes to the approved finanaial terms, conditions
and procedures for the handling of any loans from the Municipal
Development Fund shall be approved by A.I.D.

(2) Each joint venture between government entities and
private enterprises shall be subject to the written approval of
A.I.D. before being eligible for financing under this project.

(3) Repayments of principal and payments of interest on
loans made under this project to cities and municipalities
shall be made available for use in additional activities meet-
ing the criteria used in this project in the general areas of
the U.S. military facilities.

(4) The MAC Secretariat shall maintain a staff sufficient
to manage the Municipal Development Fund over the life of the
project.

(5) Cities or municipalities shall be permitted to relend
funds, or assign borrowing authority, obtained under this project
only toc cooperatives, pub%icly-owned utilities or public corpora-
tions or such other entities as may be approved in writing by
A.I.D. In addition, A.I.D. shall approve the terms of each
relending or assignment prior to funds being committed for that

purpose.
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Clearances: Date Initials
Frederick W. Schieck, A/AA/ASIA 7} 9
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PROJECT PAPER

‘ PHILIPPINES
MUNICIFAL DEVELCPMENT FUND
. 492-0361

I. Summary and Recommendations

A. Grantee/Executing Agency

The Government of the Philippines will be the Grantee. The Executing
Agency will be the ESF Management Advisory Committee Secretariat
under the Ministry of Human Settlements or its designee(s). Individual
projects financed from the MDF will be implemented under the direction
of participating cities and municipalities,

B. Amount of Grant

$70. 0 million of which $22, 0 million will be obligated in FY 81.

C. 'Purpose of Project (MDF)

To provide ESF funds resulting from the Amended Military Bases
Agreement of 1947 to enhance the capabilities of selected municipalities
and cities, with emphasis on those most affected by the U,S. military
facilities, to manage resources in carrying out development activities
responsive to locally established priorities.

D, Project Description

The MDF will finance development projects proposed by mayors of
participating cities and municipalities. Emphasis will be given to cities
and municipalities most affected by the presence of the U.S. military
facilities in the Philippines. The MDF will finance both technical

and capital assistance. The three major program components are:

{1) technical assistance for institutional development to improve the
municipalities administrative and project management capabilities;

(2) infrastructure development such as roads and flood control; and
(3) public enterprises development such as public markets, slaughter-
houses, and hospitals. The long-term capacities of the municipalities
will be enhanced through the planning, design, implementation and
operation of actual development projects funded from the MDF.



E. Beneficiary

Primary beneficiaries will be the people living in cities and munici-
palities most affected by the U, S, military facilities, To the extent
possible, priority will be given to projects which have the greatest
impact on the largest number of poor in these areas.

F. Project Costs and Financing Arrangements

The $70. 0 million MDF will be provided from the Grantee to the cities
and municipalities on a loan or grant (or combination) basis depending
on the nature of the project, i.e., technical assistance, revenue
generating or non-revenue generating. Loans will be handled by the
Development Bank of the Philippines, an experienced public lending
institution. Lecal government units will be encouraged to provide
counterpart funding in cash and/or kind.

G. Summary of Project Analyeis

The ESF-MAC Secretariat will manage the MDF. They have a technical
staff, appropriate policies and procedures and are considered qualified

to manage the program. Feasibility criteria of projects financed under

the MDF will be met prior to project approval and commitment of

funds. Based on these findings the MDF is judged to meet AID feasi-

_ bility standards.

H. Recommendation

A grant of $70. 0 million be authorized of which $22. 0 million will
be obligated in FY 81.
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Project Paper

Municipal Development Fund
4%2-0361

11, Description of the Project

A. Statement of the Problem

1, Presence of Bases

The U.S. has had military facilities in the Philippines for over

80 years. While Clark Air Base in Pampanga province and

Subic Naval Base in Zambales province are by far the largest and
most important installations, there are a number of satellite
facilities which provide varying types of support. The chartered
cities and municipalitiest/ around these facilities have been
affected in various ways by the existence of these bases and the
large U.S. military presence. While the bases provide employment
and generally have contributed to the economic life of the municipa-
lities, they also have strained marginal and inadequate Public
services. These services such as roads, public safety, health care,
etc. are generally financed, operated and maintained by the national
and local government levels.

In general, the national and local governments believe that some
form of compensation or assistance from the U.S. Government is
justified to help the more affected municipalities improve their social
and economic well-being. This feeling is magnified by the sharp
contrast one sees between the conditions at the bases and those

in the neighboring municipalities. While the U.S. and Philippine
Armed Forces have over the years maintained very active civic
action programs to help these municipalities, their budgets are
‘inadequate to make anything but a limited contribution to solving
these problems.

1/ In the Philippines, cities and municipalities have different
organizations, powers, relationships, etc. (see Section III
and IV and Annex III). In this paper, unless otherwise stated,
the term "municipalities' shall refer to both cities and '
municipalities.
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Since the signing of the Bases Agreement Amendment in 1979 and the
USG Executive Branch's '"best efforts' to provide ESF, both the USG
and the GOP have considered assistance from these funds for the
affected municipalities to be of a high priority. This has been stated
several times by President Marcos and U,S. Ambassador Murphy.
Accordingly, the Municipal Development Fund (MDF) has as a major
objective, the fulfillment of this priority.

2. Limited Resources for Development

Local Governments, particularly municipalities, now operate with very
limited budgets and are almost entirely dependent on allottents from

the central government. There are sources for local revenue generation
that are not being adequately mobilized e.g., real property tax, business
tax, etc. (see Annex IV for l.ocal Goverament Sources of Funds). Few
mayors view themselives as resource managers and the MDF must pro-
vide financial training and consultancies to help correct this problem.

3. Limited Capacity and Frocesses for Implementation
(Municipal Level)

A stronger local government structure is needed to organize, plan imple-
ment and manage development activities. This broader development
problem is considered to be a major constraint inn meeting general deve-
iopment objectives., This is a particular problem in smaller municipali-
ties and relates closely to the limited resource base. The MDF will
offer a range of management training and provide for technical assistance
in those areas that are deficient.. Additionaily, to participate in the
MDF, the MDF will require that municipalities have adequate operating
staff on daty.

B. PurEose -

The purpose of the MDF is to provide ESF funds, resulting from the
Amendment Military Bases Agreement of 1947, to enhance the capabilities
of selected municipalities with emphasis on those most affected by the
U.S. military facilities, to manage resources in carrying out development
activities responsive to locally established priorities. The MDF will
primarily address the economic and social needs of municipalities around
the U,S. military facilities. In addressing these needs, the MDF will
help develop the capacity of the selected municipalities to mobilize

and manage resources.

The MDF will provide funding for both technical and capital assistance.
Development projects will be responsive to locally established pricrities,
building on experience of other local government programs and working
within the existing local government system. The MDF will provide
grants or subsidized loans to affected municipalities. Municipal

governments will select specific projects which must meet the
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eligibility criteria set by the MAC. They will have the primary
responsibility for the use of the MDF resources. Murnicipaiities
will be encouraged to apply improved management systems and
practices as they utilize MDF proceeds to achieve their develop-
ment objectives.

In addition to the municipalities directly affected by the bases, a
""regional center' (in each of the less developed regions) or
""major urban center'" (in each cf the more developed regions)
will be selected to participate in the MDF. Expansion beyond the
bases areas, albeit in a small way, will give a national dimension
to the program.,

Approximately 17 manicipalities and 3 cities around the bases and
10 pilot municipalities in other areas of the country will participate
in the program. The majority of the $70. 0 million, about $55.0
million, for the MDF will utilized in the affected areas around
Clark and Subie, This number .1ay be expanded later,

C. Selection of Participating Municipalities

Of the 1,500 or so municipalities in the Philippines, only a few are
eligible for MDF assistance. This is because the main objective of
the program is to help municipalities around the bases. Prelimi-
nary discussions have been held between the governors of the
provinces surrounding the bases (Pampanga, Tarlac and Zambales),
The Secretariatl/ and USAID have explained the MDF and discussed .
the selection of municipalities to participate in the MDF with the
governors and mayors. The criteria arrived at during the project
design stage are briefly discussed below. The governors asked
that the program be flexible on the selection of municipalities to
permit possible expansion of the MDF participants at a later date,

1, Bases Affected Municipalities

- Geographic Proximity to Bases

Geographic proximity can mean the measure distance of cities

or municipalities from the U.S. military facilities. The exact
configuration of geographic proximity cannot be strictly enforced
due to the diverse geographic characteristics of the areas invclved.

1/ See PartV for a discussion of the ESF Secretariat,
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Thus, this criterion has been employed mainly through the judge-
ment of governors and the Secretariat,

- Impact of bases on cities/municipalities
economic structure

The impact on the economic structure of cities/municipalities would be
difficult to quantify, The heavy dependence of the cities'/municipalitieé'
population on the bases for employment and income is one positive
example on how U, S, bases affect the economic structure of the
municipalities, There are also negative implications. This criterion
was used mainly through observations and judgements of the governors,
mayors of municipalities and Secretariat and USAID officials,

- Impact of bases on social problems

Primarily because of the relatively large amount of money available
around a large U.S. facility, changes in the social structure bave
developed, These changes take the form of rapid population growth,
through immigration, increased crime rates, among others, This
criterior relied mostly on the observations made during the project
design period of the MDF discussions with mayors and other muni-
cipal officials,-

- Impact of bases on public services

Impact of bases on public services can be mostly observed at the ‘
cities of Angeles and Olongapo and less in surrounding maunicipalities, -
These two cities, where U.S, activities are concentrated, exper_ie:ice
some strains on public services brought about by the operations of

the U.S. facilities, e.g., the use of the roads which the local govern-
ment maintains under its own budget,

An illustrative list of municipalities meeting these criteria is in
Annex 1, together with a map of the major bases area. This list
is only illustrative. Other municipalities will probably be added .
in later years of the program. This list represents the top priority
cities and municipalities at this time.

2. Municipalities Qutside Bases Influence Area

The municipalities to be selected to participate under this group
will be selected from the classification of the Ministry of Human
Settlements' and National Economic Development Authority's
hierarchy of growth centers. Generally, these pilot municipalities
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will have the following characteristics:

- potential growth centers - trading centers
and commercial/services centers

- diverse economic base - having at least a
manufacturing /processing sector

- population between 80,000 and 200,000

- human and natural resources development potential -
labor force and natural resources present (i, e.,
forests, minerals, etc,)

Priority for participation is being given to the bases affected areas
in the first years of the MDF, therefore, participation by these
other cities and municipalities will begin in the last year of fundirg,
FY 1984,

D. Selection Criteria for Projects

All projects that are proposed by the participating government
entities for financing under the MDF will be subjected to a prelimi--
rary screening and approval by the Secretariat, based on the
Secretariat's "Project Development System'' manual., This manual
is similar to AID Handbook 3. USAID approvals willbeona =
selective basis (see Section V.D.). This system aims to ensure
that the projects contribute to the overall objectives of the MDF
and are compatible and consistent with the development strategy
of the municipality concerned. It also insures conformity with

the GOP development plan, The Secretariat's Project Development
System is discussed in Section III, Project Analyses, Projects
will be accepted for funding only if they meet the following gene’ral
criteria: '

- Projects proposed by cities and municipalities should
be consistent and compatible with city/municipal
development plans. iIn the absence of a development
plan, consistency should be with the local development
investment program (formerly the capital improve-
ment program)., Economic and institutional linkages
to other municipal activities ghould be demonstrated
by the project.
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The project shall be technically sound,

The project should demonstrate economically acceptable
solution(s) to the problem(s) involved,

- The project should provide for a large proportion
of benefits channelled directly to the poor sectors of
the target areas(municipalities).

- The project should insure that adequate arrangements are
made for the provision of resources to cover operating
and raaintenance costs,

The resulting costs of operation, maintenance, debt service,
etc, should be within the absorptive capacity of the local
government unit or, if appropriate, other operating

entity,

- Revenue generating projects, be self-sustaining in terms of
operation and maintenance, Such projects should demons-
trate a high cost recovery rate, recovering a large pro-
portion of the initial investment as well as all operating
costs, )

Additionally, priority consideration will be given to projects
‘which are: short gestation, quick disbursing and rapid imple-
menting; contain a contribution by the municipality in cash and/
or kind, and have a positive employment and income generating
impact.

E. MDF Project Components

The MDF will consider financing technical and capital assistance
components of discrete projects which meet the project selection
criteria requirements of the Project Development System manual
and are identified, selected and prioritized by the municipal and
city government entities, The projects will generally fall under
three (3) categories:

1, Institutional Development Projects

Under this category are projects which seek to increase the capabilities
of local government units to operate effectively and which assist in
developing and increasing their capacity to execute, operate and
maintain development projects, These projects can be:



- Municipal planning

- Tax collection procedures

- Project development and management training

- Technology transfer

- Technical Assistance on Financial Management
training

2. Infrastructure Development Projects

Under this category, projects aim to establish an environment
conducive to increased growth of employment and generation
of outside investment by reducing physic.,a"l constraints, This
category includes projects like: ’

- Water supply and sewerage systems
- Drainage and {iood control

-~ Roads and transport development

- Basic services of communities

- Solid waste collection and disposal
- Utilities development

3. Public Enterprises (Social overhead)

Under this category, cities and municipalities are encouraged
to develop projects that will create and strengthen their income
base to better service their citizens. Public enterprises can
include projects like:

- ‘Public markets

-~ Slaughter houses
- Hospitals . i

For both infrastructure development and public enterprises projects,
appropriate architectural and engineering services will be eligible
for financing. Further, in the case of large and/or complex construc-
ticn projects, engineering supervision services will also be provided
for.
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IlI. Project Analysis

A. (QGeneral

Like an intermediate credit institution project, the MDF has as its
purpose to enhance the capabilities of institutions (selected munici-
palities) to manage resources in carrying out development activities,
The Fund will be managed by the Secretariat of the ESF Manageraent
Advisory Committee, To enhance capabilities of local governments,

. Tesources from the MDF will be provided on a loan or grant {or com-
bination) basis to participating municipalities to execute actual develop-
ment projects. In so doing required technical assistance will be pro-
vided to these entities to upgrade their project management capabilities.
Several projects, to be financed by the MDF, have been identified.
Design work is under way using local government resources and/or

the ESF-financed Project Design Grant {see Annex II for illustrative
list of projects). 1t is not practical or possible to firmly identify all
projects at this time. However, projects will meet established
criteria for feasibility.

Given the nature of the MDF, feasibility considerations for ESF obli-
gation purposes have been presented in light of the institution building
purpose of the program. The following section analyzes the Secretariat's
ability to execute the MDF and to insure that appropriate feasibility con-
siderations for municipal projects are adequately addressed prior to
commitment of funds. There is also a short discussion of the local
government system in the Philippines and general capabilities of these
local entities. A short explanation of FAA Section 611 requirements

is also presented.

B. MDF Administrative Analysis i

It is AID's judgment that appropriate policies, procedures and qualified
manpower will exist within the Secretariat for the effective execution of
the MDF prior to AID disbursement of funds.

1. MDF/Secretariat

The Management Advisory Committee (MAC), an inter-governmental
committee, was.created by President Marcos under Letter of Instruc-
tion 1030 dated May 27, 1980. The MAC provides policy guidance to the -
ESF program. It was authorized to establish a Secretariat to handle day-
to-day ESF operations. The Secretariat is under the Ministry of Human
Settlements. ESF is funding the operations of the Secretariat under the
Project Design Grant (Project No. 492-0343), Forty-five positions have
been approved and 30 filled as of April 1981. This number will increase
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as required. Approximately one-third of the Secretariat staff can
be attributed to MDF execution. This includes staif in fields

such as engineering, public finance, public auditing, systems design
and management, town planning, etc. The staff is complemented by
consultants and short-term details from other GOP ministries and
consulting firms.

The MDF will utilize the services of the Development Bank of the Philip-
pines (DBP) as the disbursing and collecting agent on the loan portion of

the program. DBP is a well established government corporation which
handles a broad range of credit programs inciading several to local govern-
ment units, The DBP will only serve as a banker, It will not be involved
in project evaluation or monitoring. The Secretariat will enter into

an agreement with DBP to perform the required banking functions and

AlD will approve this agreement prior to its execution.

2. MDF Policies and Procedures

The Secretariat is preparing policy and procedural guidelines for its
operation. These are closely related to AID's Handbooks on project
design, procurement and administrative services. Major documents
include:

a. The Project Development System

Similar to Handbook 3, this document has been completed in draft, It
establishes the procedure and criteria for project approval. This in-
cludes technical, economic, social and environmental considerations.

b. Procurement System

A manual for service contracting has been completed in draft. A manual
for materials and equipment and construction contracting is in process.
Standard agreements for force account services have alsc been completed
and approved by AID., These documents will be fully consistent with AID
regulations for local procurement. Off-shore procurement will be
governed by AID Handbook 11 requirements for host country contracting.
The Secretariat has two procurement officer positions on its staff.

c. Administrative and Logistic Support

The Secretariat is in the process of establishing its general services
function. This unit will be fully cperational by the end of the CY 81.
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d. MDF Financial Procedures

The Secretariat is preparing a manual on MDF financing policies and
procedures.

e. Conclusion
~ncousion

It is AID's judgment that the Secretariat is capable of executing the
MDF as presented and that appropriate plans will be in place prior to
commitment of funds to ensure its effective execution. AID intends to
include a Condition Precedent in the Project Agreement which requires
approval of appropriate procedural documents prior to any MD¥F dis-
bursements. These may include the project development system; the
local technical services procurement system; the local equiprnent and
materials procurement system; the local construction services procure-
ment system; financing procedures; and the banking agreement between
the Secretariat and DBP or other acceptable banking institutions. These
documents are under preparation and some are completed in draft but
they have not been finalized for approval by the MAC and AID.

C. Local Government Institutional Analysis

1. General

The local government system in the Philippines is a hierarchy of de-
centralized organizational units wit. strong links to the central govern-
ment. It is organized into 72 provinces, 1,500 municipalities, and 60
cities. Provinces and chartered cities are almost equivalent in admin-
istrative stature and level of authorities. Cities operate independent of
provincial governments. Municipalities, on the other hand, are con-
trolled by the provincial governors to a major extent. Municipalities
and cities are the primary concerns of the MDF'. A summa ry of sec-
tions of the Local Government Code which pertain to local government
organization, authorities, functions and relationships and finance is
included in Annex III.

Most municipalities in the Philippines, excluding those in Metrc Manila,
have very limited revenue sources. It is not uncommon for them to have
budgets of only a few hundred thousand pesos a year and ten to fifteen
employees. While cities generally have a larger income base and
generate more revenue, they can be quite small. Usually, the greatest
number of a city's or municipality's employees is found in the Treasurer's
Office. The national allotments, internal revenue and specific tax, con-
stitute the single largest sources of revenue for most cities and munci-
palities. The national specific tax allotment which is designated for the
-municipal infrastructure fund is usually the major source of local
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government revenue for this fund. In some cases, the MDF assistance
could be larger than the entire municipal or city development budget.
This must be taken into consideration in the development and design of
specific MDF projects. (See Annex IV '"Local Government Sources of
Funds".)

2. Municipalities

The municipality is under the legal jurisdiction of the provincial govern-
ment for administrative and financial matters. Municipalities, however,
.have the authority to plan and implement projects and to use public funds
subject to guidelines set by national government agencies and the provin-
cial government.

The municipality has a development coordinator who assists the mayor

in designing programs and projects they wish to execute. There are
instances where the development coordinator does not have adequately
trained and experienced staff. As a result, the mayor and his develop-
ment coordinator may ask the assistance of the Provincial Development
Staff and Provincial Development Coordinator. The MDF will provide
municipalities with technical assistance in this area so that local capabil-
ity can be improved and the major objective of developing self-reliant
communities more adequately met.

To avoid overburdening municipzlities, project financing packages on
loans are being designed according to the repayment capacity of the
municipalities. For planning purposes municipalities are being given
minimum and maximum MDF allocations. These take into account
historical patterns for capital investment and borrowing capacity.

3. Cities N
Cities are autonomous units covered by charters which serve in effect
as the by-laws of a public corporate entity. The charter sets the city's
limits for public and quasi-public transactions involving public and
private property. It also establishes revenue generating powers and
the extent of expenditure allocations permitted.

Project development including planning and programming of the city's
development funds is handled by the City Planning and Development staff.
This staff is organizationally attached to the Office of the Mayor. It is
responsible for the city's development effar ts, including obtaining
external financial resources for its projects. Cities participating in the
MDF - Angeles, Baguio and Olongapo - are considered capable to execute
their responsibilities under the MDF with limited external assistance.
Angeles and Olongapo are, likewise, participants under the AID-assmted
Rural Service Center Project.



4. The Investment Planning and Programming Systems at
the Local Government Level

The local government units perform investment planning and program-
ming functions in line with the decentralization efforts of the national
government. National planners rely on this effort to determine the

local community's demand for basic infrastructure support and to
develop capital programs. The Municipal Development Coordinator,
with his staff or with the assistance from the Provincial Development
Staff, identify projects down to and including the barangay level. In
coordination with barangay officials, basic infrastructure support and
small scale projects are identified and ircorporated in a five-year muni-
‘cipal capital improvement program. This could include roads, bridges,
footpaths, small irrigation systems, drainage projects, markets, health
facilities and others. The CIP usually identifies poasible sources of funds,
e.g., municipal, provincial, national or other external sources.

The CIP's of the local government units form a major portion of the Regional
Development Investment Plan. The RDIP is coordinated by the NEDA Regional
Office for the Regional Development Council.

The local municipal councils (sangguniang bayan) approve the municipal CIP.
The CIP serves as the basis for priority projects to be initiated by the muni-
cipality. For projects requiring provincial assistance, the CIP is sub-
mitted to the Provincial Engineer's Office for evaluation of technical sound-
ness and basic feasibility. The provincial treasurer is likewise consulted
on all projects requiring provincial assistance to determine whether the
projects can be financed using provincial funds. Prcjects requiring national
budgetary aid are passed on to national agencies. The CIP will-serve as

a major planning docurnent in the execution of the MDF.

5. Local Government Conclusion -

The presence of development staffs or coordinators is a satisfactory
assurance that the local government unit has capacity to be involved in
project identification, planning, and monitoring and evaluation. Assis-
tance, however, will probably be needed on detailed technical project
design and implementation in most cases. Given the existence of

(1) development staffs, (2) the MDF's intention of providing resources
to strengthen local institutional capacity through technical assistance,
and (3) the guidance provided by the national government agencies,
(and provincial government for municipalities) particularly the Capital
Investment Program, it is AID's conclusion that adequate institutional
capacity of local governments exist to implement the MDF, as presented,
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D. FAA Section 611 (a) (1) Consideration

This Project is the prototype example of the kind of Fund project set
forth as capable of meeting Section 611 in the paper entitled '"Satis-
faction of the Requirements of Section 611 (a) (1) under the 'Fund'
Concept' which was previously submitted to AID/Washington and a
copy of which is attached as Annex V. The Project is in support of
similar institutions (cities and municipalities) which are expanding
their capacities to develop, implement, monitor, and evaluate a dis-
_ parate range of sub-activities beneficial to the target-group. It will
result in the establishment of systems under which the local institutions
can so expand their capacities and will result in additional resources
being made available to the target beneficiaries.

This paper explains the operation of the Fund as well as the mechanism
and criteria for planning, financing, implementing and evaluating pro-
jects. They provide for the establishment of an internal audit and
evaluation capability. Further, they explain that the focus of the MDF
is on the process of development which results from the Fund activities
rather than any particular projects financed by the MDF. Finally, the
Paper establishes a firm cost of the Project to the U. S, Government,
in the context of ESF assistance to the Philippines.

Accordingly, we conclude that Section 611 (a) (1) has been adequately
met.

E. Environmental Considerations

The major purpose of the MDF is to enhance management capabilities

of local government units. This will not have a significant environmental
impact. Some projects carried out under the MDF will have a significant
environmental impact. The PID explained that, where appropriate,
projects financed by the funds will be analyzed fram an environmental
point of view by the Secretariat according to GOP and USG regulations
before commitment of funds. Appropriate procedures are in place to

do this,
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AID environmental requirements will Le met as follows.

1.

Capital Prejects

Capital project $1.0 million and over, which will be approved

in detail by VUSAID, will be subjected to separate environmental
analyses (an Initial Environmental Examination and Exvironmental
Assessment, if necessary} required by Section 216.3 of AID
Environmental Procedures. IEEs and EAs for these projects will
be reviewed and approved by the appropriate AID Emvironmental
Officer.

Since there will be no USAID approval of capital projects under
$1.0 million, such projects willnet be subjected to environmental
analyses required by AID environmental procedures. Per regulation
216.2c(ii) of AID Environmental Procedures, IEEs and EAs are not
required for projects, such as these, where "AID does not have
knowledge of or control over, and the objective of AID in furnish-
ing assistance does not require....knowledge of or control over
details of the specific activities that have ar effect on the
physical and natural enviroament...". Bowever, environmental
analyses required by the Secretariat's "Project Development
Systenm" manual will be undertaken for all capital nrojects under
$1.0 million,

Noﬁ-Capital.Projects

Environmental analyses required by AID Environmental Procedures
will be undertaken for all non-capital projects for which USAID
approval is required. These analyses will be reviewed and approved

by USAID/Manila. All other non-capital projects will be subjected

to environmental analyses required by the Secretariat’s "Project
Development Systems" manual.
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IV, Financial Plan and Budget
A, General

The Municipal Development Fund (MDF) is designed to enhance the
capabilities of cities and municipalities to manage resources. It will
augment the financial resources of recipient municipalities by helping
to finance thair investment programs. Emphasis in the MDF will be
on projects which increase employment and productivity in the locality.
Extensive information on the revenue and expenditure systems, inclu-
ding external assistance proviced to local governments in the Philip--
pines, is available with the Secretariat. General features are
discussed in Annexes III and IV,

The GOP realizes that one approach to economic growth is to provide for
the effective partnership between the private and the public sectors,
particularly in consideration of the mixed economy nature of the
Philippines. In an effort to assure the private sector that their role is
not being undermined by the presence of subsidized credit assistance
programs, public sector loan interest rates are kept at what the GOP
feels is the minimum cost of capital. This has been determined to

be 9 percent, This is considered the minimum rate that capital
holders are wiliing to save, It is presently applied to savings accounts
in commercial and savings banks, It is also used for subsidized credit
assistance programs of the GOP managed by the Central Bank, and
other government depository banks designated to participate in these
programs. The MDF will uphold these credit policies. Projects to

be funded out of the MDF are planned to demonstrate the capability

of the local government units to expand and improve their operation
while recognizing the cost of new inflow of funds,

B. Terms, Interest Rate, Grace

Not all of the municipalities or projects will be given the same -
financing packages. Some projects will be grant financed, and on those
loan financed terms will vary according to project type and to GOP
classification of the city or municipality. The classification of cities
and municipalities is based on income { general fund receipts, opera-
ting income, income from sale of capital equipments, grants and loan
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proceeds). Classifications are established by the Ministry of
Finance based on budget operation staterments submitted by local
government units. This can be a basic determinator in establishing
a municipality's debt service capability and absorptive capacity.
The classification is reviewed every five years with a pew classifi-
cation due 1982, The system of classification is covered by
Presidential Decree 465,

There are five basic classifications for cities and six for munici-
palities -- the first being larger cities and municipalities with
historically more revenue generating capability and the fifth or sixth
being smaller with limited revenue generating capability, Cities and
municipalities in all classifications are expected to participate in

the MDF. The municipal classification primarily will determine the
locan terms provided by the MDF on revenue generating projects.
‘Smaller municipalities, historically less capable of generating revenues
will receive loans on softer terms than larger ones. Given the muni-
cipalities revenue generating and debt service capabilities, there are

a variety of questions which should be asked in determining loan terms.
Should the municipality be provided with a longer repayment period

to spread the amortization payments; should it be provided a longer
grace period without repayment on principal during that time; should
interest payment start after the grace period with repayment on
principal lagging further behind; should part of the project cost be
provided as a grant to soften the debt burden. To simplify the process,
a uniform interest rate shall be charged, i.e,, the GOP minimum of
9% and grace on principal and/or interest, term and grant component
shall be varied. The classification will be used as the basis for
determining how concessional a loan to a municipality should be.

In applying the classification system to MDF lending, three financial
packages are being proposed for revenue generating infrastructure
projects and three for public enterprises. Basically, cities and
municipalities will be placed in these packages based on their classi-
fication as presented below. F lexibility, however, to change financial
packaging for a particular project will be maintained. Changes can
be justified based on a specific projects revenue generating potential,
risk, projected external benefits or costs to the community, etc.
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The proposed system for loan packaging according to classification
is presented below:

Classification of Cities/Municipalities with Corres-
ponding Financial Package
{Amounts in Million Pesos)

Average Average
MDF Annual Annual
Financial Package City Revenue Mun. Revenue
A Class 1 P3.0M-P7.0M 1 PL.5 M-P5.0 M
: or more or more

Pl.5 M-P2.99M Pl1.OM-Pl.4 M

P1.0 M-P1.49 M »0.5 M-P0.9 M

Qo
v hjw]ne

less than PO.5 M P0.1 M-PO0.2 M

2
3
$0.5 M-FP0.9M 4 P0.3 M-P0.4 M
5
6 less than PO.1 M

Briefly, the four major MDF project categories and their financirz packages
are presented below:

1. For Institutional Development , Municipal Administration/Managgment
and other Project Related Services

These projects refer to assistance to be provided to local government units
to improve their efficiency in managing their fiscal and development
resources. Funding assistance for this type of project is anticipated to

be grants for technical assistance. Counterpart requirements will vary
and be in cash and/or kind to help ensure that the local unit has a stake

in the improvements being provided.

Funding under this category will also be for studies in preparation of projects
and their supervision, e.g., A & E services for the municipalities. These
funds could be used to finance a contractor to assist the Secretariat and /or
AID with project monitoring.

There will be no assistance provided to current operating (recurring)
expense except where justified as extremely necessary and clearly
demonstrated that it cannot be provided as counterpart by the
proponent city or municipality. Where financing of operating expenses
is done, it will be with a scheduled phaseout and be related to specific
MDF Projects proposals,
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2, Basic Infrastructure (non-revenue generating)

This will be on a straight grant basis and will not be related to
classification. Examples are road, flood control, drainage
projects,

3. Infrastructure Projects (revenue generating)

' These are projects designed to i~iprove revenue generating infras-
tructure accorded to the constituznts of the locality, They may be
city owned and run, cooperatives or public owned utilities but not
private, Focus is made on upgrading utilities as water supply,

.~ -rural electrification and power, trash collection and disposal,

and sewerage and other revenue generating community facilities,

Cities and municipalities will be permitted to relend or assign
their borrowing authority to cooperatives, publicly owned utilities
and public corporations but not to private commercial entities,
General terms of such arrangements will be worked out on a case-
by-case basis and approved by AID,

The proposed lending structure for revenue generating infrastructure
follows:

Revenue Generating Infra-Projects

Package Package Package

No, A No., B ~ No. C
Interest Grace
Period C C C
Principal Grace
Period C+l yr, C+1 yr, C+2 yrs,
'I‘errn—l-/ , 10-15 yrs. 12-17 yrs, 15-20 yrs.
Interest Rate 9% 9% 9%
Frequency of Annual/Semi Annual/Semi- Annual/Semi-
Payment Annual Annual Annual

C= Construction Pericd

1/ Term is inclusive of grace less estimated construction period.
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In all cases, cities and municipalities which exhibit improved
financial positions during the life of the loan will not be penalized by
restructuring of their amortizations schedule (e. g., prepayment)
unless sc desired by the local units themselves,

4, Public Enterprise Development Projects

These projects refer to income generating efforts of local government
units, They will complement efforts of the local private sector in
contributing to the growth of the local economy,. Income derived

from these projects will be used to further strengthen the delivery

of basic services to the local constituents thereby assgisting local

units become self-reliant, Among the projects which will qualify

for financing under this category are public markets, slaughterhouses,
artisan markets, industrial estates, and other ventures which will be
owned partly or in full by the local government,

The MDF will be open to the possibility of financing the entry of local
governments into joint ventures with other local governments or
government corporation or possibly even private entities should such
ventures present a more effective way to manage an enterprise. This
particularly holds true for new ventures which the local government
unit may want but where they do not have the technical expetise to
enter into the project alone, Operations covering this option shall be
contained in subsequent Project Implementation Letters.

Joint ventures refers to equity sharing. If the local government puts
in 20% of capital against another entity's 80%, the net income

would be divided in the same way as the capitalization, i.e,, 20:80,

In effect, the local government, through this joint venture, realizes
20 percent of net income {or loss) which it would have not realized
if it had not jointed the venture, Presently, there is no single -
institution which provides this type of assistance. This particular gap
could be filled by the MDF on a trial basis, where appropriate, in
cooperation with specialized institutions interested in rural develop-
ment., Any trials in this area will be on a small scale and would
have to meet the criteria for MDF assistance.
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Following is the proposed lcan system for public enterprise
projects in the three packages:

Public Enterprises

Package No. A Fackage No. B Package No, C

Interest Grace

Period C C C+(2 to 3 yrs,)

Principal Grace

Period C+(1/2tolyr,) C4+(ltol-1/2yr.) C+(5to 6 yrs.)

1/
Term 10 yrs. 10-12 yrs, 12-15 yrs.
* Interest Rate 9% 9% 9%

Frequency of

Payment Annual/Semi- Annual/Semi- Annual/Semi-
Annual Annual Annual

Cc = Estimated Construction Period

C. Financial Plan, Disbursement Procedure and Cost Estimates

1. General

The first year obligation will be $22. 0 miilion with cash flow require-
ments of roughly $8.0 million for the first year and $ 14. 0 million for
the second year, Of the total available funds, the following are
estimated ranges of percent shares per program component:

I - 2/ AID
- Institutional development projects™ E-10%
- Infra-development projects 35-5¢%
- Public enterprise projects 35-50%
- OQther projects 5-10%

o

Term is inclusive of grace leas estimated construction period.

I =
~

These funds may be used to finance A&E or management
supervision contracts fo assist the Secretariat and/or
AlID in the monitoring of the MDF.
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These allocations per project category are based on estimated demand
for capital and historical performance of the recipient municipalities.
These project mixes may vary depending on municipality, project
priority, absorptive capacity, etc.

Public enterprise has a major allocation because of the intention

to enhance the investment program of municipalities and the increased
provision for the delivery of basic services through earnings from the
public enterprises., Likewise, public enterprises can bean additional
source of continuing revenues for local units in addition to taxes, fees
and charges and budgetary aid. Infrastructure likewise has a major
share of the MDF because of the need for basic infrastructure in the
areas arocund the bases,

2. Development _Bank of the Philippines

-

The Development Bank of the Philippines {DBP) will act as the disbursing
and collecting agent for the MDF., There will be a charge of 1/2 of 1% for
loans which will be charged to the borrower for loans, DBP will like-
wise be the legal custodian of the MDF loan capital, Administration of
the MDF, however, rests with the Management Advisory Committee

and the technical Secretariat supporting it, This inciudes responsibility
for project evaluation, approval and monitoring. The Secretariat

will enter into agreement with the DBP so that this arrangement is
facilitated. A condition precedent to disbusement of any loan funds to

be made through the DBP or other appropriate banking institution will

be AID concurrence of the banking agreement,

Pursuant to the banking agreement, a trust fund will be set up at
DBP to handle the repayments on loans. Repayments will be used to
replicate the efforts made in recipient municipalities, although nct
tied directly to these municipalities, A covenant will be placed in
the Project Agreement to the effect that collections be relent in the
general area of the bases for similar type projects. without causing
investment flooding and with due consideration to other growth pole
potential cities and municipalities,

3. Audits

The Ministry of Human Settlements will use auditors from the
Commission on Audit to continually review project activities.
These auditors are located in the Ministry of Human Settlements

as well as in the local government units, In addition, plans are to
have an annual external audit (private firm), audit the MDF and its
operations. It is expected that AID audit requirements will be
minimal and will focus mainly on the MDF process,
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D. AID Disbursement Procedures

AID will disburse obligated funds for the MDF in the same manner
as was used for the ESF financed Elementary Schools Construction
Project, i, e,,

- the GOP places the estimated pzsoc cash requirement

for one year operation of the MDF in a separate special
peso account in the Treasury of the Philippines and provides
AID evidence of the deposit,

- after conditions precedent are met, AID disburses the dollar
equivalent of one year peso cash requirement to the Treasury
of the Philippines and the dollars are then free foreign
exchange, The advance is based on cash requirements for
entering into commitments for MDF projects.

- the special account is replenished annually or faster
depending on drawdown and cash requirements.,

- advanced funds (pesos) will not earn interest,

- foreign exchange requirements are held by the USG
for required offshore procurement,

- commitments disbursement and expenditure reports
on the special peso account are provided to AID on a

quarterly basis,

E. Obligations, Commitinents and Expenditures

Detailed schedules for obligations, commitments and expenditures
are provided in Annex V, A summary table is presented below,
This table i ndicates that a sizeable pipeline will exist between
obligations and expenditures in the early years of the program
(these are funds that will be held by AID), The pipeline between
commitments and expenditures, i.e., outstanding advances, is
much less, The reason advances will be outstanding over a one
year period is because GOP procurement policy requires that
funds be in place before contracts are entered into and some
contracts will extend over one year. Since the special pesc
accounts is in the Treasury of the Philippines, GOP laws and
regulations governing procurement apply.



MDF -ESF

summary of Il1lustrative Obligations, Commitments Expenditures

7,000

FY 81 FY 82 FY 83 FY 84
Obligations 22,000 17,000 15,000 16,000
Commi tments | :
(Advance to g?c) 3,000 12,000 14,000 14,000
Expendi tures - 8,000 14,000 14,000
Cummulative Obligation '
less Commitments 19,000 24,000 25,000 27,000
Cummulative Obtigation
less Expenditures 22,000 31,000 32,000 34,000
Cummulative Commitment .
less Expenditures3/ 3,000 7,000 7,000

FY 85
-0-

14,000
14,000

13,000
20,000

7,000

Ist Qtr End of Proj.
FY 86 FY 87 FY 88 Total
-0- -0- -0- 70,000
9,000 4,000 -0- 70,000
10,000 7,000 3,000 70,000 |
10,000 -1- -0- -0- |
10,000 3,000 -0- -0- N
6,000 3,000 -0- ~0-

1/ Estimated amount of one year cash requirement (advaﬁce) lTess estimated foreign exchange import cost.

2/ Estimated advance Tiquidation by expenditure to be reported on quarterly basis.

3/ Outstanding advance at end of FY.
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V. Implementation Plan

A, Institutional Arrangements

The following implementation system has been developed during the
project design period of the MDF, At the national level of govern-
ment, the Secretariat will manage the MDF in cocrdination with
technical GOP agencies and AID, The Secretariat, working with
local government unit{s, is developing procedures for the coordination
and execution of the MDF, The general features of these procedures
are briefly discussed below,

1. For municipalities the provincial government will be in-
volved in project identification, d esign and implementation as re-
quired. The provinces will also review the soundness of projects
presented given the overall development design and strategy for the
province, The provincial governor's role in the MDF is to recom-
mend and endorse projecis of municipalities after consuitation with
the leadership of proponent municipalities. Most governors are
adequately supported by their technical personnel from the Provincial
Development Staff, District Engineering Office, etc. to perform this
review function and assist municipalities as needed.

2. The cities which participate in the MDF shall select projects
which meet MDF criteria with assistance from its City Planning and
Development Staff, City Engineer, etc, There shall be appropriate
measures to involve the local population in the identification and
selection of projects for MDF financing. The city mayors, operating
independently from provincial governments, shall present the project
for funding to the Secretariat after appropriat: GOP clearances are
cohtained,

3. The coordination of the MDF with other local government
programs shall take two forms:

- For selected municipalities, project identification axd plan-
ning shall be done by the Municipal Development Staff, In
most of the municipalities surveyed, only the municipal
development coordinator engages in project planning (i.e.,
identification and design) supported by one or two staffers,
It is therefore necessary that the Provincial Development
Staff under the governor's office, work closely with the
Municipal Development Staff in the project planning. The
Provincial Development Staff will coordinate with regional,
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provincial and concerned local government entities.
To the extent practical the municipality will have
primary responsibility in the design and supervision
of MDF funded projects. They will be assisted, as
appropriate, by other GOP agencies, the Secretariat
and private consultants which could be financed by the
MDF,

- For participating cities, the City Planaing and Develop~
ment Staff shall coordinate with appropriate national
government agencies and the Secretariat in the planning,
design and implementation of projects, Assistance on
project design and project management and supervision

- may be solicited from GOP national and regional agencies,
private consultants and from the Secretariat, It is recom-~
mended that cities organize a project management team
with staff mainly from local offices in the cities and
headed by the city mayor. Such organized efforts will
improve coordination and operation of project design and
execution. A project management team zlso provides
for the coordinated participation of local officials in the
city, The cost of operating project management team
could be assisted under the MDF,

4, The fund management procedures shall be coordinated with
local counterparts of Ministry of Finance and Ministry of Budget,

5. The cities and municipalities participating in the MDF will
be responsible for involving potential target groups in project planning,
designing and, to the extent practical, in the implementation of projects,

6. The Development Bank of the Philippines will serve as the
banking institution for the MDF, Its functions are discussed in
Section III,

Before final authorization by the Secretariat, the Regional Office of the
National Economic and Development Authority and the Ministry of Local
Government and Community Development will be asked to approve the
project where appropriate and required under GOP regulations.
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The tasks to be carried out by the cities and municipalities constitute a
significant increase in both quantity and the nature of their current work
program. The cities and municipalities participating in the MDF will
build up capabilities gradually giving time to train new staff and absorb
and adjust to new procedures,

When a project is authorized by the Secretariat for financing, the local
government unit will enter into an agreement with the Secretariat. I
the municipality ie to relend the funds to a public utility or cooperative,
they will enter into a relending agreement with that entity. Where
borrowing authority is assigned to another public entity, the Secretariat
will enter into an agreement with that entity based on the municipality's
written authority to do so. The agreement will govern the execution of
the project and include procurement rules, disbursement system, com- -
pletion dates, audit rights, etc, The agreement, in the case of assigned
borrowing rights, will be subject to AID concurrence on a case-by-case
basis prior to fund disbursements.if the project is over $300, 000,

B. Implementation Schedule

The MDF will last for approximately 7 years with obligations over a
4-year period starting in July/August 1981. Conditions Precedent to
disbursement are expected to be met by the end of October. Specific
schedule of implementation will depend largely on the nature of projects
approved under the MDF. For 1981, the Cities of Olongapo and Angeles
being most affected by the bases, will be given priority in the MDF.

The rest of the bases affected municipalities and cities wiil come into
the MDF in 1982 or 1983. Project identification exercises have begun
and design on many is under way.

C. Monitoring /Reporting

In a multi-component project such as the MDF, efficient monitoring and
reporting is crucial if implementation problems are to be discovered
early and corrective measures taken. In addition, timely reporting can
perform a larger role by providing information on successful and unsuc-
cessful project designs to aid in the design and implementation of similar
projects in the future. The Secretariat is currently monitoring project
design activities and will monitor implementation when it begins.
Monitoring and reporting emphasis will be placed on physical progress
and financial expenditures expected. Each quarter they will be measured
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against actuals. On a quarterly basis, the proponent city or munici-
pality will report the percentage of project execution completed,
accrued expenditures and the percentage of project budget disbursed.
AID encourages the use of MDF funds for the Secretariat to contract
with a qualified local A&E or management firm to assist with moni-
toring responsibilities.

D. AID Approvals and Monitoring

AID would like to minimize its involvement in project approval and
monitoring and place primary reliance for these functions on the
Secretariat, AID approved procedures and systems to execute the
MDF will be used by the Secretariat, The following is proposed as a
means of reducing AID direct-hire workload in the execution of the
MDF:

1. Capital Project Approvals

- Capital projects $1.0 million and over will be approved in detail
by the Secretariat and AID. This will include technical, economic,
environmental, financial, etc, feasibility considerations, pro-
curement plans, etc.

- Capital projects under $1. 0 million will not require AID approval
prior to authorization by the Secretariat unless they (1} include
financing of imported equipment and materials or {2) are not
for one of the pre-approved project areas listed below. These
may be new construction or improvements. This list shall be
reviewed and amended periodically as required and jointly agreed
to by the Secretariat and AID:

Roads and Bridges Sanitation
School Buildings Solid Waste
Electric Power Facilities Public Markets
Street Lighting Slaughterhouses
Water Supply Ice Plants and
Drainage/Flood Control Cold Storage
Erosion Control Hospitals/Health
Reforestation Stations

- All capital projects requiring foreign procurements (materials and
equipment, construction and technical assistance) and procurement
of vehicles will be approved by the Secretariat or AID.
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2. Non-Capital Project Approvals

~ AID reserves the right of review and approval on all non-capital projects
(e.g., joint ventures with private entities, municipal businesses, training
and social service programs, organizing services, feasibility studies,
local government management assistance. AID and the Secretariat will
jointly develop criteria for when AID approval would be required and
these will be enumerated in implementation letters,

3. Contract Approvals

- The Secretariat and AID will approve all major materials and equipment,
construction and technical assistance contracts which are under a
capital or technical assistance project that required Secretariat
and AID approval.

- The Secretariat and AID approve foreign procurements (materials and
equipment, construction and technical assistance) and procurement
of vehicles,

4, JMonitoring

- AID will rely on the Secretariat and local government units to the maxi-
mum extent for project design, implementation approvals and monitoring.
AID will monitor progress on a selective basis depending on the size and
complexity of the project. For example, AID would monitor a $3.0 million
road quite closely but would do sample monitoring on a project to expand
and improve home vegetable gardening which involves 2,000 households.
The Secretariat will assume most of AID's usual monitoring responsi-

bilities and report progress and expenditures to AID. In this connection,

AID will not monitor reflows from credit-financed proiects (see Special
Covenant No.l% on_page 31 below). '
5. rocuré&ment

- Local procurement will be in accordance with AID-approved MDF pro-
curement procedures., Offshore procurement will be in accordance with
AID Handbook 11 or other appropriate AID regulations. Excess property
will be used to the maximum extent. FEach project will include a pro-
curement plan as part of the design effort. Such plan will be approved
by the Secretariat and/or AID as appropriate prior to disbursement
of project funds.

6. AID Staffing Implications

- The project will obviously have staff implications for the Mission. How-
ever, the system described above which relies heavily on the Secretariat
will help to minimize AID involvement in the execution of the MDF. It
is the Mission's opinion that without staff reductions, the AID ctaff in

-
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the Philippines is adequate in number and technical skills to carry out
its responsibilities under the MDF and other ESF projects., Additionally,
AID encourages the use of MDF funds to obtain an architecture and
engineering contractor to assist with ESF monitoring.

VI, Evaluation
Two interim evaluations and one final evaluation are scheduled for the

MDF. These will be joint GOP/AID evaluation. Costs of the evaluations
will be covered by the MDF . ’

The evaluations will basically review the following areas and questions:;

1. Adequacy of Secretariat administrative arrangements, i,e.,
- procedures, staffing, administrative support, etc.

2. Effectiveness of the Development Bank of the Philippines as
the MDF banker.

3. Absorptive capacity of participating cities and municipalities.
Is their capacity improving to meet oen-going operations and
maintenance costs and are they actually doing so.

4. Viability of loan interest rates, and terms of repayment system,

5. Bottleneck to MDF implementation,

6. MDF coordination with other local and national government units,

7. MDF pipeline problems.

8. Debt service problem of participating municipalities.

9. Need to expand the MDF to include additional cities and municipalities.

10. Effectiveness of AID approval mechanism.

11. Profile of projects proposed for financing.,

12. Impact of projects on city and municipality operating and
- maintenance budgets, and on local tax revenues.

13. Degree to which technical, economic, financial, social and envi-
ronmental feasibility studies conducted for projects where appro-
priately designed and provided a satisfactory basis for project
selection design and approval.

14. Whether projects were effectively implement and are operating
as planned. ®
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VII. Conditions, Covenants and Negotiating Status

A, Conditions Precedent to Initial Disbursement of Funds

The Standard condition precedent to disbursement regarding the state-
ment of names of the representatives of the Grantee (including the
Secretariat) and evidence of their authority will be included in the
Agreement. In addition to this standard condition, the following condi-
tions precedent to disbursement are intended for inclusion by AID:

1.

Evidence that the Secretariat has in place financial and
review system capable of processing (including monitoring
and evaluating) the proposals that it receives from the
various cities and municipalities being financed out of the
Fund;

An executed Service Agreement between the Secretariat and
the Development Bank of the Philippines {or other acceptable
banking institution) for the financial handling of any funds
which are lent rather than granted to the municipalities;

and

A standardized project agreement to be used between the
Secretariat and the cities or municipalities financed by the
Fund,

B. Special Covenants

AID intends to include the following special covenants in the Project
Agreement:

1.

The Parties shall agree that any changes to the approved
financial terms, conditions and procedures for the handling
of any loans from the Municipal Development Fund shall be
approved by both Parties. '

The Parties shall agree that any joint ventures entered into
between government entities and private enterprises shall
have the written approval of AID before being executed.

The Parties shall agree that proceeds from loans to cities
and municipalities shall be made available for use in projects
similar to those meeting the MDF criteria in the general
areas of the U.S. military facilities unless AID otherwise
agrees in writing.
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4. The Grantee shall covenant that adequate staff will be main-
tained at the MAC Secretariat suificient to manage the
MD¥ project over the life of the project.

5. The Parties shall agree that cities or municipalities shall
be permitted to relend or assign borrowing acthority only
to cooperatives, publicly-owned utilities or public corpo-
rations or such other entities as they may approve in writing,
and agree that AID shall approve such relending or assign-
ment pricr to funds being committed for this purpose.

C. Negotiating Status

All of the above conditions and covenants have been discussed with
appropriate GOP personnel and USAID anticipates no problem in
including them in the Project Agreement.
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LIST OF ILLUSTRATIVE PROJECT

Project identification is well underway in most cities and munici-
palities affected by the U, S. military facilities, An illustrative
list of several projects under consideration and a short description
is presented below, It is anticipated that most MDF projects will .
fall under one of these general project types although size and

site specific conditions will vary,

1. Angeles Public Market ($3. 2 million):

The public market of Angeles is over crowded and generally run
down. The city has acquired land for a new market and has assigned
it as 2 top priority for MDF loan financing, Consideration is being
given to making the market a city owned public corporation, The
detailed design is almost complete,

2. Angeles Slaughterhouse ($1. 0 million):

The current slaughterhouse at Angeles is about 8 years old,

It is too small for this large city and sanitary condition poor. There
is no cold storage. The city has acquired land for a new facility just
outside the city along the circumferentiai road., It plans to construct
a more modern slaughterhouses using an IMDF loan. Detailed design
is almost complete.

3, Angeles City Hospital ($1.0 million}:

The existing city hospital is in poor condition and is located next
to a dump site, It has a 50 bed capacity including beds in the
hallways. Its equipment is outdated, The city has land for a new
hospital, 75-100 bed capacity, and has assigned this a top priority.
A market survey is underway to determine exactly how large the
hospital should be and what level of treatment should be available
" there, Administrators from the Region Hospital Center at Clark
are assisting the city with design, equipment specifications, etc.

4, Angeles Circumferential Road _($4. 0 million):

Angeles has grown so fast that the road system has not been able to keep
pace. City streets are crowded and during the rainy season unpass-

able in places. AID, through the Rural Service Center Project, helped
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the city develop a Master Road Network Plan, The circumferential
road is a top priority to alleviate the traffic congestion problem,
Econcomic studies and surveys have been completed and detailed
design started, The road will include about 15,6 Kms, of road
irmprovement and 9. 6 Kms. of new construction. Most right-of-
way has been acquired and negotiations are underway for remaining
segments, Construction is planned to begin in January, 1982,

5. Olongapo Solid Waste Management ($2, 0 million):

Olengapo suffers from a terrible solid waste disposal problem. The
current dump site is totally inadequate for the size of the city and
proposed new sites are significantly outside the city proper on hillsides
or at the base of small watersheds, Squatters have, likewise,
encroached on the dump site and are living under deplorable sanitary
condition, The site is on an inland canal, and much refuse is washed
into Subic Bay. The city would like to modernize its solid waste and
collection system and investigate alternative methods for disposal,
Negotiations are underway with the Secretariat to perform a
commprehensive study of this problem, MDF would finance required
improvements., '

6. Olongapo Power System ($3.0 million):

The power systems in Olongapo is operated by the city. It is over
P30, 0 million in debt to the Naticnal Power Corporation. It has
suffered from poor management in the past and the hardware is in
such bad condition that line losses of 30% and more are common,
The city has requested MDF assistance to improve the management

and operations of the power system and rehabilitate/replace the
old and worn-out hardware.

7. Olongapo By-Pass Road ($2. 0 million):

Traffic in Olongapo is congested, As with Angeles, Olongapo

road system has not kept pace with its growth, Additionally, the
World Bank is financing a major highway from Olongapo north
which will further exacerbate the traffic problem in Olongapo.

The mayor has asked that'consideration be given to a by-pass road
which would permit through traffic to go around congested down-
town streets, The road would be 3-4 Kms. long and would pass just
north of the main Olongapo population center,
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8. Olongapo Drainage and Flood Control ($5. 0 million);

During the rainy season many areas of Olongapo suffer greatly
from poor drainage and flocding. The deforestation in the Olongapo
watershed is a primary cause of this. The project would finance a
reforestation effort and required drainage and flood control
structures.

9. Capas/QO'Donnel Electric Coop ($300, 000):

O'Donnel is a barangay in the western sector of Capas municipality.

It is located on the Clark reverted lands some 10 Kms. from the
major Capas population center just north of the Crow Valley Bombing
Range. It is a permanent community and is on private lands. In
Capas, electricity is provided by a private franchise. Because of the
isolation of O'Donnel, it has not been connected to the power system.
This project, proposed by the mayor of Capas, would permit O'Donnel
to connect to the Tarlac Province Rural Electric Coop. The project
would primarily finance a transmission line and required hardware
through the Tarlac Coop.

At

10. Mabalacat Squatter Assistance ($1.0 million):

Mabalacat municipality boarders the eastern portion of Clark Air Base,
There are numerous squatter communities along this perimeter, some
more permanent than others. It is generally agreed that the MDF
should be used to help these people. If they stay on the perimeter, -
the MDF could be used to impruve their access to basic services, i.e.,
water, roads, power, etc. I the decision is made to relocate them,
the MDF could be used to establish resettlement areas and generally
assist in the transition.

l1. Bamban Spillway ($500, 000):

Bamban municipality lies east of the Clark reverted lands along

the Sacobia River. It experiences severe flooding during the rainy
season. The mayor has proposed a spillway along the Sacobia River
to reduce damage from flooding and enhance year round grain and
vegetable production.
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12. Subic Water Supply ($3. 0 million):

Subic municipality is immediately north of Olongapo and Subic
Base. Most residence do not have adequate water supply,

Subic is under the Local Water Utilities Administration program.,
The project would enlarge the water source for Subic and

assist with the expansion of the system working with the Lccal
Water District,

13. A number of smaller projects have also been proposed,
Some meet MDF criteria and others are definitely questionable,
These include:

- School building construction
- Livestock auction markets
- Bridges ‘
- Drainage systems
- Secondary farm to market roads
- Sports centers¥
- Municipal equipment and tool pools for rental
- Plant breeding farms#
- Tourism development*
- Municipal ice plants and cold storage facilities
- Reforestation of public lands
- Garbage truck procurement
- Social halls*
- lLand reclamation
- = YVillage santiation (toilets)
- Sites and service for municipal/city industrial
estate areas
- Municipal farmas#* :
- City halls* . .

*Types projects which are questionable in terms of MDF
criteria or may have serious feasibility issues,
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SUMMARY OF LOCAL GOVERNMENT ORGANIZATION

1. Organization, Powers, and Functions

The new Philippine Constitution defines the territorial and political sub-
divisions of the country as the province, the city, the municipality,
and the barangay (barrio).

The province represents the largest administrative subdivision, with
the city and the muaicipality following in size, The barangay (barrio)
represents the smallest unit of local government.

2. The province is defined as a 'political body corporate, endowed with
powers to be exercised by and through its respective provincial govern-
ment in conformity with law'’,

b. Most city charters define a city as a ""political body corporate, and
as such, is endowed with the attribute of perpetual succession and
possessed of the powers which pertain toc a municipal corporation to
be exercised in conformity with the charter provisions'',

Cities are autonomous units which act independent of provincial govern-
ments. Cities generally have the same powers and functions as pro-
vincial governments and act as a municipality/province combined in

the execution of their functions.

€. Municipalities are defined as "political bodies corporate, and as
such, are endowed with the faculties of municipal corporations, to be
exercised by and through their respective municipal governments in
conformity with law, "

d. Barangays (barrios) are units of municipalities and cities in which
they are situated. '"They are quasi-municipal corporations endowed

with such powers for the performance of particular government functions,
to be exercised by and through their respective barangay governments

in conformity with law,
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A. Classification of Cities and Municipalities

Cities and municipalities are classified by the Ministry of Finance to
ascertain the salary rates of local officials, the number of councilors
{now called ''sangguniang bayan'' members), the tax ceilings, etc.

Municipalities are divided into six classes and cities five according
to their average annual revenues as follows:

City Average Annual Revenue Mun. Average Annual Revenue

Class P3.0 M-P7.0 M or more
PL.5 M-P2.99M

1 P1.5 M-P5.0 M or more
2

3 Pl.0 M-F1.49M

4

5

PL.0 M-P1l.4 M
¥0.5 M-F0.9 M
P0.3 M-F0.4 M
0.1 M-70.2 M
less than PPO. 1 M

P0.5 M-P0.9 M
less than 0.5 M

O o W N

B. Intergovernmental Relations

The President, through the Ministry of Local Government and Commu-
nity Development, exercises general supervision over provincial, city
and municipal governments. The Ministry's Bureau of Local Govern-
ment plus Regional, provincial and municipal officers provide the
means for general supervision on behalf of the President over the
local governments. '

C. Provincial Municipal Relations

The provincial governor exercises general supervision over the

' governments of the municipalities, (Cities are independent of provinces.)
In legislative matters, the provincial council (sangguniang bayan) passes
upon the legality of municipal proceedings. Any municipal ordinance,
resolution, oy executive order of the mayor may be declared invalid by
the provincial council when such ordinance, resolution, or executive
order is beyond the powers conferred by law upon the municipal council
or mavyor.

In most instances, municipal development projects like the construction
or renovation of public markets, the development of ports, and the
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building of high schools need the prior approval of the provincial
council or '""sangguniang bayan't.

The municipal budget is, likewise, subject to review by the provincial
treasurer. The provincial treasurer reviews the budget to determine
whether total appropriations do not exceed the total estimnated income
certified collectible by him and to determine compliance with the
provisions of existing salary laws, executive orders, statutory and/or
contractrual obligations. {The city treasurer performs this function
for cities.)

D. City-Barangay and Municipal-Barangay Relations

Presidential ¢=cree declares that all existing barrio or barrios may be
created as ""barangays'' and all references to the barrioc in any existing
law shall be understood as referring to the barangay.

Under the Barangay Charter, the mayor exercises general supervision
over the government of the barangay. Under his supervisory powers,
the mayor receives (and investigates) complaints made under ocath
against barangay officials for neglect of duty, oppression, corruption,
or other forins of misconduct in office, and conviction, by final judge-
ment, of any crime involving moral turpitude. The city or municipal
council reviews barangay ordinances, excluding tax ordinances, to
determine consistency with law or any ordina: ce.

The barangay budget is reviewed by the city or municipal treasurer
to determine compliance with legal requirements.

General Ordinance Power: The council has the power to enact ordinances
and issue such regulations in accordance with law, as may be necessary
to carry into effect and discharge the responsibilities conferred upon

it by law, and those that are necessary and proper to provide for the
health, safety, comfort and convenience, maintain peace and order,
improve public morale, and promote the prosperity and general

welfare of the city or municipality and its inhabitants,
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E. Proprietary Powers

City and municipal councils (sangguniang bayans) have the a.uthority:

l. To acquire, cohstruct, and maintain a waterworks system for

the purpose of supplying the inhabitants of the municipality with

water; to regulate the supply and use of water therefrom; and, to fix
and collect charges therefor; and, L

2, To acquire or establish municipal ferries, wharves, markets,
slaughterhouses, pounds, and cemeteries. Public utilities thus
cwned may be operated by the municipality or may be let to private
parties for a stipulated consideration,

¥. Power of Eminent Domain

Subject to the approval of the provincial council for municipalities,

the city or municipal councils have the power to exercise the right

of eminent domain and to authorize the institution of condemnation
proceedings for any of the following purposes: the construction or
extension of roads, streets, sidewalks, bridges, ferries, levees,
wharves, or piers; the construction of public buildings, including
schoolhouses, and the making of improvements in connection therewith;
the establishment of parks, playgrounds, plazas, marketplaces, arte-
sian wells, or systems for the supply of water and the establishment

of cemeteries, creamtories, drainage systems, cesspools, or sewage
systems.

G. Election and Appointment of City and Municipal Officials

The management and operation of city and municipal affairs are
handled by: (a) the political officials who are elected by the municipal
residents; and (b) the appointed officials and employees who constitute
the local bureaucracy. The elected officials of the city or municipality
are the mayor and the members of the council.

The Mayor: Powers and Functions, The mayor is the chief
executive officer of the city or municipal government. He exercises
generil supervision over local administrative affairs and enforces the
execution of the laws, city or municipal ordinances, as well as other
rules and regulations. Besides being the chief executive, the mayor
may also be considered the chief legislator in his capacity as the
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presiding oificer of the council. Under certain circumstances, the
mayor also exercises direct police and judicial powers, The concentra-
tion of these powers in one office makes the mayor the most important
official at the city/municipal level. Specifically his powers, functions,
and responsibilities are set forth by law,

I, City/Municipal Administration

A, City/Municipal Qfficers

While departments and offices found in the different cities and municipalities
vary according to local conditions and needs, the following offices appear
in most cities and municipalities:

City Municipality
Office of the Mayor / /
Office of the Secretary / /
Office of the Administrator / /
Cffice of the Treasurer / %*
Office of the Assessor / *
Office of the Health Officer / /
Office of the Engineer / *
Social Welfare Office / /
Police, Jail, and Fire Departments / /
Barangay Secretariat / /
Office of the Auditor / #*

* Branch office of province or personnel assigned by Provincial office
as needed,

1II. City and Municipal Fiscal Operations

The city and municipal governments maintain two local funds: the general
fund and the infrastructure fund.

A. Special accounts are maintained under the General Fund for
the following:

1. Public utilities and other economic enterprises;

2. A Barangay Development Fund to be constituted from
the annual contribution from each province, city,
and municipality, and spent solely for community
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development projects which meet the requirements
‘set by the Ministry of Local Government and Community
Development;

The provincial or city treasurer, as custodian of this
fund, maintains in his books a special account for
this purpose. The provincial treasurer makes
releases from this fund through the city or munici-
pal treasurer, who is made responsible for its
proper disbursement and accounting.

3. Loans, interests, bond issues, and other contributions
for specific purposes.
B. The infrastructure fund consists of monies and resources raised
or earmarked by law, including those which, under existing laws, accrue
to the road and bridge fund, and transfers from the general fund and are used
exclusively for the following purposes:

1. The repair, maintenance, improvement, and construction of
roads, bridges, and highways. Construction of roads and
bridges includes preliminary investigation and surveys
besides actual construction;

2. For the subsidy or acquisition, operation, and maintenance
of water transportation as well as for the establishment
and operation of telephone systems;

3. For the construction, improvement, maintenance, and
repair of wharves, piers, and docks, plazas, parks,
monuments, andplaygrounds; street lighting; artesian
wells; irrigation systems; flood control systems,
sewerage and drainage systems; and other permanent public
improvements; and )

4. For the acquisition of lands and buildings for public use.

Subject to the approval of the Ministry of Finance, the city or municipal
council may, upon proper justification, transfer any unappropriated
balance of this fund to cover exceptionally urgent needs of the city or
municipality.
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C. The Special Education Fund is a separate iund which consists of
the respective shares of provinces, cities, and municipalities in
the proceeds of the additional one percent (1%) real property tax
levied and appropriated for educational purposes.

City treasurers depo it their funds with a duly designated bank(s).
Municipal treasurers deposit their funds with the provincial treasurer
who, in turn, deposit them with the duly designated bank(s). They

may also directly deposit excess local funds under time deposit accounts
with duly designated bank{s) upon resclution of the city or municipal
council and upon approval by the provincial or city treasurer and auditor,
Earnings of such deposits shall accrue to the general fund.

A'discussion of funding sources for local governments is in Annex V.

iIv. City and Municipal Development Planning

The City and Municipal Development Plan sets out the municipality's
development goals and objectives. The Municipal Development Plan
must be consistent with the guidelines set forth by the appropriate
Regional Development Council (RDC) and integrates the Barangay
Development Plans submitted-to the councils,

The City and Municipal Plan contains among others, the following:

(1) a comprehensive study of factors relevant to the social, economic,
and physical development of the city or municipality including regional
and provincial influences affecting the locality; (2) major problems
and opportunities of the area; and (3) specific proposals for major
programs and projects for development.

The responsibility for preparation of the Plan is with the City/Munici-
pal Development Council, City/Municipal Planning and Development
Office and as necessary committees and Task Groups. Major steps

in the process include: (1) assessment of performance; (2) formulation :
of objectives; (3) setting of targets and formulation of strategies; (4) iden-
tification of programs and projects; (5) estimation of resource require-
ments; (6) public hearings and plan revision; (7) approval and adoption;
and (8) submission to the Provincial Development Council for integration
into the Provincial Development Plan.
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REVENUE SOURCES
" QF LOCAL, GOVERNMENTS

Current and regular revenues of local governments are not usually
relied upon for capital financing purposes since they are principally
intended to underwrite ordinary governmental operations. As a rule,
only projects involving small overhead costs or having short term
financing requirements are funded from local sources. National
Ministries generally take respongsibility for large projects requiring
long-term financing. Nevertheless, with improved efficiency and
economy, particularly in the administrative expenses for salaries and
wages and local tax collections, current revenues could become a
meaningful source of funds for local development projects.

There are other sources of funds for development such as those pro-

vided for by PD i44, PD 752, PD 436, R. A. 917, and others as dis-
cussed below,

Revenue sources of local governments are classified as follows:
locally generated, annual internal revenue allotments ; special aids/
grants; domestic loans, credits and other forms of indebtedness;
deferred-payment financing; bonds and other long term securities;
inter-local government loans; loans from funds secured by national
government from foreign sources; and financing contracts with private
persons.

I Locally Generated Funds

A. Real Property Tax Under PD 464

Provinces, cities and municipalities shall levy, assess and collect an
annual ad valorem tax on real property, such as land, buildings,
machinery and other_improvements affixed or attached to real property.
[Section 38, PD 464 /. For this purpose, the provincial, city or munic-
ipal council shall fix a uniform rate of real property tax

applicable to their respective localities as follows:

1. In the case of a province, the tax shall be fixed by the provin-
cial councils at the rate of not leas than one-fourth of one per-
cent but not more than one-half of one percent of the assessed
value of real property;

2. In the case of a city, the tax shall be fixed by ordinance of the
city council at the rate of not less than one-half

of one percent but not more than two percent of the assessed
value of real property; and
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3. In the case of a municipality, the tax shall be fixed by
ordinance of the municipal council subject to the approval
of the provincial council at the rate of not less than one-
fourth of one percent but not more than one-half of one
percent of the assessed value of real property.

B. Business Taxes Under the Local Tax Code, as Amended

The Local Tax Code, as amended, delineates the taxing and other
revenue-raising powers of local governments conformably with the
provision of Section 5, Article XI of the Constitution which provides:
that "each local government unit shall have the power to create its
own sources of revenue and levy taxes, subject to such limitations as
may be provided by law.' The Local Tax Code likewise prescribes
tax schedules, brackets and rates thereby enabling local government
units to approximate the nearest reasonable rates for their respective
localities. The net effect of this Code increased the income of most
local governments.

To avoid imposition of excessive, unjust, confiscatory and discrimin-
atory taxes, ordinances are reviewed by higher authorities pursuant to
Section 44 of the Local Tax Code. This power of review also precludes
the implementation of ordinances which are against the declared na.tmnal
policy of the State.

C. Receipts from Operation of Public Enterprises and Utilities

Liocal governments operating public utilities such as, public markets,
telephone, electric and water system's, ice plants, etc., realize
substantial income from such operations. Under Section 32 of the Local
Tax Code, as amended, hcwever, with exception of public markets,

'the maximum annual net profit that may be derived therefrom shall not.
be in excess of ten percent of the capital invested in the public utility. "

II. Grants/Aids from the National Government

A, Annual Internal Revenue Allotment

Twenty percent of the collections from national internal revenue taxes
not othervise accruing to specia: funds and special accounts in the
general fund shall accrue to local governments to be computed on the
basgis of the collections of the third fiscal year preceding the current
fiscal year. This allotment shall be distributed as follows:
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Twenty-five percent (25%) to provinces
Forty-five percent (45%) to municipalities
Twenty-five percent (25%) to cities

Ten percent (10%) to barangays (barrios)

The share to each province, city, and municipality is determined on the
basis of the following formula:

Seventy percent (70%) - population
Twenty percent (20%) - land area
Ten percent (10%) - equal sharing

B. Highiva.y Special Fund Aid

This is statutory aid under and by virtue of Republic Act No. 917, as
amended by P. D. 320. This grant is available only for road and bridge
maintenance purposes, and may not be utilized for other local develop-
ment projects.

C. Specific Tax Allotment

This refers to shares of local governments from specific taxes on
petroleurn products. This is distributed under the following formula:

20% of total shares - to provinces
30% of total shares - to municipalities
50% of total shares - to cities

The sharing basis is determined as follows:
70% - population
20% - land area

10% - equal sharing
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1m. Special Aids and Grants

A, Barangay (Barric) Development Fund

Under PD 144, a barrio development fund was constituted out of the
10% share of barrios in realty tax collections and from the annual
contributions of provinces, cities and municipalities in amounts not
exceeding P500. 00 per barrio. This fund may only be spent for com-
munity development projects, such as those enumerated in MLGCD
Memorandum Circular No. 73-16 as follows:

1. projects that will provide increased production and income;

2. projects that are of small scale public werks type such as
footbridges, barrio roads, irrigations, and others;

3. projects that will promote better public health and sanitation;

4. and other projects based on local priorities as determined
by the city or municipality.

B. Budgetary Aids/Financial Assistance

Five percent (5%) of the collections from national internal revenue taxes
not otherwise accruing to special funds and special accounts in the
general fund shall accrue to a local government fund which shall be
released by the President as financial aid to local governments or to
projects. (Section 7, P.D. 144). This is being implemented by
“Ministry of Finance Memorandum Circular No, 32-72. It may be
availed of by local governments for 'budgetary aid" purposes to avert
financial dislocation due to severe losses of expected revenues. It may
also be extended by way of ''financial assistance for development
- projects' to defray the costs of a development project that cannot be
financed wholly from local funds. In appiying for this financial assis-
tance, the development project is required to be embodied in a council
resolution, duly endorsed by the governor or mayor and properly sup-
poried with project documentations such as the program of work and
bills of materials.

C. Special Education Fund Aid

Proceeds from the one percent additional realty tax imposed under

R.A. 5447 on properties assessed at B3, 000. 00 and over partly compose
the special education stabilization fund. The additional real property
taxes collected accrue as follows: 50% to municipalities; 20% to provinces;
and 30% to the national government. In the case of cities, their share
shall be 60% of the taxes ccllected. This fund shall be used exclusively

>
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for the operation and maintenance of public schools.

D. Police Subsidy

R.A. 6141 establishes a progressive salary scale for local police
officers, 50% of which is subsidized by the national government.
However, with the integration of police and fire departments, local
governments are now required to allocate at least 18% of its annual
gross income as contribution for the maintenance of the Integrated
National Poclice.

IV. Domestic Loans, Credits and Other Forms of Indebtedness

A. Provincial, city, and municipal governments may, upon recom-
mendation of the Minister of Finance, contract loans, credits, and
other forms of indebtedness with the Philippine National Bank, Develop-
ment Bank of the Philippines, the Government Service Insurance System
and/or any other national lending institution to finance the construction,
installation, improvement, expansion, operation, or maintenance of
electric light and power plants, public markets and slaughterhouses,
waterworks and irrigation systems, telephone and radio communication
systems, government housing projects, the purchase of rural and urban
estates and other capital investment projects, subject to such terms
and conditions as may be prescribed by law and the provisions of the
respective charters of the aforesaid banks and lending institutions.

B. Provincial, city and municipal governments may likewise secure
from the Land Bank of the Philippines short, medium and long term
loans and advances against security of real estate and/or other accept-
able assets for the establishment, development or expansion of agric-
ultural, industrial, home building or house financing projects and other
productive enterprises.

V. Deferred-Payment Financing Scheme

Provincial, city and municipal governments may likewise acquire heavy
equipment, plant machinery and such necessary accessories under a
supplier's credit or deferred-payment plan, subject to the law on pur-
chasing and such other rules and regulations that the Minister of Finance
may promulgate with the concurrence of the Chairman, Commission on
Audit.

VI Bonds and other Long Term Securities

A, Provinces and cities are authorized to issue bonds, debentures,
securities, collaterals, notes and other obligations to finance self-
liquidating and/or income-producing development projects pursuant to
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the priorities established in the development program as certified to
by the National Economic and Development Authority, but in no case

to exceed at any one time an aggregate amount equivalant to one-half
of the one percent of the total assessed value of taxable real property
within the territorial jurisdiction of the local government unit. When-
ever any province or city deems it necessary to issue such bonds,
debentures, securities, collaterals, notes and other obligations, the
Provincial Council or Municipal/City Council shall, by resolution, so
declare and state the terms and conditions of the bonds and the purpose
for which the proposed indebtedness is to be incurred. For such
resolution to be valid, it shall be passed by the affirmative vote of
majority of all the Members of the Local Council and approved by the
President of the Philippines, upon recommendation of the Ministry of
Finance after cansultation with the Monetary Board of the Central Bank
of the Philippines and the National Economic and Development Authority.

B. Local government bonds can be issued under the following condi-
tions:

1. They shall be in registered form and transferable at the
<entral Bank of the Philippines;

2. They shall not be sold at less than face value;

3. They shall be redeemable ten years or more from the date
of issue as may be determined by the Minister of Finance
before their issuance, but may be redeemed earlier by the
local government upon approval by a majority of all the
members of the local council;

4. DBefore issuance of the bonds, the Minister of Finance, upon
consultation with the Monetary Board of the Central Bank of
the Philippines, shall fix the annual rate of interest payable
on the bonds, as well as the mode of payrment of the interest
accruals thereon; and

5. Both the principal and interest on the bonds shall be payable
in legal tender of the Republic of the Philippines.

VII. Inter-Ilocal Government Loans

Provinces, cities and municipalities may extend loans to other provinces,
cities and municipalities for such public purposes as the repair and re-
habilitation of government property damaged by typhoons, floods, fire,

or other natural calamity; the purchase of relief goods, foodstuff and
medicine during emergencies; and the beautification of parks, plazas,
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monuments and shrines in amounts not exceeding, in their aggregate,
five percent of the general fund income from regular sources of the
lending entity actually realized during the next preceding fiscal year,
as certified to by the local treasurer and attested by the auditor con-
cerned, under such terms and conditions as may be agreed upon by the
parties, payable within a period of not exceeding twenty-four months
from the date of release of the full amount and at an interest rate of
not exceeding twelve percent per annum.

VIII. Loans from Funds Secured by National Government frcm
Foreign Sources.

The President of the Philippines, or his duly authorized representative,
may negotiate and contract loans with foreign financial institutions or
other international organizations belonging to countries with which the
Philippines has diplomatic or trade relations, or from foreign govern-
ments which are members of the United Nations and, subject to such
conditions as he may impose, extend therefrom, upon recommendation
of the Minister of Finance and the National Economic and Development
Authority, one or several loans to any provincial or city government
through the Development Bank of the Philippines or the Land Bank of the
Philippines for the purpose of financing the acquisition, construction,
installation, improvement and expansion of capital improvement pro-
jects, such as electric power plants, waterworks and irrigation sys-
tems, flood control systems, sewerage systemsa, composting plants,
and telephone and radio communications system,

IX. Financing Contracts with Private Persons

Any provincial, city or municipal government may enter into, and bind
itself by, contract with any private person, natural or juridical, for
financing such self-liquidating or income-producing projects as the
construction of toll roads and bridges, the installation of telephone
systems, the acquisition of land and water transport systems, as well
as the operation and maintenance of such projects, subject to the
approval of the National Economic and Development Authority, upon
recommendation of the Minister of Finance: Provided, that the aggre-
gate amounts of financing contracts that a local government may enter
into by virtue of this Section shall not exceed the legal borrowing
capacity of said local government as certified to by the Commission on
Audit.
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SATISFACTION OF THE REQUIREMENTS
OF SECTION 611 (a) (1) UNDER
THE "FUND" CONCEPT

I. Background:

USAID/Manila has developed a strategy for addressing assistance

needs in the Philippines that, in large part, utilizes a systern of
"Funds' as the mechanism for providing assistance. Each Fund
project is intended to support selected grant or loan-making institutions
that will finance a range of sub-activities targeted at (and responsive to)
specific beneficiaries. Since similar forms of assistance have, in the
past, raised questions as to the adequacy of the planning necessary to
carry out such projects, USAID/Manila has prepared this paper to
assure concurrence on the viability of the Fund concept as a method of
project assistance, '

II. Legislative Requirement:

Section 611 (a) (1) of the Foreign Assistance Act of 1961, as amended
(the FAA), requires that adequate planning and a reasonably firm
~estimate of the cost of the proposed assistance be completed prior to
entering into an agreement which obligates FAA funds. The section
states (in applicable part): -

'"No agreement or grant which constitutes an obligation

of the United States Government in excess of $100, 000...
shall be made for any assistance authorized under Chapter
Iof Part I, Title II of Chapter 2 of Part I, or Chapter

4 of Part II -- (1) if such agreement or grant requires
substantive technical or financial nlanning until engineering,
financial and other plans necessary to carry out such assis-
tance, and a reasonably firm estimate of the cost to the
United States Government of providing such assistance, have
been completed. .. "

This provision is applicable both to Development Assistance (DA)
("Chapter I of Part I'') and the Economic Support Funds {(ESF)
("Chapter 4 of Part II'').
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The provision can be considered in two parts, both of which have

to be met prior to obligating any monies. First is the requirement
that plans necessary to carry out the assistance be prepared (herein-
after termed as "'adequate planning''), and, second, is the require-
ment for a reasonably firm cost estimate. The "Fund" concept will
first be described and then it will be examined to see how it can
satisfy these two requirements.

III. The "Fund’ Concept:

In the Philippines, USAID works primarily with two organizations at
the national planning level in programming our assistance. Regarding
ESF, we work with the Management Advisory Committee (MAC) of the .
Ministry of Human Settlements and its Secretariat. For DA funds, we
work with the National Economic Development Authority (NEDA). With
both organizations we have mutually developed the Fund idea as the
most effective method (in most cases) of providing large portions of
our assistance to the Philippines.

These Funds are intended to be the financial as well as technical assistance
mechanisms for an institutionalization of program, budgetary and financial
management processes which satisfy a minimum set of Government of the
Philippines (GOP) and AID accountability requirements, provide maximum
flexibility in funds use, and at the same time ensure that outputs are
achieved and the benefits reach the target groups. Funds will most

likely vary from project to project in order to meet the differing circums- .
tances relevant to each particular project, and, each Fund will be fully
described in the Project Paper proposing it. Basically, though, the

Fund projects will establish resource flow systems under which the
assisted institutions will be able to plan, organize, finance, implement,
evaluate and maintain sub-projects or activities they (generally in
association with the intended target-groups) have chosen. They will
permit increased flexibility for responding in the short term to locally
(sub-national) identified priorities as they arise, while at the same time
reducing the lead time between funds commitment by AID (project agree-
ment) and actual resource flows (disbursements). The Fund projects

will primarily focus on improving the capacities of Philippine institations
and on ensuring that the resource flow system thus established results

in the target-groups in fact benefiting from the assistance.
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IV, Satisfaction of 611 (a) (1):

We believe projects utilizing this "Fund" concept can satisfy both parts
of 611 (a) (1). First let us look at how the requirement for adequate
planning can be satisfied.

As noted above, Funds will vary from project to project. They are
conceived, though, as a mechanism for grouping a disparate range of
Philippine-initiated projects into a process which can be handled

at the national and local government levels and which can be handled

by this Mission as a fundable unit without having to process as projects

a range of separate activities which are too numerous to be manageable
by Mission staff. The common link for grouping these sub-activities into
a Fund project is normally going to be the existence of an institution or
similar institutions (e.g. municipalities) which can be improved via

AID assistance and which are important conduits in transferring resources
to the targeted beneficiaries,

This type of ""Fund' project has two principal objectives: (1) to establish
systems under which local institutions will be able to plan, organize,
finance, implement, evaluate, and maintain locally chosen projects and
thereby increase their capacities to do so; and (2) to ensure that such
systems result in additional resources being made available to the target
beneficiaries. Focusing on the first point, a "Fund" Project can satisfy
the adequate planning requirement in the same way that any other inter-
mediary grant-or-loan-giving institution Project satisfies 611 (a) (1).

It is the planning required to institutionalize that is necessary rather
than the planning of the small grants or loans provided by the institution.
The first test of the achievement of the purposes of this type of USAID's
"Fund'' projects will be whether there is established an ongoing system
capable of administering sub-grants (or loans). In this regard, the
Project Paper wil examine the need for the Fund, the administrative
structure that will be used, the cost of the administrative arrangement,
the mechanism and criteria for review and approval of specific sub-
grants or loans, and the establishment of an internal evaluation and
audit capability.

This is not to say that the establishment of a system in and of itself

is enough. The real test of the system (and the second objective of

the Fund) is to see that additional resources reach the intended bene-
ficiaries. The assistance is for the purpose of establishing systems

which result in benefits reaching the target group. The planning necessary
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prior to establishing such systems is that which is sufficient for the
planners to be reasonably confident that the sub-procjects will be
designed in the manner intended by the Project and will be based on

the criteria established by the Project so that the purpose of the
assistance will be carried out. This means that in this case it is not - - =
necessary in advance of obligation toc identify the particular sub-projects
themselves are not the desired end product. Rather, the planning
required of the Project Paper is that the sub-projects (whatever form
they may take) will be beneficial to the target group and will be planned,
executed, monitored and evaluated in accordance with agreed-upon
criteria.

The Clark Area Development Fund under ESF, will probably be a different
type of Fund project. As of now, it is uncertain whether there will be
sufficient institutional focus to meet Section 611 under the above rationale
(although this question is still under discussion). In the absence of
greater institutional focus, 611 will be met by incrementally obligating
against the specific activities (or comparable groups of activities)
carried out under the Fund. For example, the Clark Area Development
Fund Project could still be approved as a fund-type of project with several
potential activities and incrementally-funded. However, the incremental
funds would be obligated against only those activities which are sufficiently
advanced in planning to meet Section 611 (a) (1) requiraments,

The Fund concept also satisfies the requirement for a reasonably firm
cost estimate. It does this by the limitation of the resources available- -
there are not enough monies to meet the demand, thus the ''cost' of

the project is not determined by the amount of goods and services to be
procured, but by the budgetary limitation of the levels of assistance that
can be provided the Philippines. While the Fund concept will be the
mechanism for project assistance which will be directed to a target
group, it should be remembered that it is not a project in the same sense
that building a sawmill is a project. In terms of establishing A reasonable
estimate of the costs of a Fund, different bases for estimation must be ...
used. In fact, "estimating the costs' is not the process that can be
followed in Fund projects such as those proposed for the Philippines.
Rather, it is a process of optimally allocating the available budget among
the activities being supported. The question to be considered is whether
the money programmed for the Funds is sufficient to achieve the project
purposes. In each project which uses the Fund concept, estimating the
costs of the project will occur in the following fashion. First, a target
group will be identified. Then, the principal constraints to the improved
socio-economic well-being of the target group will be identified. Next,
the institution or institutions which can best manage activities that will
support alleviation of those constraints will be identified. In consuitation
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with such institution or institutions, the process and the criteria for the
process of providing assistance to the target group will be established.
Then the funding requirement necessary to develop, test and implement
the process described above in an amount adequate to cause the desired
resources to be transferred to the target groups will be budgeted. It

is the Project Papers that will establish the amount to be budget to
accomplish the desired result of local institutions implementing an
agreed upon process that, in an evolving (hopefully improving) fashion
benefits the intended recipients. This will be the firm cost estimate
for the project.

In describing the need for the legislation which has become Section 611 (a),
the House Foreign Affairs Committee stated:

"It should in the future prevent {(the foreign assistance
agency) from requesting appropriation of funds or from
obligating funds until our own officials and the recipient
country have reached a firm decision as to what is
contemplated jointly to be done; when, where, and at
what cost. "

It can be categorically stated that this will be known at the time of the
"Fund" Project submissions. At the same time, it can be seen that
this description of the provision does not require that each sub-project
be planned in advance. '"What', '"when'' and '""where'' are requirements
that vary in the amount of detail necessary depending upon the type

and specificity of the assistance being provided. We believe that the
"Fund' form of assistance is not precluded by this provision.



ESTIMATED AID-ESF OBLIGATION SCHEDULE FOR MDF ($000)

TABLE 1

Institutional Development
Ihfrastructure
Public Enterprises

Other

TOTAL

P8l Fye  FYes  FYes  TOTAL
1,000 1,000 1,000 1,000 4,000
10,000 7,500 6,500 7,000 31,000
10,000 7,500 6,500 7,000 31,000
1,000 1,000 1,000 1,000 4,000
22,000 17,000 15,000 16,00 70,000
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TABLE 2 y
ILLUSTRATIVE COMMITMENTS FOR MDF ACTIVITIES™ ($000)

2/

FY 81 FY 82 FY 83 FY 84 FY 85 FY 86 FY 87 FY 88 TOTAL
Institutional .
Development -0- . 750 1,000 1,000 500 500 250 -0- 4,000
1nfrastructure 1,500 5,250 6,000 6,000 6,500 4,000 1,750 -0~ 31,000
Public '
Enterprises 1,500 5,250 6,000 6,000 6,500 4,000 1,750 -0- 31,000
Other ~-0- 750 1,000 1,000 500 500 250 -0- 4,000
TOTAL 3,000 12,000 14,000 14,000 14,000 9,000 4,000 -0- 70.000

A ——

1/ Commitment occur when a GOP entity enters into a binding agreement or contract using MDF resources.

2/ No new commitments will be made in FY 88.
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ESF
Institutional
Development
Infrastructure

Public
Enterprises

Other
Sub-Total
Local Gov.
Counterpart
Institutional
Development

Infrastructure

Public Enter-
prise

Other

Sub-Total
TOTAL

TABLE 3

ILLUSTRATIVE EXPENDITURES FOR MDF ACTIVITIES ($C00)

FY 8] FY 82 FY 83 FY 84 FY 85 FY 86 FY 87 fY 88 TOTAL
-0- 500 1,000 1,000 500 500 250 250 4,000
-0- 3,500 6,000 6,000 6,500 4,500 3,000 1,500 31,000
~0- 3,500 6,000 6,000 6,500 4,500 3,250 1,250 31,000
-0~ 500 1,000 1,000 500 500 500 -0- 4,000
-0- 250 250 250 250 250 250 100 1,600
-0- 750 1,250 1,750 1,750 1,250 1,250 450 8,450
-0- 750 1,250 1,750 1,750 1,250 1,250 450 8,450
-0- 250 250 250 250 250 250 -0~ 1,500
-0- 2,000 3,000 4,000 4,000 .3.000 3,000 1,000 20,000
$ 90,000

¢ 3o ¢ 23ed
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LOGICAL FRA it " -
L FRAMEWORK Tetel U. §. Funding 0.6 Million
Project Vitle & Number: _MUNICIPAL UEVELOIMENT FUND - Project No. 492:036) e ]

NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF YERIFICATION

IMPORTANT ASSUMP TIONS

Program 1 Sector Goal: The brodder objsctive to
which this preject contributes; {A-1)

To improve the sochal snd avimomic comdiliuns in Fhilippine

ities and municipatitiss with emphasie on those arvas
arcuml the U, 8, mititary tacilities,

Measures af Goel Achisvement: (A-2).

sSucial snd sconomic indicators show & marhet
in.rease in conditions of cltles and munici-
palitien participating in the MDF.

A-

Natiunsl Government Siatistics including Natiunal
Evonomic and Devalopment Authority, Ministry
i Finance, Ministry of Local Government and
Ministry of Human Seitlemenis.

Assumptions lor schieving gesl targers: iA-d)

- GOP permils dacentralisation of decision-
making suthor ity

. Othar scurces of financing municipal projecie
are available snd used

Project Purpase: (B-1)

T provide ESF fundes resusiling from the Amandel
Milllary Dasea Agresment of 197 10 anhania the
capabitilies of selected municipalities snd cltive, with
emphasia in those mesl atfacied by the U, 5, military
facililing, (0 ARG FESDUFCES 0 CREPYing oul develup-

man! atlivities responsive 1o tocaily eetablished privritiee.

Canditions that will indicute purpars hos boon
achiaved: End-of-Project status. B

. uresssd city snd rmusicipal revenuse

+ pmproved tax collection

. Broadesed economic base

. Cities snd municipsites ueing other suirces of
project financing

. Broad zange of city snd mesicipal projecte being
elfectively identiliad, denigned and implemented
. Beller conwmunily sarvices baing provided

- bmproved cemdition for poorer populatives

8.3
{MOF Evsluationa)

Fix records

Nevenus records .

NEDA reports on socisl and aconomic situstion
Survey locel governmenis

Completion Rsports ca Projecis

NEDA, M LGCD and locel goveramanl statistics’
Evsbhuativne of Projecls

Assumptions for achisving perpese: (B-4)

« Municipalities snd cities abaoptive capacity can be
Improved

« Municipal and city otall e do wot change too
{requently

+ Central goveranment policies resmsia open
10 decentiralize decivion-making

Praject Outputs: (C-1)

- Compleind lnstiutions) Developmans Proje: is
Conpieted Iablic sl rastruciure Frojecte
Cumplated Public Enterprine Projecis,

Megninude of Ouipute: (C-2

Ihe inagnitade of oulpute can wol be determined
at this time swmce mest projecis have not Basn
wtentilied.

(C-%

- Completed projects
- Evalustioms

Assumptisns fov achieving svipets: (C-d4)

MAC Secretariat con effectivaly administer MDF.

Lntarest rate struckire of Jeans in not bayond the

reach of the cliles and meaicipabities,

. Citlas snd musicipalities sre wilting 1o participate
in the MDE.

- inter-goveramental coordination ua maintained,

.

Prejact Inputa: {D-1)

Cunsuliani servives
Teamning

Equipment
Construcbion serviced

implementotion Torget (Type ond Quentiny) (D-2
piM ¢ 080}
3, 008 4,000
100 1,000
. 1,00
. 61,000

{D-3) '

- Agreemenis and coniracle signed
» Project progress reporis

+ Project complation repurie

Aalumpmn for providing inputs: (D-4)

. Policies and procedures for the execution of the
MDF are in_place and operating in s timely
mannar,
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Listed below are statutory criteria applicable generally to projects with FAA funds and
project criteria applicable to individual funding sources: Development Assistance (wit

a sub-category for criteria applicable only to lToans);

IS COUNTRY CHECKLIST UP TQ DATE?
HAS STANDARD ITEM CHECKLIST BEEN

CROSS REFERENCES:

REVIEWED FOR THIS PROJECT?

A. GENERAL CRITERIA FOR PROJECT

-1.

2.

FY 80 . Act Unnumbered: FAA Sec. 634A;
ec. . (a scr author-
zing and appropriations committees of |

Senate and House have been or will be
notified concerning the project; (b)
{s assistance within (Operatfonal
Year Budget) country or international
organization allocation reported to
Congress (or not more than $1 million
over that figure)?

FAA Sec. 611(a)(1). Prior to obliga-
tion in excess of $100,000, will there
be (a) engineering, financial, and
other plans necessary to carry out the
assistance and (b) a reasonably firm
estimate of the cost to the U.S. of
the assistance?

FAA Sec. 611!3}(2[. If further legis-
ative action 1s required within recip-
ient country, what is basis for reason-
able expectation that such action will
be completed in time to permit orderly

accomplishment of purpose of the assis-
tance?

and Economic Support Fund.

a. Congressional Notification

b Yes.

a. Yes.

b. Yes.

N.A.



4. FAA Sec. 611(b); FY 80 App. Act Sec. (501).
or water or water-rela and re-
source construction, has project met
the standards and criteria as per the
Principles and Standards for Planning
Water and Related Land Resources dated
October 25, 1973?

5. FAA Sec. 611(e). If project is capi-
tal assistance (e.g., constructiong,
and all U.S. assistance for it will
exceed $1 million, has Mission Director
certified and Regional Assistant Admin-
istrator taken into consideration the
country's capability effectively to
maintain and utilize the project?

6. FAA Sec. 209. 1Is project susceptible
of 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? -

7. FAA Sec. 601{a). Information and
conciusions whether project will
encourage efforts of the country to:
(a) increase the flow of international
trade; (b) foster private initiative
and competition; (c) encourage dev-
elopment and use of cooperatives,
credit unions, and savings and loan
associations; (d) discourage monopo-
listic practices; {(e) improve technical
efficiency of industry, agriculture
and commerce; and (f) strengthen free
labor unions.

8. FAA Sec. 601§b1. Information and con-
clusions on how project will encnurage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (includ-
ing use of private trade channels and

the services of U.S. private enterprise).

Annex VIII
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Where water or water-related
land resource construction is
concerned such principles
and standards wili be met.

Yes.

No. Project is not intended
to encourage regional
development.

a. Project will not encourage
internationz] trade.

b. Project may marginally
foster private initiatives.

¢. Project will not encourage
cooperative institutions.

d. Project will not discourage
monopolistic practices.

e. Project will benefit industry
agriculture and commerce.

f. Project will not encourage
free labor union.

Project 1s not designed to
have this effect.



10.

11.

12.

FAA Sec. 612(b); Sec. 636gh}. Describe
steps taken to assure that, to the max-
imum extent possible, the country is
contributing local currencies to meet
the cost of contractual and other
services, and foreign currencies owned
by the U.S. are utilized to meet the
cost of contractual and other services.

FAA Sec., €12(d). Does the U.S. own
excess toreign currency of the coun-
try and, if so, what arrangements
have been made for its release?

FAA Sec. 601{(e). Will the project
utiiize competitive selection proce-
dures for the awarding of contracts,
except where applicable procurement
rules aliow otherwise?

FY 80 App. Act Sec. éSZlF. If assis-
tance 1s for the production of any
commodity for export, is the commodfty
likely to be in surplus on world mar-
kets at the time the resulting pro-
ductive capacity becomes operative,
and is such assistance likely to cause
substantial injury to U.S. producers
of the same, similar or competing com-
modity?

FUNDING CRITERIA FOR PROJECT

1.

Development Assistance Project Criteria.

a. FAA Sec, IOZEbE; 111; 113; 28la.
xtent to wnich activity w
{a) effactively involve the
poor in develcpment, by extending
access to economy at local level,
increasing labor-intensive pro-
duction and the use of appropriate
technology, spreading investment
out from cities to small towns
and rural areas, and insuring wide
participation of the poor in the
benefits of development on a sus-
tained basis, using the appropriate
U.S. institutions; (b} help develop

cooperatives, especially by technical

assistance, to assist rural and
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Where appropriate the GOP

will contribute 1ocal currencies.
The Philippines is not an

excess currency country,

No.

Yes.

The project will not produce
such commodities.

a. A major objective of the
project is employment
generation and increased
income for the poor.
Investments to achieve
this will be made in cities
and small rural towns. U.S.
institutic: will play a
marginal role.

b. The purpose of the project is
to improve the operations of
local government units in
helping the rural and urban
poor.



urban poor to help themselves to- c
ward better 11fe, and otherwise
encourage democratic private and

local governmental institutions;

(c) support the self-help efforts d
of developing countries; (d) pro-

mote the participation of women

in the national economies of dev-
eloping countries and the improve- e.
ment of women's status; and (e)

utilize and encourage regional co-
operation by developing countries?

b. FAA Sec. 103, 103A, 104, 105, 106, 107.
Is assistance beTng made ava1la5|e:
(include only applicable paragraph
which corresponds to source of funds
used. If more than one fund source
is used for project, include rele-
vant paragraph for each fund source).
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. The project encourages

self-help at the local
government level.

. The project will indirectly

improve the role of women
in development.

The project is not designed
to encourage regional
cooperation.

(1) (103) for agriculture, rural dev- Assistance is being provided
elopment or nutrition; 1f so (a) extent as ESF as a ,esu1t9°$ the

to which activity is specifically de- ‘ . Bases Aqree.
signed to increase productivity and ggégsA:;Aé;;:{. ases Agree

income of rural poor; (103A) if for
agricultural research, full account
shall be taken of the needs of small
farmers, and extensive use of field
testing to adapt basic research to
local conditions shall be made; (b)
extent to which assistance 1s used

in coordination with programs carried
out under Sec. 104 to help improve
nutrition of the people of developing
countries through encouragement of
increased production of crops with
greater nutritional value, improve-
ment of planning, research, and edu-
cation with respect to nutrition,
particularly with reference to im-
provement and expanded use of indige-
nously produced foodstuffs; and the
undertaking of pilot or demonstration
programs explicitly addressing the
problem of malnutrition of poor and
vulnerable people; and (c¢) extent to
which activity increases national food
security by improving food policies
and management and by strengthening
national food reserves, with parti-
cular concern for the needs of the



poor, through measures encouraging
domestic production, building national
food reserves, expanding available
storage facilities, reducing post
harvest food losses, and improving
food distribution?

c.

FAA Sec. 107. Is appropriate
effort placed on use of appro-
priate technology? (relatively
smaller, cost-saving, labor using
technologies that are generally
most appropriate for the small
farms, small businesses, and small
incomes of the poor).

FAA Sec. 110(a). Wi1l the recip-
ent country provide at least 25%
of the costs of the program, pro-
Jject, or activity with respect to
which the assistance 1s to be fur-

nished (or has the latter cost-
sharing requirement been waived
for a "relatively least developed"
country)? .

FAA Sec. 110(b). Will grant cap-
tal assistance be disbursed for

project over more than 3 years?

If so, has justification satisfac-

tory to Congress been made, and

efforts for other financing, or

is the recipient country “relative-

1y least developed"?

FAA Sec. 281(b). Describe extent
to which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country's
intellectual resources to encour-
age institutional development;

and supports civil education and
training in skiils required for
effective participation in govern-
mental processes essential to self-
government. : _
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Yes.

Probably not. This is not
required under ESF projects.

No.

The local government units par-
tictpating in the program wiil
identify subprojects and parti-
cipate fully in their design
and implementation. The purpose
of the project is directly
related to institutional
development.



g. FAA Sec, 122(b). Does the actiy-

1ty give reasonable promise of con-

tributing to the development of
economic resources, or to the in-
crease of productive capacities

and self-sustaining economic growth?
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Yes, 1t will contribute to
all of these.

2. Development Assistance Project Criteria (Loans Only).

a. FAA Sec. 122(b). Information and
conciusion on capacity of the
country to repay the loan, at a
reasonable rate of interest.

b. FAA Sec. 620(d). If assistance
1s for any productive enterprise
which will compete with U.S. en-
terprises, is there an agreement
by the recipient country to pre-
vent export to the U.S. of more
than 20% of the enterprise's an-
nual production during the life
of the loan?

STANDARD ITEM CHECKLIST

Listed below are statutory items which normally will be covered routinely in those provi-
. sions of an assistance agreement dealing with its implementation, or covered in the agree-

ment by imposing 1imits on certain uses of funds.

These items are arranged under the general headings of (A) Procurement, (B) Construction,

and (C) Other Restrictions.
A. Procurement.

1. FAA Sec. 602. Are there arrangements
to permit U.S. small business to par-
ticipate equitably in the furnishing
of commodities and services financed?

2. FAA Sec. 604({a}. Will all procurement
be from the U.S. except as otherwise
determined by the President or under
delegatior from him?

Where offshore procurement is
required, it will be from the
U.S. in accordance with

AID regulations.

Most procurement is expected
to be from host country
sources. :



FAA Sec. 604(d). If the cooperating
country discriminates against U.S.
marine insurance companies, will com-
modities be insured in the United
States against marine risk with a
company or companies authorized to
do a marine insurance business in
the U.S.7

FAA Sec. 604§ei. If offshore procure-
ment of agricuitural commodity or pro-
duct is to be financed, is there pro-
vision against such procurement when

the domestic¢ price of such commodity
is less than parity?

FAA Sec. 608(a). Will U.S. Government

excess property be utilized wherever
practicable in 1ieu of the procurement
of new {tems. :

FAA Sec. 603. Compliance with require-
ment in section 901(b) of the Merchant
Marine Act of 1936, as amended, that
at least 50 per centum of the gross
tonnage of commodities (computad sepa-
rately for dry bulk carriers, dry cargo
1iners, and tankers) financed shall be
transported on privately owned U.S.-
flag commercial vessels to the extent
that such vessels are available at fair
and reasonable rates.

FAA Sec. 621. 1f technical assistance

Ts financed, to the fullest extent

practicable will such assistance,
goods and professional and other serv-
tfces from private enterprise, be fur-
nished on a contract basis? I[f the
facilities of other Federal agencies
will be utilized, are they particular-
ly suitable, not competitive with pri-
vate enterprise, and made avatlable
without undue interference with domes-
tic programs?
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Yes.

N.A.

Yes.

This requirement will be
followed.

We anticipate the sizeable
portion of the T.A. require-
ments will be met through

GOP inter-government agreement.
Private contracts will also

be used. :



8.

9.

1.

2.

1.

2,

International Air Transport. Fair
Competitive Practices Kctz 1974, If
air transportation of persons or pro-
perty is financed on grant basis, will
provision be made that U.S.-flag car-
riers will be utilized to the extent
such service is available?

FY 80 App. Act Sec. (505). Does the
contract for procurement contain a
provision authorizing the termination

of such contract for the convenience
of the United States?

. Construction.

FAA Sec. 601§d1. If a capital (e.qg.,

construction} project, are engineering
and professional services of U.S. firms
and their affiliates to be used to the
maximum extent consistent with the na-

tional interest?

FAA Sec. 611(c}. If contracts for
construction are to be financed, will
they be let on a competitive dasis
to maximum extent practicable?

FAS Sec. 620(k). If for construction
of productive enterprise, will aggre-
gate value of assistance to be fur-
nished by the U.S. not exceed $100
miilion?

Other Restrictions.

FAA Sec. 122(b). If development loan,
s Tnterest rate at least 2% per an-
num during grace period and at least
3% per annum thereafter?

FAA Sec. 301§d;. If fund 1s established
solely by U.5.7 contributions and ad-
ministered by an international organi-

zation, does Comptroller General have
audit rights?
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Yes.

International contracts will so
specify and appropriate ter-
mination provision will be
placed in local contracts.

It is expected that the majority
of construction services will
be by local contractors.

Yes.

Yes.

N.A.

N.A.



3.

FAA Sec. 620(h). Do arrangements exist
to insure that United States foreign
afd is not used in a manner which,

contrary to the best interests of the

United States, promotes or assists
the foreign aid projects or activities
of the Communist-bloc countries?

FAA Sec. 636(1). Is financing not
permitted to be used, without waiver,
for purchase, sale, long-term lease,

exchange or guaranty of motor vehicles
manufactured sutside the U.S.?

Will arrangements preclude use of financing:

a. FAA Sec., 104(f). To pay far per-
Tormance of abortions as a method
of family planning or to, motivate
or c.;erce persons to practice
abortions; to pay for performance
of involuntary sterilization as a
method of family pianning, or to
coerce or provide financial incen-
tive to any person to undergo ste-
rilization? :

b. FAA Sec. 620(g). To compensate
owners for expropriated national-
{zed property?

c. FAA Sec. 660, To provide training
or advice or provide any financial
support fcr police, prisons, or
other law enforcement forces, ex-
cept for narcotics programs?

d. FAA Sec. 662. For CIA activities?

e. FY 80 App. Act Sec. (504). To pay
pensions, etc., for military per-

sonnel?

f. FY 80 App. Act Sec. (506). To pay
U.N. assessments?

g. FY 80 App. Act Sec. (507). To car-
ry out provisions o Section
209(d) (Transfer of FAA funds to
multilateral organizations for

lending)?
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Yes.

Yes.

Yes.

Yes.

Yes.

Yes.

Yes.

Yes.

Yes.
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h. FY 80 AEE. Act Sec. (511). To fi- Yes.
nance the export of nuclear equip-
ment, fuel, or technology or to

train foreign nationals in nuclear
fields?

1. FY 80 App. Act Sec. (515). To be Yes.
used ror publicity or propaganda
purposes within U.S. not authorized
by Congress?
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Annex IX

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Anthony M. Schwarzwalder, 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, do hereby certify that, in my judgement, the
Philippines has both the financial capability and the human
resources capability to effectively implement, utilize and maintain
the proposed Municipal Development Fund Project. '

This judgement is based upon the project analysis as detailed in
the Municipal Development Fund Project Paper and is subject to the
conditions imposed therein.

Pl M S et de

Anthony M{d Schwarzwalder
Director
USAID/ Philippines

A4 Lhw\,%l

Date




