


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

UNCLASSIFIED
AID-DLC/P-966/3
April 1, 1971

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Panama - Panama City Water Supply System

Attached for your review are the recommendations for
an amended loan authorization increasing by $5,000,000 a loan in
an amount of $15,000,000 made to the Instituto de Acueductos y
Alcantarillados Nacionales for United States dollar and local cost
of goods and services to assist in the construction of a new water
supply system for Panama City, such system to be located in the
vicinity of Madden Lake and having a normal capacity of 56 million
gallons daily.

While a loan of this amount would normally be reviewed
at a Development Loan Staff Committee meeting, in this case it
does not appear necessary since no policy or other significant
issue exists regarding this loan amendment to the original $15,000,000
loan authorized on June 18, 1968, However, if any member of the LLC
wishes to have a meeting, please notify us and one will be arranged.
Otherwise, please advise us as early as possible but in no event later
than close of business on Thursday, April 8, 1971, if you have a
basic policy issue arising out of this proposal,

Rachel R. Agee
Secretary
Development Loan Committee

Attachments:
Summary and Recommendations
Project Analysis
ANNEXES I-IV
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SECTION | - SUMMARY AND RECOMMENDATION

2.

3.

BORROWER: The Institutc de Acueductos y Alcantarillados.
Nacionales (iDAAN), an autonomous agency of the Government
of Panama.

AID LOAN:

a) Amount - not to exceed $5,000,000 to augment A[D Loan
No.525-L-028 of $15,000,000. Total project cost, up-
dated estimate: $28,640,000.

b) Terms - interest at 3-1/2% per annum. Loan
to be repald over 25 years including a grace
perlod of five years. On the first $15,000,000
disbursed under the Loan interest will be
capitalized during the grace period. On
all disbursements in excess of $15,000,000
interest will not be capitalized. The Govern-—
ment will have the option of receiving the
benefits of the two-step procedure.

PROJECT DESCRIPTION: The project consists of two elements:.

First, the design and construction of a new water supply

system for Panama City with a nominal capacity of 56 million

gallons per day (mgd) (See Annex | Exhibit B8) and second
studies to be conducted by qualified consultants of water
rates, organization, administration and operations of |DAAN.
and implementation by [DAAN of the rccommendations contained
therein. The additional funds requested are to complete
financing the first of these elements, the new water system,

PURPOSE OF THE PROJECT: The new water supply system is to

be developed to provide additional potable water services to
the City of Panama necessary to supply increasing demands
from growth and expansion up to projected 1990 demand levels.
Panama City Is presently supplied by the water system of the
Panama Canal Company. An agreement will be reached between .
the Panama Canal and the Government of Panama to provide

30 mgd out of its 45 mgd design capacity syrtem. The average
daily use by the City has surpassed the supply available from
this system and projections show that by the time the pro-
posed project is rcady for operation, demand will greatly
exceed the water suppiy fror: the Panama Canal Company System,




5. FEINANCIAL PLAN: The proposed updated financial plan is as

follows:

LOCAL COST DOLLAR COST TCTAL
A l.D, $ 2,400,000 $ 17,600,000 $ 20,000,000
| DAAN 8,640,000 - - - 8,640,000
TOTAL $ 11,040,000 $ 17,600,000 $ 28,640,000

6. OTHER SOURCES OF FUNDS: No other sources of financing are
available,

7. RECOMMENDATION: O the basis of the conclusions of the
Capital Assistance Committee that the project is technically,
economically and financially justified, it is recommended
that A.1.D, Loan 525-1-028, Panama City Water Supply System
to IDAAN be increased by an amount not to exceed five million
dollars ($5,000,000) for a total loan of twenty million dol-
lars ($20,000,000).

It is recommended that the special conditions of the loan
remain as stated in the Loan Agreement. These conditions
are set forth in Section 111 of this paper, It is also
recommended the following covenant be added to Article V,
Special Covenaats and Warrantics, of the Loan Agrcement:

Section 5,02 - Special Covenants and Warranties of Govern=-
ment. Until final compliance by all parties to the Agree-
ment of all other obligations contained herein, and unless
A.1.D. and government shall otherwise agree in writing,
Government covenants that:

It <hall approve appropiiate increases in IDAAN's
water rates, or shall provide to IDAAN 2 subsidy
for necessary operating capital, in the event that
IDAAN's own projectred operating revenues are jn-
sufficient to insure efiicient operation of |DAAN
or are insufficient to meet requirements to carry
out the project,
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SECTION 11 - NATURE OF THE PROJECT

A. DESCRIPTION OF THE PROJECT

1. Definition

The Project as defined in the Loan Agreement between the
Republic of Panama, Instituto de Acueductos y Alcanta-
rillados Nacionales (IDAAN) and the United States of
America for a Panama City Water Supply System, A.I.D.,
Loan No.525-1-028, consists of two elements: first, the
design and construction by IDAAN of a new water supply
system for Panama City with a nominal capacity of 56
million gallons daily (mgd) (Annex | Exhibit B); secondly,
studies to be conducted by qualified consultants of the
rates, organization, administration and operation of
IDAAN and implementation by IDAAN of the recommendations
contained therein. The proposed amendment deals only
with the first of these elements and is to finance
estimated cost overruns to complete the construction of
the new water supply system.

The new water system is to provide additional potable
water service to the City of Panama necessary to supply
increasing demands from growth and expansion. The new
supply will draw from Madden Lake on the Chagres River
about 15 miles north of the City, and will augment and
partly replace existing service being provided by Panama
Capal Company Water System from Miraflores Lake in the
Canal. The new system will be capable of providing a
nominal supply of up to 56 mgd as the first stage of an
ultimate 212 mgd system. This initial system, when
operated with the available Panama Canal Company Supply
is expected to meet the demand of Panama City up to the
year 1990 while the ultimate system is intended to meet
the needs projected for the year 2020,

2. The Borrower

The Instituto dec fAcueductos y Alcantarillados Nacionales
(IDAAN) is the Borrower of AID Loan 525-L.-028 dated May 6,
1969, to assist in financing the Pancma City Water Supply
System, and it will remain as such in the proposed amend-
ment. 1DAAN was established by Law 98 of 1961 as an
autonomous state agency with its own juridical persona-
lity, patrimony and autonomous internal system. |DAAN
began operations on January 1, 1962, |t is the agency
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of Republic of Panama responsible for national pPlanning,
administration, maintenance and management of all matters
pertaining to the supply of water, the disposal of sewage
and the disposal of refuse and garbage for all communities
with population over 500. It has sufficient authority to
establish rates which are to be charged for these public
services, subject to approval of the Execut]ve Branch, and
is also empowered to borrow funds in Panama and from
foreign institutions up to $k5 million with the security
and guaranty of the Government of Panama. [DAAN is in the
process of having this limit raised to $75 million,

IDAAN [s composed of four departments: Operation and
Maintenance, Design and Study, Administration and Account-
ing, and iInspectiun. The management of [DAAN is vested in
its Executive Director who is responsible to a board of
directors which consists of seven members. The chairman

is the Minister of Public Works. The other six members
include the Director General of Public Health, Comptroller
General, one Civil Engineer from IVU, one Sanitary Engineer,
and one representative cach of the Urban Chamber of Colon
and the Panamanian Association of Landowners.

IDAAN is considered to be one of the best administered
government institutions in Panama. In general, the USA|D's
experience has been satisfactory with respect to both the
technical aspects of engineering and construction, and the
administrative aspects.,

All of the above loans are bein

3. Previous External Assistance to |DAAN
Since 1957, the U.S. Government through both ICA and AlD, has
made six loans to [DAAN as follows:
. Date

Loan No. Purpose Signed Amount TDD
525-8~001 Water/Scwer Panama City L-29-57 $ 1,981,996 6-30-63
525-1.-005 Water/Scwer Panama City 2-6-63 6,000,009 5-1-68
525-L-011 Sewer - Colon 7-16-65 400, 000 8-15-71
525-L-019 Water/Sewer Panama City 1=l-67 3,055,000 1-31~73
525-L-026 Water/Sewer fanama City 7-7-67 6,600,000 12-31-7]
525-L-028 Water Sup/Panama City 5-6-69 15,000,000 11-6-74

g implemented in a satisfactory
manner and in the opinion of USAID each will be completed
within the terminal disbursement dates (TDD3s) noted above,
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IDAAN has received two loans from the Interamerican Develop=
ment Bank (IDB). The first loan of $2,762,000 signed on

May 31, 1962, was designed to help finance the expansion and
improvement of water supply systems in the smaller urban
cities of Panama. Loan funds have been fully disbursed and
I1DB has concluded that the project works were well planned
and properly constructed. 1DB!s second loan to I|DAAN was
signed on May 29, 1967 and was in the amount of $3,450,000.,
Tlie purpose of this loan Is to further improve water supply
systems for rural and small urban areas and to expand the
sewerage system of Chitre. In its entirety this second [DB
loan will benefit about 45 towns. This program is to be
completed by December 31, 1971. [DAAN is presently nego-
tiating a new loan with IDB in the area of rural community
water supply projects.

Limits of AID Financing

The new water supply system for Panama City with a nominal
capacity of 56 mgd including cngineerling fees, construction,
and, special rate and management studies had an estimated
cost of $23,000,000 of which the borrower is to contribute
$8,000,000 as stated in the Loan Agrcement of Loan No,
525-L-028, Panama City Water Supply System. An additional
loan from AlD in the amount of $5,000,000 [s requested in
order to complete financlng of the project and the addi-
tional funds will be matched by $640,000 from the Borrower
for a total project cost of $28,640,000, The total cost

of rights of way for this project is approximately

$660,000 based on a projected cost of $2,00 per square

meter and & requirement of approximately 330,000 square
meters, Of this cost approximately 50 per cent is govern-
ment land and the cost of procurement is only the trans-
action equivalent to $300,000, All other facilities will be
paid from loan funds and borrower!s contribution. Electrical
and mechanical equinnent, mctal piping and valves, steel and
rubber products, and engincering and professional services

which will he vprocured froa the Unitod States and countries

included in Code 9bl of Alu G n;rt,h.n Cude Book, are

estimated to caost L7, e o acraeement will specify
Code 241 and Panama pvuuwwuuunt roroa’™) Joan funds and
Panama and Code QJ) procuremen’ oo JDAMIfunds but as a

practical matter virtually all procurement is expected
to come fromthe U.S. and Panama.
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B. DESCRIPTION AND JUSTIFICATION FOR AMENDMENT

1. Englneering Analysis

A.

Technical Feasibility

The feasibility study completed in 1967, recommended
the construction of a rew water supply system capable
of supplying 70 million gallons per day (mgd). This
new system when combined with a supply of 15 mgd from
the Panama Canal Company would provide 85 mgd or
enough water to meet the demands projected for 1990,
Due to financial limitations, the Borrower reevaluated
the feasibility study recommendations and chose to
combine the continued use of 30 mgd from the Panama
Canal Company with a new water system capable of sup-
Plying 56 mgd for a total of 86 mgd to meet the 1990
water demand. The loan agreement, therefore, made

~ funds available to assist in financing a new water

system capable of supplying 56 mgd. The loan financed
consultants have rccommended some changes in the
feasibility report design criteria. Although these
changes have not altered the basic concept and layout

of the proposed new facilities, Annex | Exhibit A and

B, some individual components have been revisecd and

some increased in size., These changes, together with
inflation as a consequence of delay in initiating the
project, result in a current cost estimatec of $28,640, 000,
Annex | Exhibit C, representing an increase of $5, 640,000
from the funding now authorized. The City of Panama

is expanding in the pattern and the rate projected by the
feasibility studies, and the project continucs to
reuresent the most cconomic alternative for supplying
future water demand. It is our judgement that the project
continues to meet the technical criteria of FAA Scction
611, and tiat additional funds are needed. |t is recom-
mended that the description of the approved project be
revised as noted in Annex | txhibit 8,

The City is now -aocricacing an increasingly serious
water shortage, reference Annex | Exhibit D, Without
additional financing, rnajor components of the system
would have to be deferred or capacities rcduced,
resulting in a system again needing expansion at just
about the time of completion of this project,
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Estimate of Cost

The estimated cost of $28,640,000 represents an in-
crease of 24,5% over the original feasibility report
estimate which had been Prepared in late-1967 and
Projected for a construction period extending
through 1971. The new cost estimate is based on
mid-1970 prices projected to the programmed median
date (mid-1972) of the construction period (late-71
to mid-74) and as a result reflects an added escalation
increase of 10%-15%, which is consistent with experi- -
ence in Panama where construction costs have been
rising at a rate of 5%~7-1/2% per year,

An examination of the new increased cost shows that
added $5,400,000 is reflected in construction
costs and $240,000 in administrative costs, Annex |

Exhibit .

The first figure on construction costs shows increases
for two sub-items reflecting a greater than usual
spread between preliminary concept and design,

The specific items are:

I. The water transmission main where the increased
diameters, from 54 and 60 in to 60 and 66 in, res-
pectively and the 30% increase in length, have
resulted in an increasc of $937,000, 12% in the
new sub-item cost of $8,902,000.

2. The water treatment plant where the impact of
cost increase was felt mostly heavily, through
application of wore conservatjve design criteria,
has resulted in an increase in certajn components,
principally chemical feed and storage and sand-
Filter arca. The new treatment plant now has
200% more chemical teed capacity, 5007 more
chemical storage <pace and 70% more sand-filter
area. This alsy is the sub-iten most susceptible
to cost escalation fur it is hero that the major
mechanicai and ¢! :ctrical installations will be
made, and these particular items have experienced
cost escalation, as much as 25% in excess of the
overall 10%-15% projected for the entire project,
As a rcsult of design criteria changes and added
escalation increases, the new cost estimale of
$9,327,000 for this sub-item represents a 91%
increase,
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3. The costs of the remainder of the sub-items under
construction are generally within the limits of
change usually experienced between the preliminary
planning concept and the design stage for such a
complex: development. Some costs have increased
and others have decreased, but the sum-total has
remained generally about the same.

Under atministrative costs, two sub-items have con=
tributed most to the cost increase, those for
engineering and land.

1. The increased sngineering costs reflect'a reserve
for cost of possible added services which can
result from addad work for the needed interim
supply to resolve water shortages until the new
system.is operating.

2. The increased land costs are generally the result
of rising land values. About 50% of the needed
right-of-way will be negotiated with private land
owners, The remaining 50% belongs to Government
of Panama entiities, and these lands will be
acquired at only the transaction costs from one
Government agency to another.

Design Concept

The design and layout recommended by the present
consultant and accepted by [DAAN generally follows

the basic pattern set forth in the feasibility analysis
with only the following significant changes.

Investigations of lake hydrology, lakc topography
and water quality have indicated that the intake
should be sited further off-shore and in deeper
water. The intake works are now sited within the
lake necar the Hadden Dam, and include the raw
water pumping station to he built into the intake
tower which will bz connected to the shore vwith a
biidgc,

2. A Government Agcncy, the [nstituto de Recursos
Hidraulicos y de &lecctrificacion (IRHE) will
finance and install the power transmission line to
the project. [n vicw of power availability from
two sources, |RHE and Panama Canal Company, -and
the continued availability of limited water supply
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from Panama Canal Company, sténd-by power genera=
tion has been reduced to provide for only selected
emergency needs in the case of a major power fallure.

Based on results of detailed economic analysis
evaluating pumping and construction costs for various.
diameters of pipe to serve as transmission conduit,
together with projections for water supply and

timing of future incremental additions, it Is planned
to increase the first-phase construction from a
single 54 inch diameter to 60 inch for the raw water
supply and from 60 inch to 66 inch for the treated
water transmission,

Due to the relocation of the intake works and from a
study of alignment to balance rock and other excava-
tion and related construction costs, thc Lransmission.
conduit will now be 22,200 meters in length rather
than the 17,727 meters originally proposed.

The treatment plant will now have about 70% more
filter area, 500% more warchouse space, 10% more
sedimentation detention, and approximately 200% more
chemical feed capacity than that of the original
concept.

Due principally to a lack of long-term data on quality
characteristics of Lake Madden water and the 1imited
operating expericnce of the IDAAN organization, more
conscrvative design criteria have now heen adopted
for the new treatment plont. Sedimentation basin
detention periods have been increased from 2.5 tc 2.8
hours and the filtration rate decreascd from § gal-
lons per minute per squarc foot to 3 gp/sf.  Chen-
ical fecd equipment capacity has been incrcased to
treat water of a projccted lesser quality than has
been encountered in the sampling program to date.,
Also in considcration ol possible shipping and

manufacturing striies and other possible similar
delays, chemical storaeqe space is uow provided for
a 6-months suppiv oi inparted chemicals versus the
original Ohe =i G apply storaqge,

These changes in criteria result in the wajor part

of the cost increase, and both the original and the
current criteria fall within the ranges accepted

by U.S. regulatory agencies., In view of the successful
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2. Macroeconomic Performance of the Economy

Gross Domestic Product,in 1960 Balboas, grew from B/415.8
million In 1960 to B/837.9 milllon In 1969; thus In real
terms, the output of .the domestic economy doubled over
the past ten years. 1/ The average rate of growth of gdp
at 8,1% was very impressive and well in excess of the
target rate set by the Alliance for Progress. |[n real
Per capita terms, the growth of the domestic economy was
also impressive, rising from B/420 in 1961 to 8/591 in
1969. Moreover, this record of growth was achieved wi th
minimal inflation, The index of the implicit deflator
for gdp (1960 = 100) rose only to 111,7 in 1968 and the:
Consumer Price index (1962 = 100) applicable to low and
moderate income groups in Panama City rose only to 1lo.k
in March of 1970, p

Total employment grew by 120 thousand between 1960 and

1969 - from 300 thousand to 420 thousand - and unemploy-
ment was held to fairly low levels. Between 1965 and 1969,
the unemployment rate averaged 6.5%. Over this period, a
low of 5.1% was attained in 1966, In the two succeeding
years, however, the unemployment rate rose somewhat, to
6.4% in 1967 and to 6.9% in 1968, [t declined to 6.5% in
1969,

The macroeconomic sources of this performance are not dif-
ficult to detect. Gross domestic investment, in 1960
Balboas, increased from B/767.8 million in 1960 to

B/203.6 million in 1969, or at annual average rate of
13.0%. For the most part, both private and public invest-
ment grew apace during this period. Private investment
grew veiry vigorously in all ycars except 1964, 1967 and

1969. In the latter two years, a sharp upsurge of public
investment spending of./sct the decline in the growth of
private investment. [n spite of the rapid growth in

public investment in recent years, private investment

still makes up almost 80/ of thc total. There can be

little doubt that the investmant climete in Panama has
been very favorable to private capital formation over

most of the recent decad.,

Merchandise cxports grew at rather spectacular rates over
the 1960-1969 period, averaging 14.6% per year in current
prices, Over the same period, merchandise imports grew
at 10.8% per yecar, In 1969, Panama had a B/33 million
deficit in its current account which was covered by
Government borrowing.

1/ Except where noted, all of the basic data in thls report were
drawn from the publications of the Direcci6n de Estadistica y
Censo,
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Despite the satisfactory growth rate, concern has devel-
oped among the international assistance agencies that the
level of publlc investment needed to sustaln that growth

1s beginning to exceed Panama's financial resources. At

the Third Inter-Agency meeting on the financial status

of Panama, held under CIAP auspices on January 8, 1971,

a series of recommendations were made calling upon Panama
to restrict current and investment expenditures during

1971 and 1972, to make new fiscal efforts on the revenue
side, and to undertake administrative reforms leading to
more efficient use of funds and improved projcct prepa-
ration , all with a view to reducing the need to rely upon
borrowing from private foreign sources at high interest
rate~ and short maturities. At this time the intsrnational
financial agencies were urged to consider reducing borrower
counterpart requirements on project loans.

In preparation for the April 5, 1971 CIAF¥ meeting on Panama
the Secretariat has re-examined the situation and reitera-
ted the recommendations.

The report points out that the public investment budget,
including the autonomous agenciles, 1is expected to go up

from 99.6 million dollars in 1970 to 121.1 million in 1971
with almost exactly one third of the 1971 budgeted invest-
ment to be financed by official external borrowing. It is
also noted that in 1970 actual expenditures on lnvestment
were 81.7 million dollars, an executlon rate of about 82%.
In order to finance this level of investment, a level deemed
necessary by tne GOP to sustaln prowth, employment and
private activity, the G0P has resorted to short-term private
borrowing. Ix 1970 54 million dolliars were borrowed inclu-
ding 17 miltion to refinance cne ycar credits obtailned in
1969. 1In 1971 the GOP is exploring the possibility of
obtalning $48 million, on slightly better tevms, including
$15 million of refinancing. “he result has been to increase

the percentape of government debt scerevice to current
revenues from 13.4% in 1969 to 17.5% in 1970. Thus, while
Panama's lony term debt service roculrement as a percentage
of export earnings remains low, ithere 1o the risk of a

near term external liguliality problom.

The CIAP recommendations contlinue to mention the need for
restraint, new fiscal measures (now planned for 1972 after
further experience with 1970 reforms) and general efficiency
in fiscal management.
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The terms and conditions of this loan are directed specif-
ically at two CIAP recommendations: the need for IFI's to
"study financing a larger portion of total project costs,"
and the need to reduce transfers from the general budget
to the budget of the autonomous agencies.

Under the original loan agreement the Borrower, using a
government capital subsidy, was committed to provide aboyt
34% of total project cost. The Borrower is being asked to
contribute, not including about $100,000 in interest during
construction, just over 11% of the additional project cost
covered by the amendment, bringing the Borrower's contribu-
tion to total project costs down to just over 30%.

The amended loan agreement will contain a covenant, essential
to the protection of the project, which envisages the possi-
bility of an additional operating subsidy to the Borrower
by the Government. However, the condlitions precedent
regarding rate and management studies and the implementation
of rate and management recommendations are designed to
eliminate the need for any furtcher budgetary transfer from
Government to the borrowing agency.
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Financial Analysis'

A. Financial Plan

The total cost of the project is estimated to be $28,640,000
of which $17,600,000 will be for U.S. procured goods and services
and the balance of $11,040,000 will be for procurement in Panama.
As shown in the summary table the local cost portion of the A,1.D,
loan remains at 12%. The A.l.D. loan portion of local costs
(62,400,000) is 21.7% of the total local cost requirements of
$11,040,000 and will be for procurement in Panama,

SUMMARY TABLE 1/

Local Cost Dollar Cost Total
A.l.D, $ 2,400,000 $ 17,600,000 $ 20,000,000
| DAAN 8,640,000 8,640,000
TOTAL $ 11,040,000 $ 17,600,000 $ 28,640,000

IDAAN's contribution will be approximately $8,640,000 or 31,7%
of the total project. This amount will be received from the
GOP by direct budget support. Approximately $450,000 has already
been madc available to IDAAN by the GOP. The balance will be
received over the period of loan disbursement. $77,000 of
IDAAN's contribution will be used to fund a contract with the
Pai American Health Organization (PAHO). This contract will
cover services to conduct both a iranagement and rate study of
IDAAN, The contract for this study, required as a condition
precedent to disburscment for other than engincering costs, has
been signed and work is expccied to start in April, 1971. PAHO
expects to complete the study by September, 1971,

A schedule showing the planned annual disbursement is set forth
below:

Approximately $2,400,000 of loan funds will be made
available for procurement of pgoods and services in
Panama. The Borrower contribution of $8,640,000 will
be available for procurement of goods and services in
Panama although there might be some procurement with
Borrower funds of goods from countries included in
A.I.D. Geographic Code 935.
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presented in the basic CAP. A look at both the cash position
and the operating income projected for the years 1972 - 1975,
indicate the IDAAN will be in a rather precarious position
during these critical years. This problem has been discussed
in great length with IDAAN, As mentioned above IDAAN has con-
tracted with PAHO to conduct a rate and management study to be
completed in September, 1971, Unless PAHO can come up with
some major cost reduction recommendations, itis apparent that
they must recommend an immediate rate increase. However, this
promises to be a period of reduced water supply and poor ser=
vice since estimated demand will exceed the present capacity
of the Panama Canal Company. Therefore, IDAAN is reluctant,
from a public relations standpoint, to raise rates during this
period. They would prefer to run at an operating loss and risk
a rather shaky cash situation. In the past IDAAN has received
funds in the form of operating grants from the government.

Therefore, a precedent has been established for this type of
assistance. |t is our recommendation that a covenant be in-
cluded in the loan agreement which would protect both |DAAN
and the U.S. Government from a potentially unsound situation.
A suggested covenant to this effect has been included in the
draft Loan Amendment Authorization. In effect |t requires the
GOP to agrec to provide any additional funds required by 1DAAN
in order to kcop IDAAN on a sound financial footing, so that
the implementation of this and prior loans will not be jeopar=
dized by IDAAN's reluctance to raise water rates, or the GOP's
reluctance to increcase rate incrcases on a timely basis.

Starting in 1975 the projected income statement reflccts an
estimated raie increasc for Panoma City of approximately 60%.
Admittedly, IDAAN would he in a better position Lo determine
a more accurate projected rate increasc after the PAHO study,
IDAAN's plan is to increase their water rate at one time when
the new plant begins opcration.

This rate increase should be sufficicnt to carry them through
several years of opcration without anciher increase. At this
point it is useless to speculate as to the recommendations
evolving from the rate scudy. IDAAN is houad to these recom-
mendations by the existing ican agreement. We can only assume
that they will put IDAAN on a sound financial footing no later
than 1975.

IDAAN's projected cash positions actually show a more pessimis-
tic picture than is actually the case. This is because |DAAN
only bills every two months. (The list of January, March, May,
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July, September and November). This means that their lowest
cash position is at the end of the two-month period just prilor
to Issuance of new billings. Their average cash position would
be somewhat in excess of that shown on December 31 statements.

A comparison of their cash positions on November 30 and Decem=
ber 31 during the last two years highlights this point.

November 30 December 3]
1969 Cash Balances $ 479,000 $ 284,000

1970 Cash Balances $ 234,000 $ 75,000

Dividing accounts receivable by average daily sales we find
that accounts receivable were outstanding for an average of

145 days in 1970. This is a marked improvement from the 201
days in 1967. It should be noted that these averages are
somewhat inflated due to the bi-monthly billing system,

IDAAN continues to work at reducing this average as reflected
in their balance sheet projections. Although these projections
appear to be somewhat on the optimistic side, starting in about
1976, IDAAN should be in a much more favorable cash position
so we have not taken exception to their projections. A contin-
uing problem in their receivable collections is the large
amounts owed to them by Government and semi-government organi-
zations. IDAAN reports that during the last year the situation
regarding thesc accounts has improved and they anticipate that
this increment will continue.

IDAAN pusses on to property owners the costs of construction of
sewer lines through special assessments. These special assess=
ments are a licn against the property. The piresent method is
to allocate the total cost of a scwer project along with esti=-
mated operation costs {or twenty years, The total amount is
payable over 20 years plus interest at 6%7. |DAAN has histori-

cally, and in their projected statesents, treated the full
amount of the Li-montily billing comprising a.scssment, interest,
and operating costs, as an other income item in their financial

statements, In effect the total amount ends up in retained
earnings on the Balance Sheet,

During our financial analysis of IDAAN's statement we advised
them that we took exception to the accounting treatment of
these assessments which may be shown as an other income item
which would be offset by the interest IDAAN pays on loans
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payable for the construction of the sewers., The present
System overstates net income and retained earnings. There
is a danger of establishing water rates on a net income
figure rather than on operating income. Even if IDAAN es-
tablishes rates on operating income, they may be hard press-
ed to justify such rates while carrying a large and inflated
retained earnings account. Since this represents a major
change in their accounting procedures we have not asked them
to make this change at this time. We will bring this point
to the attention of PAHO for them to take any appropriate
action while conducting their management and rate study,

With the exception of the comments noted above, our analysis

of IDAAN's projected statements indjcate that IUAAN should be
in a continually improving financial position. The most press=
ing problem is a need for a rate increase., IDAAN has the au-
thority to establish its own rates with the approval of the
Executive Branch. Therefore it is mostly a question of "how
much'' and "'when''.

The financial security of IDAAN rests on a certain extent of
the covenant of budget support mentioned earlier and on the
planned rate increases. Given a chojce between increasing
GOP budget support and a change in the rate structure, we an-
ticipate that the GOP Executive Branch will probably agree to
enactment of the rate increases finally proposed by IDAAN.
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TABLE No, 2

STATUS OF MAJOR BALANCE SHEET ITEMS

(tn Mi1Vion of U.S. §)

As of December 31, 1970

1967 1968 1969 1970

Total Assets 28,k 32,7 3k.7  37.5
Fixed Assets 25,2 28,5 30,2 32.4
Long Term Debt 11.8 4.9 16.1 17.2
Total Equity 13,0 143 15.8 16,9

Ratio Long Term
Debt to Equity .91 1.04 1.02 1.02

Ratio Current Assets
to Current Liabilities 0 Bh 1.15 1.46 1.24
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TABLE No, 3
DEBT SERVICE CAPABILITY

(In Million of U,S.$)

Net Income & Depreciation Debt Service Times
Year + Special Assessment Pe | Earned
1971 . 2,255 ' 1,785 1,26
1972 2,283 1,631 1.4o
1973 2,664 1,693 1.57 .-
1974 2,906 1,679 1.73.
1975 4,025 3,384 1.19
1976 5,363 3,668 1.46
1977 5,771 . 3,677 1.57
1978 5,971 3,560 1.68
1979 6,216 3,404 1.83
1980 6,544 3,391 1.93
1981 6,905 3,433 2,01
1982 7,176 3,417 2,10
1983 7,497 3,334 2,25

1984 7,831 3,313 2,36
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Review and Recommendat jons

1. Evaluation of Progqram Progress

Since signing loan agreement 525-L-028, May 6, 1969,
IDAAN has signed a contract for consulting engineering
services with the United States joint venture of Metcalf
and Eddy, and Voorhees, Trindle and Nelson and their
local associate, Ingenieros Panamefos, S.A. The engineer
is presently proceeding with the final design of the
project and will have the construction contracts ready
for bids in October of this year,

IDAAN has also negotiated a contract for a study of the
water rates and a study of its organization, administra-
tion and operations with the Pan American Health Organi-
zation (PAHO) and is to commence work on these studies

in April. [DAAN is confident that the studies and recom-
mendations will be complete within six months to allow
the construction contracts for the water supply system

to proceed on schedule,

Although the program is a number of months behind the
original schedule the consulting engineer has assured
IDAAN that construction will be completed by November
1974.  In general, the USAID's experience with |DAAN
during the course of this loan has been satisfactory
With respect to both the enginecring aspects and the
administrative aspects. USAID foresees no problems in
implementation and executjon of the balance of the
project provided additional funds are authorized,

2, Recommendations of the Country Team

The project is consistent with emphasis on programs
to improve cconomic and social conditions in large urban
centers »f Panama. The demand for potable water by the
city of Panama has surpassd the suppiy available from
the Panama Canal Company Miraflores Watoer System and
projections show that by the tiwe the proposced project
is ready for operation, demand wili qreatly exceed the
water supply from this source. It js estimated that this
project coupled with Canal Company system, will provide
an adequate supply of water, up to the year 1990, to the
City of Panama. To assist in providing the city of Pana-
ma with an adequate supply of potable water, the Country
Team and the Government of Panama has placed the highest
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priority in the continued support of this project and
recommends approval of additional funds since |t
considers the project vital to the healthk and well
beiing of not only the city of Panama but the entire
country,
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SECTION Il! - CONDITIONS AND COVENANTS

e ————

It Is recommended that the special conditions and covenants of
the loan remain as stated in the loan agreement, These are as

follows:

A, Conditions

1. Prior to disbursement of funds for other than engineering
services, the Borrower shall submit:

a. Evidence of contractual arrangements for a study of
IDAAN's water rates by a qualified firm or institution
acceptable to A.1.D,

b. Evidence of contractual arrangements for a study of
IDAAN's organization, administration and operations
by a qualified firm or institution acceptable to
A.'.D.

IDAAN has satisfied the above two conditions by
contracting the services of the Pan American Health
Organization, work on these two studies will commence
in April 1971,

2. Prior to disbursement of loan funds for construction, un-
less A.1.D, shall otherwise agree in writing, IDAAN shall

have:

a.

Final design, plans and specifications, bid documents,
cost estimates, and a time phased construction schedule
for construction of the water system.

Evidence that IDAAN has taken action, to the extent
of its legal capacity, to comply with the recommenda=-
tions of the completed study of IDAAN's water rates,
together with a commitment that IDAAN will promptly
implement rccommendations of the study for future
action,

Evidence that Borrower has taken action, to the extent
of its legal capacity, to comply with the recommenda=
tions contained in the completed study of I|DAAN's
organization, administration and operation, together
with a commitment that IDAAN will promptly implement
recommendations of the study for future action.






It is also recommended that the following covenant be
added to the existing loan agreement:

The Government of Panama will agree to approve
appropriate increases in IDAAN's water rates or
will provide to IDAAN a subsidy for necessary
operating capital,. In the event that IDAAN's own
projected operating revenues are insufficient to
insure efficient operation of IDAAN or are in-

sufficient to meet requirements to carry out the
project.

SECTION vV _ - ISSUES

-ISSUE

- The cash balance for 1973-1974 as set forth in the cash
flow statements prepared by IDAAN are considered low for
a multimillion dollar turnover and are not considered sufficient
in the event of a larger demand placed on the operating capital.
RESOLUTION =~ The loan agreement to be ammended will contain a

covenant by the government to subsidize IDAAN in

the event that IDAAN generated operating capital is insufficient
for operation.
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ANNEX | - Page 2 of 13

EXHIBIT B
PAGE 1 OF 1

PROJECT DESCRIPT!ON

Intake works In Lake Madden to be hydraulically and structurally
designed to supply maximum day flow projected for the year 2020.

Raw water pump room with layout and space for installations to
meet maximum day flow projected for the year 2020; initial equlp-
ment and piping installation to be capable of supplying 56 mgd.

Force main from the raw water pumps to the water treatment plant
pipe diameter to be 60 inches.

Water treatment plant hydraulically desligned to pass a maximum
average day flow at a rate of 90 mgd. Equipment, chemical stor-
age and feed, and piping to be Installed in this program to be
capable of supplying 56 mgd.

Force main to convey treated water from treatment plant to balanc-
ing reservoir. Pipe diameter to be 66 Inches. Three turnouts
to provide for subsequent water service to communities enroute,

Storage reservoir for balancing hourly demand variations of
system, capacity of 10 million gallons.

Interconnection from reservoir to existing distribution system

to convey balance maximum hourly flow, and such additions to trunk
main system, as may be required to facilltate any Increase in serv-
ice during the Interim period before the new facilities are

brought into production,



TABLE No. 1

ESTIMATED COST - FIRST STAGE CONSTRUCTION

SYSTEM CAPABLE OF SUPPLYING 56 MGD

(Thousand of Dollars)

Original Loan
I TEM CAP Agreement Updated
Estimate Estimate % Estimate *

Construction

1. tntake & Intake Tunnel 1,245 1,470 ——— ik
2. \Vater Transmission Mains 6,750 7,965 8,902
3. Raw Mater Pumping Station 1,313 1,548 2,514
L, Weter Treatmeznt Plant &
Treatment Water Pumping Station L, 150 4,895 9,327
5. Standby Power Gana2ration 189 224 -=e ik
6. VWater Storage Rescrvoirs 665 785 960
7. Water Transmission !Ma2in to
. Distritution 3ystem 708 833 752
8. Elcctriczi Trrnsmission Line &
Substalion : 236 276 168 e
9. MWater Trunk lMsins within
Distributicn Svstem 1,540 1,815 1,644
10. Spaces maintcnonce facilities and
start uo suopliecs 168 198 152
Sub-Total Cenziruction 16.S54 20.000 24 402
Other Costs
11.  Management Study, Ratc Sudy 150 175 77
12. Engineering 2,036 2,401 2,586
13. Legal Administration & Financing 182 212 232
14, Land 145 170 300
J5. Particioant Training 13 33 36
Sub-Total Othzr Costs 2,526 2,991 3,231
Project Contingencies (10%) 1,949
Total Project Costs 21,500 23,000 28,640
Interest During Construction 1.500
23,000 23,000 28 ,6%0

* " 10%-contingency distributed, interes
% Combined with item 3.
Lot Reduced and combined with jtem 8

t.during construction capitalized.

@ Substation only, power line By others,

T JO T 998y -~ O LIATHYT
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Plant

Total

ANNEX | - Pg 5 of 13
EXHIBIT E
Page | of 2

INSTITUTO DE ACUEDUCTOS Y ALCANTARILLADOS NACIONALES

BALANCE SHEET
DECEMBER 31, 1970
($000 Omitted)

ASSETS

Water System
Sewage System

Total Utility Plant
General Plant

Less: Accumulated Depreciation

Construction Work in progress
Plant

Construction Funds

Bank Deposlits

Current Assets

TOTAL
TOTAL

Cash on Hand and in Banks

Accounts Receivable-water consumers

Acc. Receivable Assessments to consumers

Less: Partial Payments Received
Accumulated Prov. for Uncollectibles

Accounts Receivable - Various

Inventories of materials & Supplies-Net

Other Current Assets

CURRENT ASSETS

ALL ASSETS



CAPITALIZATION

Long Term Debt

Bonds Payable
Loans Payable
Total lLong Term Debt

Equity of 1DAAN

Accumulated Net Earnings
Capital Grants
At start of operations~Jan., 1,1962
Additional State Grants
TOTAL EQUITY OF |DAAN

TOTAL CAPITALIZATION

CURRENT LIABILITIES

Bank Overdraft

Accts. Payable-Pan.Canal Co.-Water
Other Accts, Payable-Various

Post Due Interest Payable

Short Term portion of long term debt

TOTAL CAPITALIZATION AND LIABILITIES

ANNEX | - Pg 6 of 13
EXHIBIT E ‘

Page 2 of 2

179
599
1,370
14

3,229
37,460
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EXHIBIT F -
‘PAGE 1 OF 1

INSTITUTO DE ACUEDUCTOS ¥ ALCANTARILLADOS NACIONALES

INCOME STATEMENT
For Year Ended December 31, 1970
(5000 Omitted)

Operating lncome - Water Sales
Operating Costs
Operating Costs
Design & Inspection
Administrative & General
Expenses

Total Operating Costs

Operating Income Before Depreciation
Depreciation

Operating Income

Interest Expense

TOTAL
Other Income

Special Assessments
Other Income
Total Other Income
Net Income Before Special Charges &
Government Operating Grants

Special Charges
Fire Loss

Prior period adjustments
Total Special Charges

Net Income Beforec Government Operating

Grants
Government Operating Grants
NET INCOME

3,150
185

1,065

708
230

5,280

435

184

251
20

il

13
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NOTES ON EXHIBITS G AND H, ANNEX I

There i1s a difference in the annual estimtes of operating
income from Water Sales in the Income Statement, Exhibit G
and the Cash Flow Forecast, Exhibit H. This results from
the fact that Exhibit G shows income in terms of billings
and Exhibit H uses actual collections. As previously noted
(page 13) IDAAN has been making and will continue to

make a speclal effort to reduce the average lag between
billings and collections. This results in higher collec-
tions than billings through 1973, and with the exception
of 1975, when the new supply becomes available and new
rates are expected to become effective, higher billings
than collections, the normal pattern, in subsequent years.
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CERTIFICATION PURSUANT TO SECTION 6.11 (e) OF THE

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Alexander Firfer, the principal officer of the Agency for Inter-
national Development in Panama, having taken into account, among
other things, the maintenance and utillzation of projects in Panama
previously financed or assisted by the United States, dc hereby cer-
tify that in my judgement Panama has both the financial capability
and the human resources capability to effectively maintain and uti-
lize the capital assistance project, Panama City Water Supply.

This judgement is based upon the Mission's long experience with
IDAAN in the maintenance and operation of previously financed A.1.D.
projects, There are at present four existing A.l.D. loans to IDAAN.
The USAID records show that each is being operated and maintained in
a satisfactory manner. For this proposed Water Supply Project, there
will be prepared with the assistance of an engineering consulting
firm, a detailed operating and maintenance program which IDAAN will
be required to follow under a covenant in the Loan Agreement. For
the proposed amendment to increase the project funds the Government
of Panama will agree to subsidize IDAAN or authorize an increase in
water rates in such case as IDAAN does not have sufficient operating
capital to carry out its obligations efficiently.

Regarding other U.S. assisted projects to Panama, it Is my opinion
that, in general, they are being maintgined and utilized in a
satisfactory manner, }

7

Alexander Firfer ““’ﬁ;i—""

'c‘-.f{.-.

HMarch 19, 1971
Date
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(1) the equivalent in United States dollars,
determined as of the time and in a manner
calculated to obtain repayment of all dollars
disbursed plus interest, of all amounts paid
to Government as follows:

(a) all interest immediately upon receipt
subject to Government's right to retain
all payments in excess of two percent

) per annum during a grace period
of not to exceed ten (10) yeurs from
the first disbursement under the Loan
(Government grace period) and all
payments in excess of three (3%)
percent per annum thereafter;

(b) principal within forty (40) years,
ineluding the Government grace period;
and

(11) interest in United States dollars of two
percent (2%) per annum during the Governmernt
grace period and three (3%) percent per annum
therenfter on all amounts of' outstanding
principal pald by Borrower to Government fron
the raspective dntes of cuch payment of principal.

2. Other Term:n aad Conditions:

(a) Paragraph veverenes Code 941 procurasent including shipping
and marine incurance Yo be provided by Office ¢f the General

Couneil, AID/Washington.

(b) The Covernment chull usrantce repiyrment of ihie Losn in United
States dollars.



ANNEX 111 .
3 PAGE 3 OF 5"

(c) Prlor to disbursement of funds for other than engineering
services, the Borrower shall submijt:

(1) evidence of arrangements for a study of Borrower's water
rates with a qualifled firm acceptable to A,1.D.; and

(ii) evidence of arrangements for a study of Borrower's
organization, administration and operations with a quall-
fled firm acceptable to A,I.D,

(d) Prior to the disbursement of funds for construction, the
Borrower shall, unless A,1.,D, shall otherwise agree in writ~
Ing:

(1) take action to implement the recommendations contained
in the completed study of Borrower's water rates, and
give wrltten evidence that future actions recommended
by the study will be taken on a prompt and timely basis;

(ii) take action to implement the recommendations contained In
the completed study of Borrower's organization, administra-
tion and operations, and glve written evidence that future
actlons recommended by the study will be taken on a prompt
and timely basis;

(1ii) submit evidence of a written agreement with the Panama
Canal Company on the volume and cost of water to be taken
from the Miraflores system up to the 1988-1990 period;

(1v) Develop an operating and maintecnance program for the
water system serving Panama City, including provision for
facilities, nccessary skilled staff and training of ad-
ditional staff as may be required; and

(v) submit evidence that the full amount of Borrower's con-
tribution to the Projcat will be made available on a
timely basis in order to assure completion of the Project
within the scheduled pericd.

(e) Borrower shall agrec to;
(i) implement on a timely basis its operating, malntenance

and staff training program, and to provide qualified and
experienced staff as may be necessary and appropriate;



(f)

(11)

(1)

(1v)

(v)

ANNEX 111
PAGE  OF &
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implement on a timely basis the recommendations contalned
In the completed study of Borrower's water rates;

Implement on a tlmely basls the recommendatlons contained
in the completed study of Borrower's organization, administra=
tion and operations;

continue its program of [nstallation of water meters with
the view to completing Instailation for all connections
before commencement of operatlon of the new water supply
plant; and

pay all debts of Borrower due and owing to the Panama Canal
Company within ninety (90) days of the dates of Invoices
submitted to the Borrower,

The Government ‘shall agree to approve appropriate increases

in IDAAN's water rates or to provide to IDAAN a subsidy for
necessary operating capital, In the event that IDAAN's own
projected operating revenues are insufficlent to Insure ef-
ficlent operation of I1DAAN or are Insufficient to meet requlre-
ments to carry out the project,

The loan shall be subject to such other terms and conditlons
as A.1.D. may deem advisable."

Deputy U, S, Coordlinator
Alliance for Progress

Date
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AID 1240-2 (1-71) April-1, 1971

CHECKLIST OF STATUTORY CRITERIA

(Alliance for Progress)

In the right-hand margin, for each item write answer or, as apprcpriate,
a summary of required discussion, As necessary, reference the section(s)
of the Capital Assistance Paper, or other clearly identified and available
document, in which the .matter is further discussed, This form may be made
a part' of the Capital Assistance Paper.

The fo&iowing abﬁreviétions are used:

FAA '~ Foreign Aésttanée Act of'1961, as amended,

App. - Foreign Assistance and Related Agencies Appropriations Act, 1971.
MMA - Merchant Marine Act of 1936, as amended

COUNTRY PERFORMANCE

[

Prograss Towards Cowntry Goals

1. FAA § 208; §.251(b).

A. Desceribe extent to which
country 18:

(1) Making appropriate efforts The growth in agricultural

to inerease food production production in Panama (1960-69/6.2%)
and improve means for food is among the highest in Latin America.
storage and distribution. Improvement in food storage and

distribution has been satisfactory.

(2) Creating a favorable climate The climate for foreign and domestic

for foreign and domestic private private enterprise and investment

entarprigse and investment, has been favorable as evidenced by
-the high rate of private investment
over the past several years.
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PAGE 2 OF 19
AID 1240-2
Although legislation is enacted hy
executive decree, rather than

(3) Inoreasing the public's elected legislature; increased

role in the developmental participation in the development

proocesa. process is being promoted through
several GOP programs, especially;.
those administered by the Office:
of Community Development.

(4) (a) Allocating available During the 1960-1969 period, public
budgetary resources to gsector real investment amounted
development. to about $260 million or 20% of

estimated total public expendi-

tures (1,301 million )
(b) Diverting such Panama's expenditures for military
regources for unnecessary purposes have been a small per-
military expenditure (sece centage of total government expen-
alco Item No, 16) and ditures, and Panama has not inters
intervention in affairs of vened in the affairs of other
other free and independent free and independent nations.,

nations., (See also Item No.1lh .)

(5) Willing to contribute funds to  Panama will contribute $8.6 million
the project or program, to project, or just over 30% of
the cost.
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B,

- tax collection improvements and
changes in land tenure arrangements,
and making progress toward respeot
for the.rule of law, freedom of
expression and of the press, and

(6) Making economic, 8ocial,
and political reforms such as

recognizing the importance of
individual freedom, initiative,
and private enterpriese, '

(?7) Adhering to the principles of
the Aot of Bogota and Charter of
Punta del Este,

(8) Attempting to repatriate capital
invested in other countries by its
own aitisens,

(9) Otherwise regponding to the vital

ccononiie, political, and social

concerns of its pcople, and demons trating

e e b irop et - . 2y

st 0 vy e

S—
PAGE 370 19
(6} Panama has made substene'
tial progress in sacial,
economic and political reforms
Panama has reformed her tax -
laws and has improved tax
administration substantial-
1y. As a result, 1969 iin-
come tex receipts totaled
$41.0 million, nearly three
times the 1963 total of $15.5
million. Although there is .
no press censorship under the
provisional government, the
Government is moving in the
direction of restoring -const-
itutlonal rights, and free
elections have been held in
at least one Municipality in
1970. The provisional -gov-
ernment has emphasized the
concepts of self-help and in-.
dividual initiative in its
civic action programs and
has given support to
private enterprise.

(7) Panama is adhering to
the principles of the
Act of Bogota and is working
to achieve the objectives
of the Charter of Punta del
Este. In practically every
category Panama is ahead of
the targets set by the
Charter, or has programs
underway which will bring

a clear determination to take effective her perfornance up to the

eclf-help measures.

Are above factors taken'into account in
the furnishing of the cubject csstotance?

target levels.

(8) Capital repatriation

is notv a problem in
Ponama at present time.
Cupiltal flows are not
restricted.

(9) See answer to 6 above. 3,

B. Yes
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Treatment of U.S. Citizens

2., ‘FAA B 620(c). If asaistance ie

3.

to government, is the government
liable as, debtor or unconditional
guarantor on any- debt to a U.S.
eitizen for goods or servides
furnished or ordered where (d
such citizen has exhausted
available legal remedies and

(b) debt 18 not denied or

,ocontegted by such government?

FAAL B 620(e)(1). If assistance
18 to a.govermment, has it
(includirg government agencies or
subdivigions) taken any action
which has the effect of rationgl-
i3ing, expropriating, or otherwise
geiatng-ownerghip or control of
property of U.S. citiaens or
entities beneficially ownsd by
them without taking cteps to
discharge its obligations

toward such citizeng or entities?

ANNEX IV
PAGE 4 OF 19

No such éaae known., Asslstance is
to seml-autonomous government
agency.

No such case known in which remedies
have been exhausted.,

BosdT
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L, FAA_# 620(0); Fisherman's Frotective .

Act. 8.5, If country has seized, or

ANNEX IV
PAGE S OF 19

No such seizures or sanctions
known.

umpoged any penalty or sanotion against,

any U.S. fiehing vessal on accownt of

its fiehing activities in international

waters,

a. has any deduction required by
Fighermen's Protactive Act been made?

b. has complets denial of aseistance

N/A

N/A

been considered by A.I.D. Adminiatrator?

Relations with U.S. Government and Other
Nations -

5.

Fra S 620(d). If assictanee ia for
any productive enterprise which will
compete in the U.5, with U.S. enter-
prise, is there an agreement by the
reeiptent country to pravent export
to the U.5. of more than 203 of the
enterprise's annual production during
the life of the ioan?

FAA B 620(5). Has the couniry
permitted, or failed to take
adequate measwres to precvent, the
damagc or destruction by mob action,
of U.S. property?

Assistance is not for a
productive enterprise which
will compete in the U.S.
Water will be provided to the
city of Panama,

No
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Te

10,

FAA 8§ 620(1). If the country has
fatled to institute the investment
guaranty program for the specifie
risks of expropriation, in con-
vertibility or confiscation, has the
AI.D. adninistration within the past
year considered denying assistance to
such government for this reason?

FAA 8 620(q). Is the government of
the reoipient country in default on
interest or principal of any A.I.D.
loan to the country?

FAA 8 620(t). Has the country
severed diplomatic relations with
U.S5.? If so, have they been resumed
and have new bilateral asaistance
agreemants been negotiated and entered
into 8ince cuch reswption?

FAA 8 620(u). What is the payment
gtatus of the country'as U.U.

obligations? If the country igc in
arrears, were such arrcarage taken

ANNEX IV
PAGE 6 OF 19

No. Current bilateral covers
these risks.

No

no

Panama is not delinquent with
regpect to dues, assessments or
other obligations to the U.N.
for the purposes of Article XIX

into accownt by vhe A.I.D. Adninistrator of the Charter.

in determining the current A.I.D.
Operating Year Budget?

FAA § 620(n). Does vecirient country
furnish assictance to Cubn or fail to
take appropriate steps to proavent

ships or aircraft undzr its Tleps from

~

carrying cargoes to or Ira. Unbay

No

wit
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CONDITIONS OF THE LOAN

General Soundness

170

18.

FAA 8 201(d). Information and

conclusion on reasonableness and

legality (under laws of country and
U.S.) of lendirg and relending teims

of the loan.

FAA 5 251()(2); B.251(e).

Information and conclusion on
activity's economic and technical

soundness., If loan 18 not made pursuant
"to a multi’ateral plan, and the amount
of the loan exceeds'$100,000, has country
submitted to A.I.D. .an application for
such funds together with assurances to
indicate that funds will be used in an

economically and technically sound
manner?

" ———

ANNEX IV
PAGE 8 OF 19

Terms of proposed loan are
consistent with the laws of;
Panama and the United States
and are not unreasonable for
the borrower.

Financial, economic, and engineer!
ing analyses contained in
Section II,B of the Capital
Assistance Paper conclude that
activity is sound on all

points. A letter applying for
the increase was sent to the
Mission Director on December 30,
1970 from the Director of the
Panamanian Planning Office of
the Presidency.
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19.

20.

2l.

22

23.

PAA B 251(b). Information and
eonalusion on capactty of the
eountry to repay the loan,
inoluding resonableness of

‘Pepayment prospects.

FAA & 611(a)(1). Prior to signing
of loan will there be (a) engineer-
ing,. financial, and other plans
necgssary to carry out the assistomre
and (b) a reasonably firm estimate
of the cost to the U.S. of the
@osistance?

FAA & 611(a)(2). If further
legiglative action is required within
recipient country, what is basis for
reasonable expectation that such
action will be completed in time to
permit orderly accomplishment of
purposes of loan?

FAA 8 611(e). If loan is for capital
asgtatance, and all IJ.5. anaiatance

to project now exceeds $1 million, has
Migcion Director certified the country's
capability effectively to maintain and
utilise the project?

FAA 8 251(b). Information nd
conelusion on availability of fi:inicing
from other frec-world cource:, inciuding

3 . . . - . i
private sources within the United States,

-

ANNEX IV
PAGE 9 OF 19

The terms of the proposed loan
are such that there are reason-
able prospects for repayment.

Such plans already prepared
and a basis for increase
request
(a) Yes
(b) Yes

No such further legislation
required.

Such certlification is con-
tained in Annex II of the
Gapital Assistance Paper.

. Such financing is not available,

T
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Loan's Relationahip to Achievement

of Cowuntry and Regional Goals

2l .

26,

FAA B 207: & 251(a)., FExtaent to

‘which acsiotance reflects

appropriate emphasis on; (a)
encouraging development of dem-
ocratie economic, political, and
soctal institutions; (b) self-
help in meeting the country's
food needs; (c) improving avail-
ability of trained manpower in

. the country; (d) programs designed

to meet the country's health needs,
or (e) other important areas of
economic, political, and social
development, including industry;
free labor untons, cooperciives,
and voluntary agencies;
transportation and communication;

planning and public adminigtration;

o YA L Ty

ANNEX IV
PAGE 10 OT 19

(a) This project not applicable,
(b) This project not applicable.
(¢} Project will provide training
in water supply operations.
(d) Project is essential to
health of Panama City.
(e) Project is essential to indus-
_ trial and urban development
in Panama and supports improved
planning administration of a
public utility.

urban developnment; and modernization

of exieting laws.

FAA § 209. Is project susceptible
of execution as part of regional
project? If so why i8 project not
60 executed?

FAA 8 251(b)(3). Information and

econclugion on activity's relation-

chip to, and consistency tnith,
other devclopment activit.es, and
it contribution to realizaiic’
long~range objeciives.

No

Project is directly related to and in

support of development activities

in Oity of Panama, and project is design

ed wvith water supply objectives and!
needs post year 2,000 specifically

taken into account.

10
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AID 1240-2

27

28.

FAA 8 251(b) (7)., Informatiom

and oonelusion on whather op

not sthe activity to be financed
wyll contribute to-the achievement
of self-sustaining growth,

FAA B 281(a). Describe extent

to which the loan will contribute

to the objective of assuring

maximen participation in the task

o) economic development on the part
of the people of the country, through
the encouragement of democratic,
private, and local governmental
institutions,

FA 8 281(b). Describe cxtent to
wiich program recognisce the
particular needs, dzsires, and
capacitica of the people of the
counry; utilises the couniry's
intellicetual resowces to encourage
tugtitutional development; and
supports civie education end
tratniig in skills required for
¢ifective participation in
governmental and political prooessea
engential to gelf-goverwnant,

11

ANNEX IV
PAGE 11 OF 19

This project is an essential
ingredient for achieving self-
sustaining growth in Panama.

This project is not directly
related to this objective but is
essentlal to other USAID;

Panama programs such as coopera-
tive housing,

Answer to item #28 equslly
appropriate here,






AID 1240-2

34, FA4E 209; 8 251(b)(8).
Information and conclusion
vhether assistance will
encourage regtondl development
programs, and contribute to the
etonomic and political
integration of Laiin America.

Loan's Effbct on UiS. and A.I.D:
Zhvgrww

35. FAA 8 251(b)(4); § 102,

' Information and conclusion on
possible effects of loan on
UyS. economy, with special
reference to arcas of sub-
stantial labor curplus, and
extent to which U.S. cormoditiea
and ascictancc are furniohed in
a manner consistent with improv-
ihg the U.S. baZance of payments
position.

36 FAA B 601(b), Information and
concZur7on or: how the loan will:
encourcye U.S. private trade
and tnvestment abroad cnd how
it will encovrage private U.S.
participation in foreign
aeaictance prograns (including
use of private trade channels
and the services of U.S. private
snerprisc).

13

ANNEX IV
PAGE 13 OF 19

The project is restricted only to
the wayer supply needs of the City
of Panama and is not of a regional
development nature,

Almost all of loan funds will ko used
for procurement of goods and

services of U,S. origin through
competitive bid procedures; although
Gode 941 procurement will be
authorized.

A U.S. engineering firm in joint
venture with a Panamanian firm is
currently contracted by the
Borrower as a consultant on
project implementeation.

§






e e —a N RISV P LTI E AN IR ™ P

AID 1240-2

hi, FAA B 252(a). Total amount of monay
under loan which is going direotly
to private enterprise, ia going to
intermediate credit institutions
or other borrovers for use by pri-
vate enterprise, is being used to
finqnce tmports fram private sources,
or 18 otherwise being used to
finance procurements Sfrom private

_-gources, :

Loan's Compliance with Specific
Requirementa

b2, FAA 8 201(d). Is interest rate
of loan at least 2% per anmm
. during grace period and at least
3% per annun thereafter?

43, FAA § 608(a). Information on
measures to be taken to utilize
U.S8. Govermmemt exccss personal
property in licu of the procura-
‘ment of new ptang.

b, F B 604(a). Will
‘all commodity pracurcrment finanesd
wider the loan be from U.S. ecxzecot
an otherwige dotcimined by the
Pregident?

ANNEX IV
PAGE 15 OF 19

A1l of the AID loan funds will be used
to provlide goods and services from '
private sources.

Yes

It'is contemplated that the loan
agreement will prcvide for the
utilization of U.S. Goverawaag
excess property under the
appropriate circumstances.

Procurement under this loan is
confined to the U.S., Panama,
and certain developing countries
as determined by the President.
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ANNEX IV
PAGE 17 OF 19
AID 1240-2
'50. FAA B 620(g). What provision is Loan funds are not being made
there against use of subjeot avallable for any such purpose..

asesistanoe to aompensate ownera
for expropriated or nationalized
property?

51, FAA 8 612(b); 8§ 636(h). Describe The govennment of Panama 1is
steps taken to assure that, to the contributing over 30% of the
maximun extent poseible, the country project cost. The U.S. owns
18 contributing local currencies to no local currencies that could be uséd
meet the cost of contractual and for this project.
other services, and foreign currencies ’
owned by the U.S, are utilized to
meet the coat of contractual and other
serviceas.

-52. App. 8 104, Will awy loan funds No.
be used to pay pensions, eto., for
military pergonnel?

17
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38,

9.

FAA 8 620(k). If construction
of productive enterprisa, will
aggregate value of assistanca
to be furnighed by U.S. exceed
$100 million?

FAA 8 612(d). Does the U.S. aun
excess foreign currency and, if eo,
what arrangements. have been made
for its release?

MMA 8 901.b. Compliance with
requirement that at least 50 per
centum of the gross ‘tonnage of |
conmodities (computed separately
for dry bulk carriers, dry cargo
liners, and tankers) financed
with funds made available under
this loan shall be transported
on privately owned U.S. flag
commercial vessels to the extent
that such vessels are available
at fair and reasonable ratea.

19

ANNEX IV
PAGE 19 OF 19

No .

~ U.S. owns no such'currency in

Panama,

Will be complied with. Appropriate
provisions will be included in

loan agreement and implementation
letters.





