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Report of DPFS-AID
STATUS REVIEW OF ESF PROJECTS

Introduction and Backgrouna:

During the first two weeks of September, 1584 the Philippine
Development Projects Func Secretariat (LPFS) and the United States
khoency for International Development (AID) reviewed the status of
the Econumic Support Funa (ESF) program under the 1%75 Amendments
to the Military bases Agreements (LSF T).

The review wes based largely on DPFS statistical reports of the
progress of the ESF projects and DPFS pepers on operating
procecures vwhich are appended to this report,

Participonts in the review were AID Mission (USAID) and DPFS
personnel responsible for implermenting the ESF program and two
"outsice" cbservers, a USAID progrem otficer recently arrived in
the Philippines and the AlD/Wachington project development cfficer
for the Philippine project program. These observers visited local
cevernments ond project sites in kegion 111.

The limitco tiwe for the review did not allcw for Gengihy
¢rarinetion ¢f &1l ecspects of the LSF pvogrem. 7This report was
preperea by the AlD/keshington observer baesed on joint ciscussiuns
with USAID end DPFS. 1t concentrates on review conclusions and
recennencations which. confirm the velicity of present projecis end
procecurcs or point to the desireblity of revising them. Incluced
are steccstea steps to be taken for <the 198L-148% centinvation of
the [SE progrem (LSF 11) recently agrecc between the 1wo
Goverrnents,

Fefore presenting ceonclusions <nd recormendations, this report
subfarizes the main cheracteristics of ESF project implcrentetion
enid the statistical stiatus of the .rogrem.

Tnplercntetion Cherecicristics:

ESF I tas Lcen dnplerentec differently then other projsct programs
toth on the Philippine éend the AiD sices. The LFSE ws set up
pnaGer & ninisteriel-level YMenesgement Acvisory Ceormitiee (MAC) to
tzhe cverell Covernrent of the Philippines (GOP) responsibility
for use of LSF poso acscurces.,  Special eccounts hold ihiese
rescurces until they ere nceceu Ly ivpicuenting soencice, lcocal
ceverntaonts end coentrecters in cteorcence with project agrcements,
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AlD makes most ESF dollar assistance available against GOP
creation of peso accounts on tue basis of one year's peso
requirements of the projects. Otherwise, AID project management

is similar to that for the regular Development Assistance (DA)
program.

Recent economic aifficulties have caused a tightening of the
normally close controls of the GOP over project spending. Various
stages of the flow of funas to projects have been restricted under
austerity measures., The Casn Disbursement Certificate (CDC) stage
(a GOP control measure requiring Office of Bucget and Management
release of distursing authority subsequent to the allotment and
obligation stage) has Leen particularly tight. Special approval
procedures for contracts over two million pesos also led to delays
in implenentation of subprujects,

Despite these temporary difficulties, the program is making
progress. August rerorts indicate that disbursements due to have
occurred over the previous six months are now taking place. DPFS

is seeking permanent facilitation of pvompt ESF project approvals
and cisbursenents.

Rlthough there are many steps in the irnplementation process
between first request for a subproject and final liquidation of

accounts for the subproject, a momentum is building for smoother
functioning of the ESF machinery.

Of perticular concern to the two Governments is the thorough
checking of cach project achievement before disbursement for it.
This thoroughness nay'even cdelay inplementation, but it is
essentiel to assure that EST resources co only for the agreed
purpcscs. DPFS and USAID records end traching systems provide
this cssurence tnrough move detailed accounting for ESF funds then
iiwst DA progrens previde.,

letistical st

len
in

tus:
The trend frem 6 gracual start to a later rapid pace of
inplenenteticn is seen for most prejects.  The excepticns have
specific problems not cunnectea to ceneral DPFS-USALID ESF program
procecures.,

The initial years cenerally show only pléenning and organizing
activities for projects which thereafter "pick up steam" ana show
svbetantial retes of cicbursenent. The causcs of initial project
implenentaeticon delays are all uncerstanceble in view of the
ori¢ins of cacn yeer's progrem. HKowcver, future multiyear
plenning shculd facilitate riore prompt disbursement under ESF 11,
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Even projects without special problems are up to one year behind
the original plan that project peso funds be used within about one
year. Fortunately, August DPFS reports indicate substantially
improved disbursements. Septembter and Gctober results should
confirm the approvach to plannea levels of disbursement.

Conclisions and kecomrmendations:

The principal findings of the Status Review are presented below
against (i) the strategic issues and (ii) the questions about
program mix and lessons learnea put to the review at its start.
third section presents overall findings.

I. Strategic Issues

A. Is tne ESF program_&s currently structured consistent
with GOP/USATD priorities, especially in the present economic
climate?

1. A ceneral vote of conficence (see Part III, p. 12) is in
order -- with some footnotes:

a. The program was highly vulnerable to delays when the
flow of finenciel releases (cspecially CDCs) or of
epprevels (contrect approvals by the [xccutive
Cornmittee) wes disrupted due to crisis congitions in the
econcrny ur changes in acministrative structures,
Lpparently rnost of these delays have becn overcome
DPES/USIID ere sceking further ways to reduce
edministivative ena finencial cclays (including secking
to recguive cnly ene CBC for esteblishing a conmercial
tink e¢cccunt for all the pesos corresponaing to cach
ccllar aistursernent).

, and

b. Thcese inplernentaticon celays mace it impossible to
acliieve the doller disvurscerent rates the two
Geverrnents hao hejea,

c. Cne ycer &ppeers 1o be the maximum celay in mest
projects.,  Thet is, physical end finencial
itplerentation pregress 1s not wore then cne year
celeyeo from the schectles at the time of project
gerccinents,  Theee schecules ceneraglly foresaw
cenmpletion of cech ycar's activity under cach project
within a ycer; c¢rpcrience is that up to Lwvo years 9s
rcquirea fer corpletion of rany projecy activities, and
Fural Encrcy corpenents ere ferther behiing cchegule,
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d. August data reflect disbursements that, but for
one-time factors, woula have occured six months

earlier. 1f September and October results show "normal®
implementation, it will be possible to establish how
soon each year's activity under each project can be
completed.

e. Project progress reports shoula include measures of
physical achievement. AlD "accrued expenditure"
reporting is an acceptable method of establishing
progress at a stage earlier than final liquidation of
financial accounts. USAID and DPFS can deccument faster
implementation progress by using this reporting
mechanism.,

2. The present economic climate underscores ttie need to
obtain significant cevelopment benefits for the investnent of
the scarce resources available to the Philippines. hkhile the
ESF program origineted frem agyreements relating to the
Military bases, both parties heve mace ncteworthy efforts to
obtain maxirnum development benefits from the use of ESF

resources. It is timely, however, to review the development
results of ESF invesiments.

B. het ere the inplications for future ESF planning?

1. The deloy fector shoula be better determined (ss
indicated slLove) within the next few ronths. 1t now Ssecms
that eboutl as ruch rescurces are being disbursed per cuarter
¢s are made availeble cach querter, but the picture is uncven
between projects within the progrem. The rclative rate of
rescurce use will be a factor in allocating future rcscurces
emnong the several projects,

¢. lhe relative ceveloprnent merits of projects shculd also
be given weiciit in future rescurce allocetions. For example,
there ere fester uses of resources under the KUF project than
uncder wDF, but NDF reeches lower Tevels of covernment and
increases cornunity involvement, This justifies slower
drevcewn (end hicher ecministretive cests) under MDF,

3. Lkheve there is neither repid roescurce drawcecwn nor
significent developnont schicvement (as in Furel [nergy),
thorcugh reeramination of the project is in orvaer,
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11. Program HMix and Lessons Learned

what are the lessons learned from ESF experience for various
activities to meet perceived neecs, effectively transfer
resources, be expecitiously implemented and properly maraged?
hhat are the implications for future a11ocat10ns among ESF
activities?

1. Some general observations tirst (then a review
project-by-project):

a. It shoula be assumed thet the ESF 1] project program
will continue on & loncer than year-to-year basis.
Planning shoula be put on a two- and five-year
projection basis and revised annually.

b. The need for rapid disbursement remains, but it can
be tempered by concerns for development merit. Within
the activities that cleasly are fast disbursing, there
are possibilities for more anbitious develcpment
activities if they cen be undertaken in discrete annual

phases. Examples might be river control and drainage
activities.

c. Project closc-out reguires accounting for the last
centavo of projecti iunds under Schools 1, It is
expectec that Fired Amount keimbursement (FAR)
procedures will avoid these difficulties for future
projects. *Close-out plans should be part of future
anendiments acaing mere funds or new project agreements.

d. C(DC-related deleys scem to achieve nc purpose of

either Lovernim(nt. Arrangcrents to avoid future delays
should be in place before further project agrecments ere
put into effect. Soluticns, possibly similar to those
for 1EKD loan activities, should be pursuved urgently.

e. Mkaintcnence proeblers heve alrcedy becen cbserved for

roacs ¢rnd ¢re uncertain for rarkets (tut ere not knownp
for scheols)., 1t is clcerly insseguete to rely only on

starcerd fcrrulee for ellouceting furnds for necintecnance
purposcs. Possibly, design stancarcs for scie rtads are

tco low.

Unless better errancencnils are nace for maintenance, it
will be cifficult to justify further investments in
stiprojects for which rnaintenance performance continues
too low.
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f. Tensions between levels of government are
inevitable in projects involving balancing their
interests,

No mayor or governor can be faulted for seeking the
maximum benefits for the community he represents.
The DPFS and central ministries have
responsibilities for wise use of national funds and
for compliance with national policies and prcject
agreements,

These tensions are desirable when they result in
each level of government making sure of the
seundness of its position when aealing with another
level. They are undesirsble when they result in
dclayea inplementation or in reduced benefits to the
Lltimate bereficiaries. Generally a good balance
between local and central interests has been struck.

Fowever, the benefits of greater local participation
need continuing emphasis. Implementation is almost
elvays better, and benefit flows greater, when there
1S greater locaj participation in project selection,
design end menagement. This practical advantage is
in addition to the specific project obective of MDF
¢end RDF to incresse local governnent units'
capabilities to serve conmunity needs.

USAID &nd GPFS should be willing to take the extra
tine and neké the extra effort 1o ensure maximum
local participation, even when hicher level
consiceretions mehe it inpossible to accecde to local
reguests,  Local participation is perticularly
inportant when lTonger-term FSF planning takes

place. lore and nore of this p.enning should be
conducted in the regicns, provinces, citics and
municipalities.,

9. DPFS cngincering vorkload will increase. Up to
the prﬁsiii'UE%]D‘EH@TH?EY?hQ'étéi&‘hbi%‘b@?formed
near 10604 cesign sna onitoring reviews of
stbprejects; in FY 1465 &znd beyond, more of this
worklced nust Le assurcad Ly DPFS. LPFS and USAID
should consult on the aGequacy of DPFS &rchitect and
cngincering (a/e) resocuvcees for this increesed
werhload. Project Lesign funds should be used to
contract for sufficient staff, and joint reviews
sliculd cveluate &/c contracior performence.,
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h. Now is the time to plan for expandea project
activities., USAID and DPFS have to resolve a number
of strategic and policy questions before they can
design projects beyond 1665, They must also obtain
higher level approvals -- ana should complete
consultations with the local governments -- before
they go to detailled project design. This proces:
must begin now if we are to be have sound project
activities ready for financing in FY 1966,

i. MNajor issues yet to be resolved include:
possible integrated area gevelopment vs. growth
center approaches, area vs, sector program
expansion, public vs. private enterprise approaches,
provision of infrastructure only vs. institutional
development assistence, and "rural" standards vs.
the cesigning projects to require less maintcnance.
It is not desirable for this review to attempt to
resolve these issues (particularly before they have
been aired anong the interested parties), but it is
essential that USAID and DPFS start resolving them
if there is to be a sounc program in FY 1586,

In this connection, the FY 1584 program is an
exanple of what heppens when cutside circumstances
requirc that rescurces be rclcased at a faster rate
then USAID/DPFS planning could accorodate. bWhile FY
1864 progrem results are expected to be ecceptable,
we icht have rede better uses of the funds if
USRIL/LPIS haa nore cevelopnent-oriented plens at an
carlicr ctage in the decision preocess.

j. [Evelvation end reporting of "success stories” is
inadeguete. S0 Tor USAID &end DPTY ranegers have had
to cencenirvate on repid implementation to neet
egreeca cicburserncent cbjectives, Huwever, support
for the progrem increasingly depuencs on the ability
of progrem sevocetes to cemonstrate developrment
Eenefits for ihe tercet populations. FReports of
Lenefits reeching bechineton provice only limited
stpport for the advocetes of further ESF project
assistence,

To riect this necd, cutside evaluatliens are required
in the next ycer in at leest these arcas:
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(i) Schools have been completed under Schools
1, are under construction under Schools 11, and are
parts of MDF and RDF. Also under consideration is
greater emphasis on high schcols and on trade and
special schools. An evaluation with outside U.S.
and Philippine participation can both establish the
successes of past programs and justify new

. directions., Evaluators should incluce local

government and education representatives.

(ii) Roags should be completed within the next
six wmonths. ke shoula promptly evaluate benefits
ahd valicate design stenaards aund m&intenance
procecures. QOutside evaluators should represent
both engineering and local ocovernment (institutional

development) approaches.

(i14) larkets will tegin to be completed early
in 1564, ®3th substantial further investiments in
markets plennec, an interim outsige evaluation of
markets shculd esteblish benefits ano appraise
institutionel development assistance (pussibly
cormbincd with appraising other assistance to
municipalities for tax end general eeministretive
cevelopment). Local government end outside
instituticrnel cdeveloprient eveluetors should
participeate.

LThe follcning are project-cspecific comrments. J

2. Schicols 1 was the first ESF project. 1t was
essentially &n extension of existing progrens 1o Graw
prenptly on aveileble LST funds., A significant
clese-cut/eccounting preblen is being resclved -- end is
expectec to Le evoiced in future projects. It wes highly
succcssful, chowing thet &7 schcols cocula be constructed
to high stencdarcs in & <hort tire. The <chcools were
inreciately vsec 1o reet coermnunity ncegs.,

3. Project Desicn s the scoenag ESF project,
escehtielly 10 rnere jossible cecien and eécministration of
the FSE prcejoeet vreerem. ho prebderns have bcen niceted in

the Stetus Fheview, Lut foucus was on the cother projects,
Sore other fincires (necd fer crngincering services, for
evaluations, encg for eccelerated platning) in this revicw
mey incrcese reguircrmoents for Project Design funds.,
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4, lunicipal Development Fund (MPF) was the first “funa"
approach to meeting Tocal government units' {LGU) needs
inrough investments of ESF resources. It expanded LGU
involvement in infrastructure development at the city and
municipality level. Institutional development is not only
an objective but also an operating concern.

Compared to RDFf, more management time is requirea for the
amount of resources moved, but MDF has & good record on
implenentation of infrastructure and an excellent record
of community involvement in the planning and
implenentation process. This desirable project seems a
good cencidate for further ESF assistance.

5. Regional Development Funo (RDF), exclusive of FY &4
amencments, 1s the continuation of infrastructure
assistance 1o and through the provinces started in the
15€0's under the Provincial Develcprnent Assistance Program
(PDAP). RDF has an excellent recora of implementation and

is moving resources as fast as any current ESF project.

KDF is the prime candidate for future ESF investments.

b. KDF FY 1¢t4 Arencment (aka Local FReoads and Schools
11) was @ vrcspuense to thie neea for rapid disbursement of
ESF scsistence cerly in FY 1¢64., 1t drew on pest
exrperience thet these two infrestiructure activities could
be implemented pronptly by existing ecdminisirative
mectanicins, hhile impluientstion wes schewhat delayed by
circurstences outside USAIL/LPFES control, delays seem to
have Leen overcene. Evaluvations of the effectiveness of
schools ena reecs chould tehe place (sce etove) before
thcse cCipenonts are given nore rescurces.,

7. (lark Accees Foed is the ounly activity on the
reveriea Lot lengs,” A5 cuch it shoula be comnleted
gespite contrector feilure end celay in obtaining rights
of way. The telcover of inpleventetion responsibility by
Torlac Frovincee (with the Geovernor's recolution of the
righte-ct-vey pretics ) secns Yikely to leed to succeseful
cerpletien ¢f the roec.  hoewever, cother project elenents
may roguire furiher cccial end environnientsel enelyscs;
these enelyses theulo not be delayed further.
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6. Pubiic karkets originally sought to meet needs in
twelve growth centers; it now appears adequate only for
six. hhtile this indicates potential for use of more ESF
funds, it also points to a need for better design/cost
estimates in the future. 1t is still not clear what the
results of institutional development technical assistance
have been, but outsice evaluation (see above) of markets
in general may offer suggestions for improving this aspect
of the project.

S, Rurdal Energy (RE) is the most troubled of the ESF
projects. USAID and the DFFS are aware of the problems of
the three component activities, but have not decideo on
corrective neasures. The implementing agencies lack funds
to continue normel implementation, and they seek ESF funds

to cuver what were previously to heve been GOP counterpart
costs,

The RE epproach -- to use indigenous wocd-based resources
to replace imported petroleum -- centinues a development
interest of the two Governments. However, two years of
experience with KE shows few successes and many
gifficulties. The technical and economic baces of the RE
project ncea rcexanination in the 1ight of this
experience. This reecxemnination shouid be completed before
rnew starts are riade uncer KE,

ke nust rcexemine the ¢cneral wood-hzsed energy situation
of the FPhilippines. It is possible that stable dollar
petroleum prices while exchenge retes went agsinst the
peso have incrcascd the price acventage of wood-based
fuels to the point where consunption is rising faster than
supply. 1f this is the cese, there may be no further neced
for preject intervention 1o incrcase uses of wocd-based
fuels. Instced, e¢nmphasis nay te shifted to improving
stupply only.

kecessery surveys of naticnal {(ena, where nceccecd, local)
wooa-Lesed fuel cupply, cCenang &no prices. cen be conducted
by Philippine rescerchers under Project Design or KE
funoing. ULAID end LrtS shoula consult at once on the
scepe for cuch & survey and un vlether outside exrpertise
can be bLrought to bear on englyzing its results,

khatever the results of this survey, there will be
interest in inproving wethods of pirocucing fuel wood., The
question Llien crises whether the present implernenting
egencies heve the nix ¢f cepebiliics for this tash,
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Their past successes have been in organizing rural people
for oevelopment in different technical fields, and they
may must consider whether they can acquire the necessary
technical capacity for this new area.

If they decide they want to increase their permanent
capabilities for renewable fuel wood production, USAID and
DFFS shoula start design of systems to obtain the need
expertise for the implementing agencies. 1f they can'c
afford this technicel capability permarently cue to lack
of funcs, RE cesign should be revisea to provide for
corntract services during the life of the project only.

bhetever the cecision for future activities, subprojects
already uncertaken shoula be surveyea to determine whether
adeguate cpportunities have been civen for them to work.
1f surveys find incperative subprojects still viable, the
rurel people shoule be proviced adequate resources to make
ttiese subprojects workh. hhere subprojects are found not
vieble, the lessons learned should be drawn upon for
project recesign,

a. Gecifiers conponent has some successes which
should &lso be studied. Economic analysis should
quantify costs and benefits of functioning units to
determine the cost effectiveness of the system,
inclucing the coust to the project of making the
technoleogy availeble to the rural users. Further,
tlie Lesic technelooy <o ter tried cshould be
eveluatcea eyainst eltlernate techinologies, Gasifier
cesien snould be cempered with available alternates,
peesibly including gesitfiers working directly from
wood insteaa of using chearcoal.

b. Chercoel Lnits heve alsu been succcssful and
shcule be ¢veluetea és for gesifiers. The proposed
mervbet survey will presunebly incicate the merits of
further invesinent in the chercoel cournpornent.,

(lcerly, the wooo-Grewing siGe requires more
¢niphesis.  Morcouver, rore should be lcarned about
charcoegl techneleogy, espccially the tradeoffs
between procducing hichier quality chercoal and costs
of coing so. If the vooa rescurce is becoming
incrcesinely velueble in ihe rerketplace, better use
nust be nede of it then originally planned.
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¢. Dendrothermal generation of electric power is of
guestionable feasibility at some of the original
sites for RE. Site selection should be based on
both the alternate non-petroleum-based generation
planned for the site and the estimated sustainable
wood fuel yiela of the site.

Site selection and feasibility confirmation should
preceed any further financing of this component.
Feasibility appraisal should not be limited to the
original unit size or any original location. For
example, it may make the most sense to put all
@vailable resources in a Bohol plant with more than
one unit.

111, OCVERALL ASSESSMENT

The c¢bjectives of the two Governments for the ESF 1
program have generally been achieved. Transfers of dollars
have occurred, but with some aelay, to comply with joint
undertakings at the time of the 1%7% Amendments to the Bases
koreements. Many miliions of dollars and pesos worth of
infrastructure are in place, under construction or coming off
the drewing board. Local comnunities have been involvecd in
the deveclcoprent process to & greater extent than before.

The preceecing sections of this report note problems
gncountered over five years in €leven seperate units of the
$200 rillion LSF 1 program. Lhat those sections don't show i5
also to be noted: 11 the preblems were discovered in a
timely maenncer through the diligence of the USAIL/LPES
irplencenters of ESF I, Scwme exanples:

An cutside cbserver found ¢elvanizec iron roofing
melerials esre rusting socner then ferwerly in schcols and
siniler stiructures. The DFIS haa alrcacdy dealt with the
problem (Tocel sheets heve thinner calvenized laycrs than
formerly); UPFS now requires beked paint treatment for
gelvenizea sheets before their vee for reoofing,

The observer foune scice lecal ¢overnnent units wented rore
projects then the DPES woulo epprove. Every instience
Qiscucsed preved Lo have Leen given thoreegh censideration
by LPFS and to have been rejected only on well founced
grounds. This has required consicereble paticice in the
foace ot some vociferous local government lcadors.
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- There is a temptation to regara this kind of grant
assistance (originating outsice the normal development
planning process) as of minimal development use. However,
USAID and DPFS consistently got the maximum development
value they could out of the projects. hkhere development
played a secondary role, the decision on the particular
project was not in the hands of USAID or the DPFS.

- Similar temptation to laxity in accounting for the ESF
resources has been resisted. If USAID and DPSF err in any
direction, it is in overemphasis on double-checking and
accounting in full detail for all ESF resources.

The overall conclusion of the review is that the mechanism
for acrinistration of LSF 1 is scuno anc is carrying out the
intentions of the two Gocvernments, This mechanism 3s capeble
of plenning sound future ESF frojects on the basis of
experience with ESF 1, the personal dedication, and the high
professiunel caliber of the two orgenizations.

The overall recomnencation of the review is that the two
Governmentls now put USAID and DPFS staffs to work planning
wise uses of future ESF project resources.
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