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MALAGASY REPUBLIC: TELECOMMUNICATIONS
SYRTEM EXPANSION AND MODERNIZATION, PHASE II
SUMMARY AND RECOMMENDATIONS

Borrowef{/ The Direction Generale des Postes and Telecommunications
BeT) of the Government of the Malagasy Republic (GOMR)

Amount: $1.2 million

Project Financing: ($ thousands)
A.I.D. Lom 1’2w
BT Contribution 300
TOTAL 1,500

Purpose of Loan: To fine::ce the foreign exchange costs of the
purchase of materials and services required for the expansion
and modernization of the Malagasy Republic telecommunications
facilities.

Description of Project: The project consists of the purchase and
installation of materials required for the rehabilitation
of main telephone trunk lines and local links to these
lines in rural areas in the western and southern regions
of the Malagasy Republic. Under the proposed project
approximately 712 miles of new lines will be installed and
17 miles of circuits added to existing pole lines over a
three-year period.

Background: In February 1967, A.I.D. authorized a $2.0 million
loan for the expansion and modernization of the telecommuni-
cations system in the central and northern regions of the
Malagasy Republic. The project consisted of the purchase
of materials for 1970 miles of new telephone lines and 187
‘miles of circuits added to existing poles, to be installed
over s four-year period. The materials arrived from the U.S.
in 1968 and 1969 and about 1300 miles of lines were installed
in 1969, 1970, and 1971. Progress was virtually halted in
late 1971 and 1972, due in large measure to cyclone damage
to the P & T's lines which required immediate repair.
Construction resumed in late 1972, and all installations
will be completed by mid or late 1974, with the exception
of 226 miles which cannot be installed until 1975 due to

- construction of a road along the same routz. Im October 1972,

representatives of the Malagasy Republic requested that A.I.D.
consider additional financing to permit continuation of the
program using similar materials and methods. The Government
of the Malagasy Republic submitted a formal request on
October 25, 1972.



7. Ex-Im Bank Clearance: Cleared on March 15, 1973,

8. Country Team: The Country Team strongly endorses the project.
9. Statutory Criteria: Have been met, see Annex I for details.
10. Issues: None.

11. Pzcommendation: A loan to the P & T in an amount not to
exceed $1.2 million on the following basis:

(a) o the P & T

Maturity : 20 years, including a 5-year grace period
Interest ¢ 3%% throughout
Repayment : To the GOMR in Malagasy francs.

(b) The GOMR will repay the U.S. under the following terms
Maturity : 40 years, including a 10-year grace period
Interast : 2% per annum for the first 10 years, 3%

per annum thereafter.
Repayment ¢ To the Y.S, in dollars

Capital Assistance Committee:

REDSO/EA  AID/W
Capital Development Officer: .. Westley; G. Thompson
Counsel : R. Meighan; €. Soidstein

Engineer : A. Hotvedt
Dagk Officer: B. Bahl

il



AID-DLC/?-1090
May 25, 1973

I, INTRODUCTION

A. Background

In February 1967, A.I.D. authorized a $2.0 million loan for the
modernization and expansion of the telecommunications system in the
central and northern regions of Madageacar... A.:loan:agreement.was :signed
on June 30th of that year. Final disbursement was made in September 1970,
although congtruction has not yet been completed due to service
interruptions in 1971 and 1972 caused by extensive cyclone damage to
P & ' 1ines which required immediate repair.

In October 1972, a Delegation of the newly installed Government
of the Malagasy Republic visited the Agency for International Development
in Washington. They outlined the plans of the new Government for economic
dand.gocial. davelopmentsand pitesented a number of proposals for A.I.D.
consideration. A follow on to the original telecommunications loan
was included smong the proposals, and we agreed A.I.D. could reasonably
consider additional assistance in the telecommunications area.

The discussions were followed by receipt of a written expression
of interest from the Government of the Malagasy Republic. A.I.D. responded
by sending a team to Malagasy Republic in February 1973, to review
feasibility of the proposed project. The team concurred in the merit of
the proposed project and submitted a draft of the Capital Assistance Paper.
Additional financial information was obtained in March 1973, by the
Regional Economic Development Services Office in Nairobi. The project
was reviewed in Washington in March and approved for submission to the
Development Finance Review Committee.

B. Relationship of the Project to A.X.D. Assistance

This project was developed under the A.I.D. policy to assist
the legitimate aspirations for economic development of the newly inde-
"pendent African states. It is part of the program of the GOMR to
provide the infrastructure necessary to advance priority economic
development programs and to integrate the diverse areas of the nation.

The Malagasy Republic is not a country in which the United States
has a special interest other than to promote development whenever and
however appropriate. We feel that France and the European Economic
Communlty (E.E.C.) should continue to be the primary sources of development
assistance for the country. However, to ease Malagasy dependence on sole
source of assistance and to express our interest in Malagasy develomment,
limited Uni%ed States assistance to small, easily administered, and _
economically justifiable projects is considered appropriate - especially
in view of the new Government's popularly supported efforts to strike
& posture of greater independence of the metropole,
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A.I.D. financing under the project will finance American manufactured
steel channel for use as poles, copper ciad steel core conductors, and
installation hardware similar to those provided under the previous loan.
Because of their successful experience with U.S. material provided under
the first loan we expect the P & T will continue to purchase replacement
material of U.S. manufacture in the future.

C. Borrower

The Borrower will be the Direction Generale des Postes and
Telecommunications. The borrower will agree to repay the GOMR and
the GOMR will agree to repay the U,S. at the terms noted in the summary
and recommendations section of the CAP.

The P & T is a semi-independent entity under the Ministere de
1'Amenagement du Territoire (Minister of Territorial Planning) operating
under a separate budget with authority to retain revenues. The manage-
ment and operations of the P & T are discussed further in Section II. D.
below.

D. Export-Import Bank Clearances

The Export-Import Bank Board of Directors reviewed the proposed
loan on March 15, 1973. The Board concluded that the project was
inappropriate for Export-Import Bank financing.

II. Technical Analysis

A. Project Description

The proposed project consists of the supply and installation
of materials for the construction and rehabilitation of main telephone
trunk lines, and provincial and locai links to these lines in the south
ans western rural regions of the Malagasy Republic. 7The A.I.D. loan
will supply steel channel for use as poles, conductors (wire), tnd
installation hardwars for the project similar to those provided under
Loan 687-H-OO2, the progress of which is reported in Annex IV. All
such materials will be of U.S. source and origin. The Borrower will
contribute all labor, construction tools, vehicles, and materials,
such as tar and cement, required to complete the installation. 1In
addition, the Borrower haes undertaken to finance, partly from its own
resources and partly from Japanese loan funds, the supply and materials
to further expand the inter-urban telephone system. Under the A.I.D.
program spproximately 712 miles (1148 kms) of new lines will be installed
and 17 miles (28 kms) of circuits added to existing pole lines over a
reriod of three years. See Annex IT for maps showing existing lines
and the proposed improvements.

B. Present Telecommunications System

The existing system consists primarily of urban telephone eXchanges
linked by a trunk network. There is & Zone Exchange of Tananarive; five
Repeater Exchanges at Tamatave, Diego Suarez, Majunga, Fianarantsoa, and
Tulear; and 18 Group Exchanges. The linking network consists of short wave
radio circuits, one tropo scatter 1ink and overhead open wire lines with
carrier circuits. The total lengih of overhead trunk lines as of the



end of 1971 was:

Single wire telephone circuits 1,652 miles (2,665 km)
Two wire telephone circuits 11,737 miles (18,932 km)

Thirteen new automatic exchanges are in the process of completion and
are scheduled for cutover in July 1973, The equipment is French and
provides for nine exchanges of 400 lines, two exchanges of 800 lines
and two exchanges of 200 lines.

C. Proposed System Expansion

The P & T plans to rehabilitate and expand the telecommunications
system over the next twenty years which will (1) ensure the progressive
autometion. of telephone and telegraph exchanges, (2) improve the quality
of interurban communications by installing systems offering reliability
of operation with a large number of channels which meet internationsl
(CCITT) circuit standards, (3) expand the automatic inter connection of
exchanges, (4) provide telephone service to areas not now served, and
(5) install public telephone booths.

For the period 1973-1975, the P & T plans the completion of the
‘construction and rehabilitation of the telephone lines of the first A,I.D.
loan and the initiation and completion of the construction and rehabili-

tation of the telephone lines of the proposed second A.I.D. loan. Also,
during the period 1973-1977, the installation of the partially Japanese
financed microwave link Tananarive-Tamatave-Diego Suarez with service
provided to the towns in-between should be completed. In 1978-1982

the P & T plans to install microwave or underground cable links
Tananarive-Majunga and Tananarive-Finanarantsoa. During the overall
1973-1992 period automation of smaller exchanges serving 51 to 100 sub-
scribers is contemplated. In 1983-1987 underground ceble or microwsve links
Majunga-Tulear and Majunga-Diego Suarez is planned; and in 1988-1992, the
Fianarantsoa-Fort Dauphin microwave circuit is proposed.

D. Organization and Management

The P8ot and Telecommunications, (P & T) of the Malagasy Republic
is an operation under the jurisdiction of the Cabinet Minister of
Territorial Planning. (Organization Chart-Annex III). The P & T is
headed by a Director who is responsible for the operation of four
Departnents and also directs the supervisors of Provincial operations.

The four Departments are:

1. General Administration

2, Postal Service and Finance

3. Telecommunications and Techniques
4, Inspection



The supervisors of Provincial operations control the Post and
Telecommuniceations operations in the provinces.

The Department of Telecommunications and Techniques is comprised
of four Divisions. They are: (1) Wire Technique, (2) Radio Technique,
(3) Telecommunications Operations and (4) Telecommunication Studies.
The Wire Technique Division will be the implementing organization for
the proposed loan. they have repairshops, laboratories and maintenance
teams at 15 Telecommunications Maintenance Centers and at mixed offices
(both postal operations and telecommunications). 1In addition, they
have construction teams for the outside plant work such as that
contemplated in the proposed loan. At the present time, there are eight
teams, Of these, one team is occupied with wire and material recovery
and salvage. Another team is performing inspection duties.

A construction team consists of 10 to 12 men. It is composed of:
1 Team Leader
1 Assistant Team Leader
3-4 Linesmen

5-6 Laborers

A construction team can complete 100 km (62 miles) a year working 11
months with one month scheduled for vacation,

E. Project Implementation

1. Construction Schedule:

The construction schedule for the 712 miles of new lines and the
17 miles of added circuits ig as follows:

=

ear
1. 241 miles new lines plus 12 miles added circuits
2. 248 miles new lines

3. 223 miles new lines plus 5 miles added circuits,

The schedule is determined by the availability of manpower and
equipment as described in Section II. F below. Material deliveries,
copper conductors, steel and other hardware will be requested for delivery
at the supplier's earliest capability with minimum deliveries set to meet
the construction schedule. The deliveries will be divided between the
ports of Majunga and Fort Dauphin., From the warehouses in those two ports,
the equipment will be forwarded to the work locations by road and small

boats. (see Section VI A for implementation achedule).



2, Materials:

Material specifications have been adapted to U.S. standards for
steel, copper-clad steel conductors, and hardware to permit procurement
of standard U.S. materials. Materials to be used are similar to those
already obtained under the first telecommunications loan. Material
quantities to meet construction schedules are:

Conductors

Year No, of Poles Metric Tons Metric Tons
1 4912 327.4 52.1
2 5723 416.5 58.9
3 4816 318.7 45.3

Steel poles will be of two lengths (6 meters and 7 meters) and
the 6 meter poles will be of two weights (heavy and light) depending on
the number of circuits carried on them. Conductor sizes will be 2.64 mm and
2.91 mm, both of which are standard U.S. telephone conductor sizes. Details
of pole and conductor sizes broken into years are given in Annex VI.

Hardware to be supplied as part of the project will include
{nsulator ties, corductor splicing sleeves, guy wire and anthors, and
special splicing tools.

The GOMR will supply construction tools aud equipment, and local
materials such as tar and cement, and paint from local stores. The project
financing includes an adequate sum for material inspection service and any
required procurement assistance.

F. Ability of the Borrower to implement the Project

1. Engineering:

The design effort which served as a basis for this project was
performed by Postes and Telecommunications Service Engineers.
Further detailed line design will be performed by the same headquarters
engineers in Tananarive.

The design was found by the A.I.D. Project Engineer to be of a
high standard and his further review of the engineering facilities and
staff in Tananarive indicates that there should be no problem in carrying
out the additional engineering details which will include line staking
and the specification of pole top configurations.



2. Construction

The GOMR Post and Telecommunications Service will construct
the lines with its own labor force. In February 1973, the Wire Technique
Division employed eight line construction teams. Four teams are currently
working on the implementation of the first telecommunications loan
(see Annex IV). The other four teams will be assigned to the proposed
project. The skilled workers are trained at the Ecole Nationale des
Postes and Telecommunications. With construction planned at 62 miles
per team per year, the four teams can complete 248 miles per year which
is the approximate construction scheduled for this project as shown
in Section II E-1. Consequently, the labor force appears to be adequate.

The crews are equipped with 3% or 5 ton line trucks which were
observed to be in good operating condition and are regularly .serviced
and maintained in the P & T workshops and gareges.,

3. Maintenance

The existing system of 13,390 line miles is maintained by a
staff of L4B. The system is divided into 23 sections and each section
is sub-divided into line sections of 19-30 miles for foot patrol or
90-120 miles for patrol by motor vehicle. A regular fort-nightly
maintenance schedule is maintained for all lines. The additional
construction on this project will not impose any extra load on the
maintenance force since the project is reconstruction of existing sub-
standard lines. These will not add new ratrolling and will reduce
some of the present maintenance load. There should, therefore, be no
incrementel operation and maintenance costs associated with this
project. Total 0 & M costs are expected to amount to about $120,000
per gear, with small increeses in yeariy operating costs. (See Section
Iv C).

G. Technical Soundness

The project provides for the removal of old single-wire and old
two wire lines in the Western and Southern rurel sreas of the country
and thelr replacement with open wire lines designed for the application
of carrier-current. Carrier-current consists of medium frequency
radio waves which are superimposed on the physical wire pairs of open-
wire and travel along these wires. This rermit as many as 60 circuits
to be carried on one pair of wires, thus ellowing phased expansion of
circuits on wire lines over a considerable time-period through the
addition of simple and low-cost channel equipment at the line terminals.



The 1line design and material cost estimates ywere Prepared by the
P & T of GOMR on the basis of internationg] (ccrrT) standards for
oren wire carrier circuits. The local cost component of line
construction amounts to about 20% of the Project costs and covers the
complete cost of construction by locgl skilled and unskilled labor gnd
local materials such gs fuel, lubricants, tar and cement,

The A.I.D, Project engineer hag reviewed the engineering design,
checked material quantities, gand obtained price comparisons from U, g,
material suppliers and shipping costs from a U,S, shipping firm,

for a period of ap least twenty vears and to allow for indefinite expansion
biyond that tiﬁi or until traffic ifgreasea warrant the replacement of open
wire lines by ghar capacity cirey 8.

Based on the above analysis, ye conclude that the degree of engineering
Planning and cost estimates required by Section 611 (a) of the Forei gn
Assistance Act of 1961 as amended have been met,

ITI. Economic Analysig
S=_oMlC Analysis

A, Economic Impact of Proposed Project

of the island are heavily Populated, and gre showing signs of overcrowding,
The northern, western and southern partg of the country gre Sparsely

settled, for the most part, and g major goal of government policy is the

more rapid development of these areas to induce g redistribution of
population away from Tananarive (the capital city) and other crowded sectiong
in the center and east,

Rural development and irrigation Projects are noy underway in
's western and southern regions. One such Project, for example,
may encourage resettlement of 10,000 People in an areg now largely
undeveloped due to lack of reliable water for agriculture. Thig is the
IDA assisgted Project which is mentioned in the detailed discussion below.

about §130, although annugl Per capita income ipn the rural greas was about
$80. Agriculture employs over 80% of the Population, accounting for about
35% of GDB and 207 of monetized income. The main products for local con-
sumption gre rice, me&nioc, and meat, while the main export productg are
coffee, cloves, vanilla and animal productg, Agriculture productsg accounted
for about 70% of éxports in 1971, OQther major exports gre graphite and
chromite,
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- The Malagasy Republic's first Five Year Plan ended in 1968, It

was followed by the preparation of an interim plan for 1969-1970 and the
formulation of'.a new Plan which was to begin in 1972, As a result of the
charge in governments in May 1972, however, the official adoption of the
Second Five Year Plan has been delayed. Nevertheless, the present
government is following the main outlines of the development strategy
fonmulated for the plan, which include: (a) self-sufficiency in rice;
(b) diversification of exports through stimulation of neyw exports
(livestock, cotton, forest products) and the expansion of mining; and
(c) improvement 1in transport, particularly roads and ports. As noted
above, regional development is also a major objective of the present
development Strategy. ‘The country has been able to increase the
proportion of CDPP devoted to fnvestment from 12% tn 1966 to 14.3% in
1970. 1his encouraging trend is expected to continue,

The proposed improvements in telephone services over four major
links in southern and western Madagascar will contribute toward the
achievement of the country's development goals within the context of
regional development. At present telephone service in the areas in
question is poor and is often interrupted for long p~riods,

Most of the circuits are inadequate to handle present traffie, much
less any increases in traffic, Many of the facilities were built in
the 1920s and have not been improved since then. Maintenance ‘costs are
exceptionally high due to frequent wire breaks and other line failures.
Improved telephone government services, and can help to increase the
efficiency and utilization of transport, thus reducing transport costs.

quick decisions. These benefits of improved telecommunications are
even greater in the southern and western areas of the Malagasy Republic
because most communltles arc not served by all-weather roads, and can
be thus isolated from other communities for much of the year.

The arees served by each of the four links are described briefly
below (see Map, Annex II):

Morovoey-Maintirano

The project provides for the replacement of 175 miles of existing
lines and poles plus the addition of 12 miles of circuits to existing
lines. This line links the sub-district capitals of Maintireno, Besalampy,

goods are transported from the major port at Majunga (population 43,000)
to smaller west coast such as Maintirano. Mi%sinjo is a sugar-producing
ersa and Besalampy is a significant rice-producing area.



Antsalova-Belo-sur Isiribi“ina

‘he project includes the replacement of 137 miles of existing lines
and poles on this section. 'This will complete the improvement of the
Majunga-Morondara link, since the Maintirano-Autsalove and Belo-sur
Tsiribihina-Morondava sections have already been improved. Morondava
(population 10,000) is a major port and the site ot an irrigation and
rural development project which is being assisted with a $15.3 million
IDA credit. The Antsalova-Belo sur Tsiribihina section will also bring
improved service to the intermediate communities of Masoarivo and
Bekopaka, which have important reserves of timber.

Manantenina-Vangaindrano

The project provides for the replacement of 90 miles of existing
lines and poles as well as the addition of 5 miles of circuits to
existing lines. This will permit the completion of an improved link
between twe major east coast ports, Ft. Dauphin (population 13,000)
and Farafangana (population 11,000). There are several coffee planta-
tions at Vangaindrano while Manantenina is the site of recently dis-
covered bauxite deposits.

Ambondro-Amphanihy

The project provides for the replacement of 121 miles of line on
this section. This will complete the improved link between Ft. Dauphin
and Tulear (population 34,000), a provincial capital. The area between
Ambondro and Amphanihy is a sorghum-producing area and includes
lMadagascar's mica mines.

B. Benefit-Cost Analysis

'he types of economic benefits discussed above are very difficult,
1f not impossible, to quantify. Other benefits, such as employment-
generation and improved equity, would be even more difficult to quantify,
although the project should have a favorable impact on employment and
equity through more rapid development of the relatively poor rural areas
involved. Consequently, it is generally assumed in analyses of tele-
communicatione projects that the prices paid by users for the service
represent a falr minimum measure of the value of the econvmic benefits
of the service. Since the present project involves the improveme nt of
existing services for the most part, the benefits are the incremental
revenues realized by the P & T as a result of investing in the system
improvements and the estimated benefits of one time reconstruction as
approved to piecemeal rehabilitation. With respect to revenues generated
by the new lines, there will be fairly large growth rates at first due to
the availability of uninterrupted telephone service.



- 10 -

The internal rate of return calculation (See Annex VII) shows the
projects return at 12.4%. The incremental revenues rise rather rapidly
since the existing line capacity is limited and will not be able to
meet projected demand growth, even if it is replaced on a plecemeal
besis over 20 years.

IV. Financial Analysis

A. Financial Plan

The total finaneing required for the project, including con-
tingencies, is $1.5 million, of which $1.2 million represents foreign
exchange costs and $0.3 million represents local costs. A.I.D. proposes
to finance all of the foreign exchange costs and the P & T all the local
costs, as follows (U.S. $): See Annex VI for details.

Foreign
Exchange Costs Local Costs Total
A.I.D. Loan $1,200,000 - $1,200,000
P & T Contribution - 300,000 300,000
$1,200,000 $300, 000 $1,500, 000

The proposed loan would be extended to the P & T. GOMR will gueranty
the local cost project contributions of the P & T.

B. Ability of GMR to Repay the Loan

As of the end of 1970, the GOMR's external debt, including
undisbursed amounts, was $138 million; of this amount, $15 million was
privately held (bonds, supplier credits, debts of financisl institutions),
while $42 millien was owed to international organizations and $81 million
to bilateral donors, principally France. The GOMR'sS service payments on
external debt in 1970 were $6.9 million, which was equivalent to less than
5% of 1970 commodity exports ($145 Million). This debt service ratio
should grow relatively slowly due to the high proportion of GOMR debt
contracted on concessional terms. Consequently, the GOMR sh>uld have no
difficulty in repaying the proposed A.I.D. loan. At the sane time, the
IBRD hes recommended that, in view of the country's poverty and the still
limited prospects for its exports, the major proportion of external aid
continue to be provided on concessional terms.
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The GOMR has been able to show a surplus on its current accounts
over the last ten years. In order to carry out its investment program
it has had to turn to external donor financing for approximately one-
third of its capital investment program. This ratio will continue
in the near future with net borrowings averaging $15 to $22 million a-
year depending on the country's ability to absorb new capital. Evidently,
the Malagasy Republic has been able to devote about 117 of i1ts national
product to capital formation. This percentage is slowly increasing and
donors should continue concessional terms as the country gears itself
up to a more efficient mobilization of resources.

C. Financial Position of the P & T

The P & T operates under a budget separate from the regular GOMR
budget and 1s allowed to retain revenues for the purpose of financing
investment as well as meeting operational expernses. In recent years
P & T revenues have exceeded operational expenses by an amount averaging
about $600,000; over the next five years (1973-77) the P & T projects
revenues averaging $15 million, an operating surplus averaging $3 million,
and year-end cash balances after anticipated debt service payments
averaging $1.2 million. We consider this to be fairly conservative
since revenues may already exceed $15 million. Over the 20-year repayment
period for the loan from the GOMR to P & T, projected P & T year-end cash
balances will range from a low of $300,000 to a high of $1.8 million, and
will average about $800,000. Since service payments on the loan will
average $100,000 per annum (following the grace period), it appears that
the P & T's financial position will permit it to meet its obligations
regarding the servicing of the second-step loan.

With respect to the operating and maintenance (0 & M) costs of the
links to be rehabilitated, the P & T expects no increase upon completion
of the project other than normal increases due to higher salaries, etc.
Based upon the costs of operating the present lines and providing adequate
routine maintenance, P & T projects 0 & M costs for the new project lines
of about $120,000 per annum, including operating costs of $100,000 and
maintenance costs of $20,000 with operating costs increasing at about
4% due to normal salary increases. Based on these 0 & M costs, and the
revenues projected in Annex VII, Details of Benefit-Cost Analysis, the
operating results for the project over the 20-year project life is
estimated as follows:

Malagasy Telecommunications Phase II (000 dollars)

1975 1980 1985 1990 1995
Revenues 15 253 32h 4k 530

Expenses 120 1 165 200 2ks5

Net $ 25 $112 $159  $21b  $285
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Regarding the terms for onlending from the GOMR to the P & T, the
GOMR has requested that the terms be the same as those under the rail-
road project (A.I.D. Loan 687-H-001) and the first telecommunications
project (A.I.D. Loan 687-H-002) i.e., 20-year repayment period, including
5 years grace, and an interest rate of 3i%. The maturity and grace
period are clearly reasonable, inasmuch as they are based on the assumed
project life of 20 years and the time required before all the new
facilities will be completed and can begin tb produce & return on
investment. With respect to the interest rate, however, it has been
A.I.D. policy to require that loans to revenue-prroducing enterprises
bear interest at the rate generally applicable to loans of comparable
neture and term in the host country; as a gencral rule the rate should
be at least 6%. 1In this case, an interest rate of & rather than 339
would increase the debt servieing cost to the £ & T by about $30,000
in the initial years. While P & T could procahbly bear this additional
cost, it would further 1imit P & T's flexibility and could impose &
strain on P & T finances if operating surpluses fall below expectations
(a5 happened in 1972 when three cyclones damaged or destroyed hundreds
% miles of poles and line). Moreover, the P & T's major donors
.France and Japan) have heretofore provided loans at interest rates no
higher than 4%. P & T is concerned that A.I.D. insistence on a higher
interest rate would lead the other donors to do likewise, with &
consequent major impact on P & T's financial position. For these
reasons, and in view of the precedent created by the first two A.I.D.
loans to the Malagasy Republic, A.I.D. has decided in this case to agree
to the GOMR request for s 3%% interest rate on the onlending of the
loan proceeds to the P & T.

D. Avalliability of Other Sources of Finance

The P & T has borrowed funds from France and Japan for the expansion
of 1ts system. The GOMR has borrowed substantisl amounts over the past
years from the FED, FAC, the Caisse Centrale and West Germeny. 1In 1971,
for instance, FED provided $12.6 million and the Caisse Centrale $u.6
million to the GOMR. A.I.D. considered the fact that the GOMR had
long-s*anding relationships with other donors, but sgreed with its
wishes to spread its sources of donor financing. (See Section I).

Other Considerations

A. Impact on the U.S. Economy and Balance of Payments

This loan will not conflict with any U.S, business or economic
interesty, and will have a favorable impact on the U.S. balanee of
rayments as the loan is repaid. The loan may also lead to small
commercial purchases of replacement items from the U.S. due to the
standardization on U.S., materials on nearly 3000 miles of telephone
lines. We expect that the loan proceeds will be spent in the U.S.
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B. Effect on Private Enterprise

Private enterprise will benefit from the loan in the U.S, and
in the Malagasy Republic. Improved telephone service will Primarily
benefit the private sector in the Malagasy Republic, since private users
account for about two-thirds of telephone revenues.

C. Impact on the Environment

There will be no significant environmental impact as a result
of this project except for 90 miles out of 712 miles of line since it
involves the replacement and rehabilitation of existing pole lines and
conductors. Poles consist of gteel channels of 6 and 7 meter heights
end cross sections of no more than 3-l inches. With one or two cross-arms
at the top of thegse poles their vigibility from roadways 1s extremely
low. The 90 miles of new line are not constructed in wooded areas and
will, therefore, not require the cutting of trees.

Implenientation

A. Procurement snd Installation Schedule

Following exeoution of the ILoan Agreement, the P & T will enter
into a contract with the Affo-American Purchasing Center (AAPC) for the
brocurement of the U.S, materials required for the project. AAPC will
prepare the necessary bid documents and will carry out the bidding under
procedures acceptable to A.I.D. ABPC will also make arrangements for
inspecticrn of the meterials and shipment to.the Malegasy Republic. The
materiels will be stored in warehouses at the ports of Majunga (western
region) and For Dauphin (southern region) until ready for installation.
Based on Section II.E above, the anticilpated schedule for procurement
end installation is as follows:

Authorization of Ioan June 1973
Execution of Loan Agreement August 1973
Execution of Contract for

Procurement Services September 1973
Issuance of Bid Documents November 1973
Awards for Materials February 1974
Initial Shipment of Materisls June 1974
Initial Arrival of Materisls in

Malegasy Republic August 1974
Beginning Installations September 197k
Completion of Installation (253 miles) September 1975
Completion of Installation (248 miles) September 1976

Completion of Installation (228 miles) September 1977
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B. Disbursement Schedule

materials, Based on the above schedule the entire amount of the loan
(1less contingencies) will be drawn down by the end of FY-1974,

VII. Issues

None.
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CHECKLIST OF STATUTORY CRITERIA
sVEL, .

Many of the questions require only yes or no Answers, Others, however,
must be answered more fully. In those cases, a specific reference to
explicit discussior of the matter ip the 16an paper will suffice. But
where tho loan paper does not deal explicitly with a matter that clearly
requires moro than a Yes or no response, sufficient response must he
made to indicate that the mattor has been appropriately considercd,

The following abbrevistions are used in the checklist:

FAA. - Foreign Assistance Act of 1961, as amended, incorporating amendments
effected by the Foreign Assistance Act of 1971,

App. - Foreign Assistance und Related Agencies Appropriations Act, 1971,

MM\ - Merchant Marine Act of 1936, as amended

gnace for answers {s provided in the margin to the right of each question.,
is form must te made a part of the Capital Assistance Puper,

I. _COUNTRY PERFORMANCE
= _SSNFURMANCE

A. Progress Tavards Country Goals

1. FAA 88201¢b)(5) . 201(b)(7)
201(%2252i 208. Discuss tha extent
10 whio € oountry ig:

(a) Making avpropriate The GOMR's development strategy puts
efforts to tnerease food greatest stress on self-sufficiency
production and improve in rice, diversification of expoits
means for food atorage and through stimulation of new agricul-
dWBtribution. tural exports, and improvements in
transport,
(db) Creating q Sfavorable The present government of the Malagasy
elimate for foreign and Republic has continued the GOMR's
domes tio private entorprige traditional policy of . aetive encour-
and investment, agement of private enterprise and

Private investment domestic and foreign,

(o) Ihoncaaing the people's The GOMR is attempting to involve people
role in the dbugzopmgntaz in isolated rural areas in the develop-
- process, ment process through improved transport

and communications and an increased pace
of agricultural modernization in areas
hitherto characterized by subsistence,



(d) Alloocating expenditures
to development rather than to
wmecessary military purposes
or intervention in othep free
oountries' affaire.

(e) Willing to econtribute
funds to the project or
program,

(f) Making econamic,
8ocial, and politioal
reforms such as tax
aollection improvemente
and changes in land tenure
arrangemrent; and making
progress toward respect
for the rule of lw,
freedam of expreesgion

and of the press, and
recognising the importanoce
of individual freedom,
initiative, and private
enterprise,

(g) Responding to the
vital economio, political,
and social oonocerns of its
people, and demonstrating
a clear determination to
take affective self-help
measureg.

ANNEX I

Page 2 of 19
AID-DIC/P-1090
May 25, 1973

See I.D.2 below.

The GOMR will contribute

$300,000 to the project,

and will contribute addi-
tlonal amounts for other

activities related to the
projecct.

The present government of the
Malagasy Republic has been in
power only since May 1972.
Since that time the government
has encouraged freedom of the
press, emphasized the rule of
law and urged the Malagasy
people to play a greater role
in the private sector of the
economy,

The government has stated that
while outside asgistance is
needed, the development of the
country depends on the actions
of the Malagasy people them-
selves,



Relations with the United Statea

1. FAA 8620(c). Is the govern-
ment ted to any U.S. ottisen
Jor goods or services furnished
or ordered where: (a) such
oitizen has exhausted quailable
al remedies, inoluding
tration, or (b) the debt is
not denied or contested by the
govermment, or (o) the indebted-
ness arises wndsr such govern-
ment's, or a predecsssor's
wunoonditional guarantee?

3. FAA 8620(d). If the loan is
intended for aonatruction or
operation of any p-oduotive enter-
prise that will aampete with U.,S.
enterprise, has the country agreed
that it will establish appropriate
procedures to prevent export to
the U.S. of more than 20% of its
enterpriee’s annual production
during the life of the loan?

ANNEX I
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No such indebtedness is known
to exist.

Not applicatble.
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3. FAA 8030(e)(1). Has the No to first question; second
coimtry 's government, or any question not applicable.

agency or subdivision thereof,

(a) nationalised or expropriated
property owmed by U.S. eitisens

or by any business entity not less
than 50% beneficially owmed by

U.S. citimens, (b) taken steps to
repudiate or nullify existing
ocontracts or agreements with such
ottizens or entity, or (c) imposes
or enforced discriminatory taxes

or other exactions, or restriotive
maintenance or operation conditions?
If 8o, and more than six months has
elapsed since such occurrence,
identify the document indicating
that the governmant, or qppropriate
agenoy or subdivision thereof, has
taken appropriate steps to disoharge
ite obligations under international
law toward such citimen or entity?
Ii‘hleaa than gix monthe has elapeed,
what steps 1f any has it taken to
discharge its obligations?

4. FAA 8620(7). lias the country No.

permitted, or fatled to take

adsquate measures to prevent, the

damage or destruction by mob action

of U.5. property, and failed to
Qpropriate measures to pre-

vent a recurrencs and to provide

adequate oompensation for such

damage or deatruction?
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5, PAA 8630(1), Has the govem- Yes,
mnt ingty an investmant

guaranty program wnder

FAA 8831(b)(1) for the epeot fio

risks of inconvertibi Lity ond

expropriation or comfscation?

6. FAA 8620(0)s Fisharman's No.

Protective Zo?_ o§ 1954, as amended
8otion o, Has the country selsed
or ?npoaed @y penalty op :anation'
againat, any U.S, fishing vessel onm
acoount of its fishing qotivities in
intemational waters? If, as a
result of a seisure, the U,S, G. has
made reimbursement wundsp the pro-
yietons of the Fisharmam's Proteotive
Aot and such amownt has not been paid
in full by the seising country,
tdentify the docimontation whioh
describes how the withholding of
assistance wrder the FAA has begn or
will be aocomplished,

7. FAA 8620(q). Has the country No.
been in aefau%t, du ing a period
tn excess of six months, in pay-
ment to the U.S. on any FAA loan?

No to the first question;
second question not
applicable.

8. FAA 8620(t), Have diplomatic
relations between the country and
the U.S. been vevered? If so,
have they been renewed?



C.

Relations with Other Nations and

the U.N.

1. FAA 8620(<), Hae the country
been of ficially rapresented at

any international conference when
that representation included planning
aotivities tnvolving insurrection

or subversion directed against the
U.S, or countries receiving U.S,
assie tance?

3. FAA 88620(a), 620(n);

Has the
aowntry sold, furnished, or per-
mitted ships or atroraft under
tte regietry to carry to Cuba
or North Viet-Nam items of
economic, military, or other
assiatance?

3. FAA 8620(u); App. 8108 What
is the status of tig country's
U.N. dues, assessments, or other
obligations? Does the loan agree~
ment bar any use of funds to pay
U.N. assessments, dues, or
arrearages?

Military Situation

I. FAA 8620(i). Has the country
engaged in or prepared for
aggressive military efforts
dirested againat the U.S. or
oountries receiving U,S,
assistanca?

ANNEX I
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No, as far as known

No, as far as known.

The Malagasy Republic is
not in arrears in its
obligations to the UN.
The loan agreement will
restrict the loan funds
to the project,

No, as far as known



2. FAA 8620(s). What is (a)
the percentage of the country's
budget devoted to military pur-
poses, and (b) the amount of
the country's foreign exohange
resources used to aoquire
military equipment? Is the
country diverting U.S. develop-
ment assistance or P.L, 480
sales to military expenditures?
Is the country diverting its
om resources to winecess

military expenditures? (Findings
on these questions are to be made

for each country at least once

each fiscal year and, in addition,

a8 often as may be required by a
material change in relevant

ofrowmetances.) Has the country

spent money for sophisticated weannns?

ANNEX I
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Military Situation

In recent years the
Malagasy Republic has
devoted approximately

8% of the annual budget

to military purposes.
While the exact amount

of foreign exchange used
to acquire military
equipment is not known.

it is estimated that the
total amount is small since
France has traditionally
supplied the Malagasy
forces with defense
equipment. The Malagasy
Republic does not possess
any sophisticated weapons.



II. CONDITION OF THE LOAN

A.

General Soundness

-~ Intersat and Kepayment

1. FA4 002015#. m“g]i;z 2.
Is the rate of interes eXcasstve

or unreasonable for the boryover?
Are there reasonable prospects for
reépayment? What is the grace
period interest rate; the following
period interest rate? Ig the rate
of interest higher than the
ogountry's applicable legal rate of
interest?

Finanoing

1. FAA 8201(b)(1). To what extent
aan finanoing on reasonable terme
be obtained from othep free-world
Bources, ineluding private sources
within the (.S, ?

Econanie and Technioal Soundness

1. FAA 88201(b)(2), 201(e). The
activity's economic ang technical
8oundnass to undertake loan; does
the loan application, together
with information and assurances,
indicate that funds will be used
in an economically and technically
8sound manner?

ANNEX I
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The loan terms are rea-
sonable for both the

GOMR Borrower and the

P&T as implementing

agency. There are
reasonable prospects

for repayment. The grace
period interest rate ig

2%; the interest rate for
the following period is

3%. The relending interest
rate is 3%%. The answer
to the last question is no.

Concessional financing

for purpose of this loan
not available from other
free world sources, as

far as known. Need for
concessional terms pre-
cludes consideration of
loan by other U.S. official
or private sources.

Yes; See Sections II and
III of the Capital Assist-
ance Paper (CAP),



8.

2. FAA 8611(a)(1). Have
engincering, financial, and
other plans necessary to
oarry out assistance, and g
reasonably firm estimatc of
the coet of assistance to
the U.S., been completed?

3. FAA 8611(b); App. 8101,

If the loan or grant is for a
“Mter or related land-regource
oonatruetion project or program,
do plang inolude a cogt-benefit
computation? Does the project
or program meet the relevant
U.S. construotion standards

and criteria used in determining
Jeasibrlity?

¢, FAA 8611(a), If this e a
Capital Assiatance Project with
U.S. finanoing in excess of $1
million, has the prineipal A.I.D.
officer in the country certified
as to the cowntry's capability
offectively to maintain and
utilize the project?

Relation to Achievement of Country
and Regional Goals

Country Coals

1. FAA 88207, 281(a). Describe

this loan’s relation to:

a. Institutions needed for
a demoractic soctiety and to
assure mazimum partioipation
on the ia.rt of the people in
the task of eoonanic dg

ve lopment,

ANNEX
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The necessary engineering
and financial planning for
the project has been
completed (see Sections II.
III, and IV of the CAP)

and reasonably firm cost
estimates have been
obtained (see Annex VI).

Not applicable.

fes, the Ambassador has so
certified; see Annex XI,
611(e) certification.

The project will be imple-
mented by the P&T; the

process of implementation
should help strengthen that
institution's administrative
and technical capabilities.
The improved communications
made possible by the loan
should result in better
service for people.-in the
southern and western parts
of the country and should
con:ribute to greater

participation in economic
development in these areas,
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b. Enabling the country to
meet its food needs, both fram
its oun resources and through
development, with U.5. help,
of infrastructure to support
inoreased agricultural
productivity,

6. Meeting incrcasing need
for trained manpover,

d. Developing programs to
meet public health needs.

e. Assisting other important
econamic, political, and social
deve lopment aotivities, includ-
ing indugtrial development
growth of free labor unions;
cooperativas and voluntary
agarcics; tmprovement of
transportation and communicq-
tion systems; capabilities

for planning and pubiic
adninistration; urban
development; and modernization
of existing laws.

8. FAA B201(b)(4). Deseribe the
activity's constotency with and
relationship to othep development
activities, and {ts contribution

to realizable long-range objcctives,

ANNEX I
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Improved telephone service
in the rural Malagasy
Republic will facilitate
agricultural marketing

and thus help support in-
creased agriculturgl
productivity,

Not applicable.

Not applicable.

The loan will assist in
the improvement of the
Malagasy Republic's
telecommunications system,

the project supports other
GOMR plans aimed at more
rapid development of the
less densely populated but
productive areas in the
western and southern areas
of the country. For
further discussion see
Section III of the CAP,
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3. FAA 8201(b)(9). How will the
activity to be financed contribute
to the achievament of self-sustaining
growth?

d. FAA 8201(f). If this is a
projéct loan, describe how such
project will pramote the cowntry's
aconamic development, taking into
account the oountry's human and
material resource requirements
and the relationship between
ultimate objactives of the
project and overall economic
development.

5. FAA 8201(b)(3). In what ways
does the activity give rcasonable
pranise of contributing to
development of econamic resources,
or to itnorease of produotive
capacitian?

6. FAA 8281(b). How does the
program under which assistancc is
provided recognise the particular
neeus, desires, and capacities of
the country's people; utilise the
country's intellectual resowrces
to encourage institutional deve lop-
ment; and support civie education
and training in ekills required
for affective participation in
politieal processes.

ANNEX I
Page 11 of 19

See Section III of the CAP.

See Section III of the CAP.

See Section III of the
CAP.

the Tbenlwidlwassigtstae
GUMRGAMRimproving one
aspect of government
services in two rural

areas of the Malagasy
Republic. Implementation
of the project by the P&T's
own forces should increase
that institution's
capabilities.
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?. FPAA 8601(a). Hw will

this loan encourage the oountry's
efforts to: (a) tnoreane the
flow of international trade; (b)
Joster private initiative and
oompetition; (o) encourage
development and use of coopera-
tives, oredit unions, and savinge
and loan assoociations; (d)
discowrage monopolistic practioses;
(e) improve techniocal efficienoy
of industry, agrioulture, and
oommerce; and (f) strengthen
free labor wniones?

8. FAA 8202(a). Indicate the
amount of monay under the loan
wvhick is: going directly to
private enterprise; going to
intermediate oredit inatitutions
or other borrovers for use by
private enterprise; being used
tc finance imports fram private
sovroes; or otherwise baing used
to finzrice proouréments from
private souroces.

9. FAA 8011(a)(8). What legisla-
tive aotion 18 required within the
reciptent country? What is the
basia for a reasonable anticipation
that such action will be completed

in time to pemmit orderly acaomplish-

ment of pwrposes of loan?

ANNEX I
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The loan will encourage
the Malagasy Republic's
efforts with respect to
(a), (b), (d) and (e) by
providing better and more
reliable communications
Parts (c) and (f) not
applicable.

The entire amount of the
loan will be used to
finance procurement from
private sources,

No legislative action
required.
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Regional Goals

1. FAA 3619, If this loan is
assteting a newly independent
cowntry, to what extent do the
oiroumetances permit such
assistance to be furnished
through multilateral organiaations
or plans?

2, FAA 8209. If this loan is
direoted at q problem or an
opportunity that is regional in
nature, how does asoistanog under
this loan encourage a regional
development program? What multi-
lateral assistance ig presently
being furmished to the country?

C. Relation to U.S. .Economy

== Bmployment, Balance of Paymentsg,
Private Enterprioe

1. FA4 96201(b)(6); 102, Fifth,
What are the possible effects of
this loan on U,S, economy, with
8pecial refercnoe to areqn of sub-
8tantial laboy surplus? Deserile
the extent to whioh assistance

18 conatituted of U.5. commoditing
and service:, fumished in a manner
consistent with tmproving the

U.S. balance of payments postition.

ANNEX I
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Not applicable.

First question not
applicable. Major
multilateral assistance

is being furnished to

to the Malagasy Republic by
the IBRD, the European
Development Fund, and the
U.N.

There 18 no special
applicability regarding
labor surplus areas. See
Section V of CAP for
other questions.
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3. FAA 88612(D), 636(h). What
steps have besn en to assure
that, to the maximum extent possible,
foreign ocurrencies owned by the

U.S. and looal currencies contri-
buted by the cowntry are utilized

to meet the oost of contractual

and other servioces, and that U.S.
Joreign-oumed ourrencies are
utilined in lieu of dollars?

3. FAA 8601(d); App. 8109, If
thte loan is for a capital pro-
Jeot, to what extent has the

enco ed utilisation o
mcﬁm% profesaional d
servioss of U.S. firms and their
affiliatea? If the loan is to be
ussd to finanoe direct ocosts for
oonstruction, will any of the
oontractors be pereons othar than
qualified nationals of the country
or qualified oitizens of the U.S,?
If so, has the required waiver
been obtained?

4. FAA 8608(a). Provide infor-
mation on measures to be taken to
uttling U.S. Go::irmment exoess
psreonal property in lieu of the
proourament of new items,

8. FAA 8602, What efforts have
been made to aseist U.S. small
businees to partioipate equitably
in the furnishing of oammodities
% ;crm’oca financed by this

ANNEX I
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Th ¢ MR is paying all of
the project local costs.

Not applicable,.

Excess property is not
deemed appropriate for the
preject.

The Loan Agreement and
Implementation Letter will
include provisions for

the equitable participation
by U.S. small business in
providing the goods and
services financed by this
loan.
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6. FAA 8621. If the loan pro-
vides teohnical agsiotance, how
t8 private enterprise om a oon-
traot basis utilised? If the
factlities of other Federal
agenciea will be utiliaed, in
what ways are they partioularly
suttable; are they compatitive
with private enterprise (if so,
explain); and how can they be
made aqvailable without undue
interference with domeatic

programs?

7. FAA 8811(e). If this loam
involves q contract for aon-
struotion that obligates in
exoess of $100,000, will it be
on a competitive basis? If not,
are there faotors whinh mgke it
impractioable?

Procurement

1. FM asolrga). Will oom.odity
procurement be reetrioted to U,S.

except as otherwise determined by

the President?

2. FAA 8604(b). Will any part
of this loan be used for bulk

eomodity proourement at adjusted

prices highaer than the market
price prevailing in the U.S. at
time of purohqee?

AnaitX T
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Not applicable.

Not applicable,

Yes.

No.
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3. Pas 8604(e). will any part

of thts used for prooure-
ment of any agrioultural eommods
or product thereof outside the

U.S. when the damestio price of
such commodity is lesa thanm parity?

Other Requiremente

1. FAA 8301(b). Is the country
among the 20 ocountries in whiok
development logn funds may be used
to make loans in this fiscal year?

2. App. .06, , Does the loan
agreement provide, with respeot
to oapital projeots, for U.S.
approval of eontract temme and
firme?

3. Faa B620(k). If the loan is
Jor congtruction of q productive
enterprise, with respeot to whioh
the aggregate value of assistance
to be furnished will exrceed $100
million, what preparation has been
made to obtain the express g proval

of the Congrecs?

ANNEX I
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No.

Yes.

The Loan Agreement will
8o .provide.

Not applicable.



ANNEX I
17 PAGE 17 of 19

4. FAA 88620(b), 620(f): , .
bae tXe Preotdent determined that the .he Malagasy Republic is
not a communist or

oountry is not daminated or controlled comwunist-dominated country.

by the international Communist move- |
ment? If the country io a Conmader g 0° RTeleTY 07 Suate oo
oowntry (including, but not limited 1961 ’

to, the countriee listed in FAA 8620(f))
and the loan is intended for aoonomio
assistance, have the findings required
by FAA 8630(f)

been mads and reported to the Congress?

5. FAA 8620(h). What steps have The Loan Agreement will
been taken to t'nmgm that the loan include the standard A.I.D.
will not be used in a manner which, clause in this regard.

oontrary to the best intereat of
the United St :tes, promotes or

assists the foreign aid projeots
of the Commmnist-bloc countries?

6. App. 8110. Will any fimds be No.
used tc finance 1 rocurement of tron

and steel products for us¢ in Viet-

Nam other than as contemplated by

8110,
7. FAA B638(i). Will any part No; second question not
of thite loan be used in financing applicable.

non-U.S.-manufuctured autamobiles?
If 8o, has the required waiver been

obtained?



8. FAA 88630(a)(1) and (5) 680(p);
Will any aserriance

be purnished or funds mrde avail-

able to the government of Cuba op

the nited Arab Republic?

9. FAA B620(g), Will any part

of this loan be used to compensate
ouners for expropriated or nationalised
property? If any assistance has

been used for such purpuse in the

past, has appropriate raimbursement
been made to the U.S. for sums diverted?

lo. FAA 9201([}). If this ie a
project loan, what provigions have
been made for appropriate partioi-

pation by the reeipient country's
private enterprige?

11. App. 8104, Does the loan
qree;ﬁg%&ﬁ'_ any use of funds to
pay pensions, etc., for persons

who are gerving or who have served

tn the recipient country's armed
forcea? P Y
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No; answer to second
question is that none
has been so used.

tThe project will be
implemented by the P&T,
which like telecommunica-
tions entities in most
countries is a public

«nenterprise. Thus parti-
cipation by local private
enterprise is not appro-
priate.

Yes; the losn Agreement

limits the use of funds to
the project.
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12, M § 901, Does the 1oap 8greement Yes to both questions,
brovide, for Campliance witp u.s.

shipping requirements, that at least
0% of the grogg tonnage of g17
camoditieg financeg with fundg made
&vailable ungep this logn (camputeq
Separately by geographic areg for dry

13. Faa. Section 48, Has the country No.
falled to take adequate steps to
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ANNEX II
Map #1 TELEPHONE WIRE NETWORK

Network After Completion of the Initial Loan

Existing/lines
AID financed lines

w

Work contemplated under the second loanl = = = = = =

Map #2 DETATLS ©F NEW CONNECTIONS TO BE CONSTRUCTED

a. MAROVOAY - MAINTIRANO
b. ANTSALOVA -~ BELO-SUR-TSIRIBIHINA

Map #3 DETAILS OF NEW CONNECTIONS TO) BE CONSTRUCTED

a. AMBONDRO - AMPANIHY
b. MANATENINA - VANGAINDRANO

Lines to be constructed P —
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May 25, 1973
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May 25, 1973
Evaluation of Previous Project

An A.I.D. Telecommunications Improvement Loan of $2 million to
the P & /T wus authorized on June 30, 1967 (A.I.D. Loan No. 687-H-002).
The project consists of the construction and rehabilitation of 1,970
miles nf new inter-urban telephone trunk circuits and the addition
of 18Timiles of circuits to existing pole lines over a perliod of
four years. The A.I.D. loan provided for poles, conductors (wire)
and the installation materials and the services related to the
acquisition and transport of the commodities. The P & T provided
$1.0 million of local costs needed to complete this project.

As of December 31, 1972, loan disbursements were complete.
All of the commodities for the project have been delivered and are
in the warehouses serving the various regions or have been installed
in the various trunk lines.

The status of the project as of February 1973 is 63% construction
completed with full completion scheduled over the next three years
as follows:

1973 248 miles of new lines
197 248 miles of new lines
1575 226 miles of new lines

Work is cwrvently underwey on this project in the provinces of
Diego-Suarez, Majunga, Fianarantsoa, and Tulear and is in agreement
with the abcve-mentviioned schedule.

The project has had some revisions and delays. Revision include
the subsfitution of a microwave system Tananarive-Tamatave-Diego Suarez.
Updated traffic projections showed that the originally established 1965
requirements would not meet the current and proposed traffic. Consequently,
the installation of thea A.I.D. financed carrier-current open-wire links
in this sector would be inappropriate since they would reach capacity
in a few years and additions would have to be made. The new microwave
link 1s to be Jointly financed by the GOMR with the Government of
Japan. The GOMR requested permission to utilize the materials
originally ccheduled for the section to be applied to other links in
the country requiring rehabilitation and improvement (Letter: PIT to
A.T.D. December 21, 1970). A.I.D./W agreed to the changes with the
condition that materials required in excess of those provided for
the initial link will be financed from GOMR funds. (Letter, A.I.D.
to Director General of Posts & Ielecommunications GOMR January 26, 1971).

Delays have been encountered due to road construction projects
finenced in part by the Federal Republic of Germany and the World Bank.
These road projects were given priority and the construction necessary
for the telecommunications lines in the road areas required rescheduling.
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Road and telephone construction could not take place simultaneously
without loss of efficiency and added expense to the P& 7. If the
telephone lines had been installed prior to the road construction,
it would have been necessary io relocate them. The entire 226 miles
of liros scheduled for completion in 1975 and 39 miles of lines

projects. As noted in the main tection of this CAP, other delays
resulted from the disruption of ssrvices caused by cyclones in 1971
and 1972. Four of the P & T telephone construction teams currently
et work will be able to complete the overall Project in the scheduled
time frame as proposed above while four other teams can begin work
on the new project when materials arrive. All eight teams will be
avellable for work on the ney rroject by the time all the materisl
is received since delivery time ranges from 9-12 months from date of
contract award. The P & T have stated that sufficient materials

are on hand and completion will result in a minimum balance of spare
parts.

It is recommended that g site inspection be made at an appropriate
time to verify the brogress and schedule of the project.
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DETAILED PROJECT DESCRIPTION
May 25, 1973

A. Project Sections

The 712 wiles of new lines and the 17 miles of circuits added to
existing pole lines over a period of three years are planned for the
following sections in the west and south of the Malagasy Republic.
(Maps - Annex II).

Section Morovoay-Maintirano

Construction of 175 miles of new lines plus 12 miles of added
circuits.

Section Antsalova-Belo-Sur-Tsiribihina

Reconstructio: of 137 miles of new lines.

Section Manantenina-Vangamdrano

Reconstruction of 90 miles of new lines plus 5 miles of added circuits.

Section Ambondro-Amphanihy West

Reconstruction of 12! miles of new lines.

B. Schedule of Work - Miles of Line

First Year Second Year Third ear

Ambondo-Tsihombe 23 - -
Tsihombe-Beloha - 34 -
Beloha-Ampanihy West - - 63
Antsalova-Belos/Tsiribihina 100 17 21
Marovoay~Soalala 118 - -
+ Manaratsandry branch (12 added) - -
Soalala-Besalampy - 97 -
Besal ampy-Tambohorano - - 104
+Iambohorano branch
‘'ambohoranv-Maintirana - 46 -
Manantenina; Manambondro - 54 -
+ Amparihy branch
Manambondro-Vangaindrano - - 35
+ Matanga branch 5 (added)

TOTALS 241 248 223

(+12 added) (+5 added)
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C. Warehousing of Material and Workshops Page 2 of 3

It is planned to ship all the project material to the ports of Majunga
and Fort Dauphin. Both of these ports are served regularly by inter-
national shipping lines.

The port of Fort Dauphin will receive and warehouse the material destined
for the P & | workshops serving Ambondro-Ampanihy and Manantenina-Vangain-
drano. Majunga will receive and warehouse the material for the P & T
workshops serving Marovoay-Maintirano and Antsalova-Belo-Sur-isiribihina.

The workshops are equipped with facilities and personnel to perform
among other duties the preliminary work of drilling holes and weather-
proofing the poles prior to their issue to the construction crews.

The material will be divided for the depots at Majunga and Fort Dauphin
in the amounts required to support the sector efforts each services. Numbers
of specific items will be adjusted to conform with standard packaging
quantities.

D. Project Design

The 712 mifes of new lines and the additional 17 miles of circuit
additions to existing lines are designed to CCITT carrier current standsrds for
frequencies up to 160 kilohertz. The lines will be fully transposed
to permit the addition of telephone carrier equipment as the voice-
frequency circuits become loaded.

Poles will consist of 6 meters and 7 meter lengths of steel channel.
Steel cross-sections have been calculated for planned comductor loands and
to withstand wind loands of 70 mi/hr (115 km/hr.) in cyclone free areas
and 95 mi/hr (150 km/hr) in cyclone areas with minimum safety factors of
300%.

‘'o reduce procurement costs, poles sizes have been reduced to three
standard sizes-one 7 meter length and two 6 meter lengths (one heavy
and one light cross-section).
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D. Project Design (Cont')
POLES Conductor (Metric Tons)
Year 6 meter 6 meter 7 meter 2.9l mm 2.64 mm
(Heavy Weight) T(Light Weight)
1l 480 4,308 124 47.9 4.2
2 2,629 2,95€" 138 45.9 13.0
> 299 4,324 93 38.9 6.5
Totals 3,508 11,588 355 132.7 23.7
Total Quantities for Project
Poies: 6 meter (Light Weight 11,588 (738 metric tons)
6 meter (Heavy Weight 3,508 (284 metric tons)
7 meter 355 ( 40 metric tons)
Conductors: 2.64 mm (%4 10 AWG) 23.7 metric tons

2.91 mm (# 9 AWG) 132.7 metric tons
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I. Steel for Poles @ 10.4¢/1b, FAS U.S. Port

UPN-100 - 738 metric tons = 1,623,600# = $168,860
UPN-120 = 284 metric tons =  624,800# = 64,980
UPN-140 - 40 metric tonsg = 88,0004 = 9,150

Cost of Steel FAS $242,990

Shipping - $58.75/long ton +15% = 67.56
(1,043 tons) 70,470
Total Cost of Steel CIF $313,460

II. Copperclad Conductor

Conductor 343,400 lbs. @ $77/100 1bs. 264,420
Couplings, Splicing Sleeves and Tools 10,380
FAS Cost of Conductors & Auxiliaries 274,800

Shipping Copper 343,400 # plus couplings,

etc. 27,470
Shipping of couplings, ch. ' 1‘040
Total Cost Conductor & Auxilliaries 303,310

ITI. Line Hardware

Insulators, Insulator Pins, Crossarms,
Crossarm brackets, Guy wire, Boltine

materials, Anchors,“Cable-grips.a 2657732
Shipping of above items _ 26,573
TOTAL I, II, III $909,075
IV. [Total Costs Foreign Exchange (A.I.D).(I - III above)
Equipment 783,555
Shipping 125,520
Procurement Services 55,000
Contingency 235,925 .
Subtotal $1,200, 000

Local Costs ( P&7T)
Installation Costs 300, 000

'OTAL COSTS $ 1,500,000
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ANNEX VII

DETAILS OF INTERNAL RATE OF RETURN ANALYSIS

A. Capital Costs: Cost include procurement and installation of
materials and contingencies.

B. Operating Costs: Incremental operating costs are zero, since no
new personnel are required (2 or 3 additional staff members will be
required for the 90 miles of ney lines, but this is insignificant)
and will be balanced by reduced maintenance cost of the rehabilitated
linee,

C. Maintenance Costs: Routine meintenance costs are the same for

the 01d and new lines since staffing of maintenance crews remains the
gsame. Cost estimated using P & T formula (approximately 1.75% of

project equipment costs). Reconstruction costs for old line would

total $1.6 million, not ineluding contingencies, over 20-year project
life, or $80,000 per year. If all lines are replaced and reconstruction
is done on an &d hoc basis, the costs would be considerably more than
reconstruction under the project (higher costs due to inability take
advantage of bulk procurement and shipping and more efficient installation
by construction crews).

D. Revenues: Revenues would increase et only 2% per year for years
0-15 without the project due to outages and generally poor service
on the existing single-wire lines. Revenues incresse at normal
system-wide rate of 5% after year 15 since by that time much of
existing system would have been replaced under the piecemeal
rehabilitation program. For the new project, ‘revenues will increase
rapidly es the pent-up demand for service is met by the availability
of new circuits then would fall off to normal annual 5% growth.
(There has been a T% revenue growth in recent years on the oversll
P& T system.)



(1) (2) (3) (4) (5) (6) (7) (8)

Project Maint. Revenues Revenues Net Discount Discounted
Capital Cost Without With Incremental Benefits Factor Net Benefits
Costs 1/ Savings 2/ Project 3/ Project 4/  Revenues 2)H5)-(L) at 12% (6) x (7)

—
COVWOPNOUVPWN ~HO

N 1 et b et e e
CWVWwo~NOTULP™WN -

1, 260.0 - 113 113 - -1,200.0 - -1, 200.0
100.0 80.0 115 105 -10 -30.0 0.893 -27.0
100.0 80.0 117 125 8 -12.0 0.797 -10.0
100.0 80.0 120 175 55 35.0 0.712 '25.0

80.0 122 229 107 187.0 0.636 121.0
80.0 125 241 116 196.0 0.567 111.0
80.0 127 253 126 206,90 0.507 105.¢
80.0 130 266 136 216.0 0.452 99.0
80.0 133 280 147 227.0 0.404 94,0
80.0 136 294 158 238.0 0.361 86.0
80.0 139 309 170 250.0 0.322 £1.0
80.0 142 324 182 262.0 C. 287 77.0
80.0 145 340 195 275.0 0.257 73.0
80.0 148 357 209 289.0 0.229 67.0
80.0 151 375 224 304.0 0.205 63.0
80.0 154 394 250 340.0 0.183 58.0
80.0 162 414 252 332.0 0.163 54,0
80.0 170 435 265 345.0 0.146 50.0
80.0 178 457 279 359.0 0.130 46,0
80.0 186 480 294 374.0 0.116 43,0
80.0 194 504 310 390.0 0.104 39.0

+ 55.0

Internal Rate of Return 12.47%

Project cost inmeluding contingencies

Routine maintenance costs of new v
Growth rate 2% per annum years 1-15, 5%
Growth inhibited by construction through

ersus old line less e

xpected piecemeal reconstruction cost of old line
per annum thereafter.
year 2, rapid growth year 3 & 4, 5% growth thereafter

g Jo g adeq
IIA X3NNV
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ANNEX VIII

ADDITIONAY, FINANCIAL INFORMATION

The P & T revenues increased by 12.5% to $14.75 million in
1971 over 1970. (1972 figures are not available) 1In 1971, expenses
went up only 5.5% to $10.75 million. The P & T's fund available
for investments thus increased by 25% from $2.9 million in 1970 to
$h.0 million in 1971, Investments made by the P & T increased by
40% in 1971 from $2.4 million to $3.55 million, consequently, the
P & T's surplus declined from $500,000 in 1970 to $450,000 in 1971.

With more normsl revenue growth patterns in the future, the
P & T expects to be able to generate surpluses in the million dollar
range. Debt servicing will increase rapidly in the 1970 possibly
to at least $1,000,000 a year in 1980. This could place & severe
cerimp on the P & T's ability to generate an operating gpurplus if
it still is making major additions to its plant at that time.

The P & T does not appear to have an effective system of
allocating its costs between the rostal and telecom services among its
various operating subsidisries.
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TABLE VIII -1
Malagasy
Posts and Telegraphs
Receipts (in millions = $)
1970 1971
Postal $ 4.1 $ 4,40
Telegraph 1.6 1.90
Telephone 5.3 6.75
Other 2,1 1.70
TOTAL $13.1 $14.75
Expenses (in millions * of $)

Salaries, etc. $ 6.3C $ 6.55
Supplies & Operating Costs 2.00 2.15

Payments to International
Carriers, etc. .70 .80
Repairs «55 .50
Loan Repayments 15 e 25
Other .50 50
TOTAL $10.20 $10.75
Available for ‘Investment $ 2.9 $ 4.00
Investment 2.4 - 3.55
Surplus $ .5 $ .45

Expenses not costed against vlarious operations of the P & T, therefore
net of various operations not known. The P & T investments are not
broken down by category.
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‘TABLE VIII- 2
Telephone and Telegraph Receipts
Recelpts (in millions)
Lelephone*#* Telegraph#w¥ Number of Subscriber:i«

1962 $2.30 $ .8

1963 2.50 .9

1964 3.00 i.0

1965 3.40 1.1

1966 4,30 1,2 9,864

1967 4.25 1.0 10,376

1968 4.60 1.4 11,091

1969 5.10 1.4 11,780

1970 5.30 1.6 12,548

1971 6.75% 1.8 13,417

1972 (est.) 7.35 1.9 14,100

1975 « (1) 8.25 2.0

1980 ~» 10.50 2.1

1985 13,25 2.2

* 20% rate increase in 1971.

*k 2-year moving average adjusted for 1971 rate increase indicates
telephone revenues increasing at 12.5% per year over 10 years
slowing to 97 per year szince 1966,

Fhok 2-year moving average indicates telegraph revenue growth average 8%
per year.

*wk¥  Revenue per subscribar averages shout $500 per year. Subscriber
growth about 7% to 8% a year. (Revenue per subscriber is very high
there is no adequate explanation readily available).

(1) 1975,1980 w.d 1985 receipts estimated by adjusting P & T's own

predictions of system growth to actual 1971 revenues. We expect
that by 1985 the P & T's telephone revenues may exceed $16 million'
and telezgraph revenues may exceed $2.5 million,
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TABLE VIII - 3
Foreign Loans
To Malagasy P & T
Name & Date Amount Terms
Caisse Central

(France) 1965 $ 500,000 15 years 3.5% 5 year grace
F.A.C,

(France) 1968 250,000 15 years 3.5% 5 year grace
French Guuranteed Loan 1969 2,000,000 15 years 3.5% 5 year grace
Agency for International

Development 1967 2,007,000 20 years 3.5% 5 year grace
Japan 1973 8, 000, 000 20 years 4.0% 5 year grace
Agency for International

Development 1973 1,200,000 20 years 3.5% 5 year grace

TOTAL FOREIGN LOANS $13,950, 000

Average interest cost per year about
3%% $500, 000

Average Interest cost per year if loans
were at 67  $840,000

Total debt servicing per year in 1980
about $1,100,000 declining
slightly thereafter
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CERTIFICATION PURSUANT TO SECTION 611(e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Joseph A, Mendenhall, the principal officer responsible
for U.S. atfairs in the Malagasy Republic, having taken into
account, among other things, the maintenance and utilization
of the previous telecommunications project financed by the
United States (A.I.D. Loan No. 687-H-002), as well as the
maintenance and utilization of projects financed by the World
Bank and other donors, do hereby certify that in my judgement
the Malagasy Republic has both the financial and heman resources
capability to «ffectively utilize and maintain the facilities to
be installed under the Telecommunications System Expansion and
Modernization Project, Phase II.

/8/ Joseph A. Mendenhall
U.S. Ambassador to the
Malagasy Republic

Date: February 16, 1973
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CAPITAL ASSISTANCE LOAN AUTHORIZATION

Provided from: Development Loan Funds
Malagasy Republic: Telecommunications - Phase II

Pursuant to the authority vested in the Assistant Administrator for
Africa of the Agen-y for International Development ("A.I.D,") by the
Foreign Assistance Act of 1961, as amended, and the delegations of
authority issued thereunder, I hereby authorize the establishment of

a loan pursuant to Part I, Chapter 2, Title I, the Development Loan Fund,
to the Director Generale des Postes et Telecommunieations of the Malagasy
Republic ("Borrower") of not to exceed One Million Two Hundred Thousand
Dollars ($1,200,000) to assist in financing the foreign exchange costs

of goods and related services for the Malagasy Telecommunications Project-
Phase II. This loan is subject to the following terms and conditions:

1. Interest Rate and Terms of Repayment

(a) Borrower shall, in legal tender of the Malagasy Republic,
pay to the Government of the Malagasy Republic (""Government'),

(1) An amount equivalent to the amount of the loan within
twenty (2) years, including a grace period of not to
exceed five (5) years.

(i1) Interest at the rate of three and one-half percent (3-%%)
per annum on the outstanding balance payable to the under
Sub-paragraph (1i).

(b) The Government shall, in United States dollars:

(1) Repay the loan to A.I.D. within forty (40) years
from the date of the first disbursement under the
loan, including a grace period not to exceed ten (10)
years.

(ii) Pay A.(.D. interest on the unrepaid principal and
any interest accrued theron at the rate of two
percent (27) per annum during the grace period and
three percent (3%) per annum thereafter.



ANNEX X
Page 2 of 2

Other Terms and Conditions
==kt _lerms and (onditions

(a) Goods and services financed under this loan shall be
of A,I.D, Geographic Code 941 source and origin.

(b) The loan shall be subject to su~h other terms and
conditions as A,I.D, may deem &lvisable,

Assistant Administrator for Africa

Date





