MEMORANDUM

FOR

:
The Honorable Chairman and Members, NEDA Board

FROM

:
The Investment Coordination Committee

SUBJECT      :
RESULTS OF THE REVIEW OF ONGOING ODA LOAN PORTFOLIO

DATE

:
16 February 1993

BACKGROUND

1. NEDA Board Resolution No. 30-92 instructed the Investment Coordination Committee to review all ongoing foreign-assisted programs and projects and their financing in light of the large undrawn balance of these loans for which commitment fees are being paid, and the concern for further improving ODA absorptive capacity.

2. Accordingly, the NEDA Secretariat, together with the DOF, DBM, CB, and CCPAP undertook a detailed review of the ongoing ODA loans portfolio, with the view to determining possible scope for reconfiguration.

REVIEW PROCESS AND GUIDELINES

3. As adopted by the ICC Cabinet Committee during its meeting last October, the review covered all ongoing ODA loans, except for the following project categories:

a. Emergency/disaster-related projects

b. program (policy-based) loans

c. credit-relending projects

d. ODA loans to private sector

4. The profiles of the ongoing investment program funded by ODA loans and the subset programs/projects reviewed are as follows:

     ITEM


OVERALL ODA
      REVIEWED
No. of Projects


       180


106

Total Net Commitment ($M)
    9,783.2


5,407.2

Undrawn Balance ($B)

    5,902.2


4,124.1

Over-all Loan Utilization Rate
        40%


   23%

Backlog ($M)



    1,345.1


   872.9

5. Project-level reviews with the project offices to discuss implementation performance and problems were conducted during November to December last year.  Thereafter, agency-level reviews were conducted this January to discuss their respective reconfiguration proposals.  At the same time, informal consultations with the foreign funding agencies (WB, ADB and OECF) were likewise undertaken in-between the reviews.

6. The review focused on the analysis of implementation performance and problems encountered.  Specifically, the following performance indicators were used:  loan utilization rate, percent cumulative amount of contracts awarded, percent physical accomplishment, and time elapsed.  The problems encountered were differentiated as to those which were exogenous (involving wider administrative and structural factors beyond the control of project management/agency) and those endogenous to/within project management/agency control.  The status of resolution of the problems and agency action plan were also reviewed to determine the likelihood of resolving said problems and their consequent requirements.

7. The following modes on reconfiguration were considered:  (a) cancellation of loan amount; (b) deferment or deletion of certain components; (c) sliding of implementation schedule; (d) financing augmentation; and (e) reallocation of loan proceeds to other categories within the respective loan amount.

8. The detailed review revealed the following aspects of implementation and ODA disbursement problems:

a) delayed/late cash releases has hampered implementing agencies’ ability to carry out annual project targets.

In 1992, cash releases for foreign assisted projects amounted to P14.77 billion.  Relative to GAA provision of P17 billion, this represented a cash release shortfall of P2.1 billion (or 10 percent).  The issue, however is on the timing of cash releases, i.e., cash releases had been skewed towards the last half of the fiscal year, while much of construction activities were programmed in the first half of the year, during the dry season.

b) problems in right-of-way (ROW) acquisition remain a major cause of implementation delays, and many of these ROW problems could have been foreseen at appraisal, but were optimistically considered then as solvable.

A total of 27 contract packages under eight infrastructure projects in the present ODA portfolio are encountering delays due to ROW-related problems.  The aggregate net commitment for these projects is P8.075 billion.  Delays range from two months to more than four years.  Where problem appears unsolvable, agencies resort to deletion of component and consequent termination of contract.

For example, the presence of houses and establishments along the path of the proposed road alignment between Tayabas Street and Governor Forbes Avenue in Manila has caused delays of four years and eight months in the implementation of Package III Segment II (575 meters) of the Metro Manila Radial Road No. 10 and Related Road Projects.  As of date, 75 percent of the affected properties have already been acquired, the remaining properties are proposed to be completely demolished.

The implementation of the Metro Manila Flood Control Project II is likewise beset by ROW-related problem.  The removal and relocation of about 4,168 squatters remains a problem since available relocation site can only accommodate 400 families.  As of date, additional sites are being considered.

c) delays in the bidding and contract awarding.

More than 30 projects are encountering delays in bidding and contract awarding due to lack of familiarity with procedures of both GOP and foreign institutions, changes in agency/project management, and  higher bidders’ estimates relative to approved agency estimates.  The start-up delays range from three months to three years.

A very recent case is that of the Metro Cebu Water Supply Project.  Implementation time elapsed is already 51 percent (i.e., loan became effective in November 1991), but negotiations on consultancy contract is yet to be finalized at this time.  Delays are being encountered due to some procedural issues among entities concerned (consultants, Water District, LWUA, DPWH).  Another long delayed project (loan became effective in April 1988 and due to close this April) is the Port Cargo Handling Equipment II.  As of date, prequalification activities are still ongoing.  Delays are due to management-related issues, both technical (e.g., changes in equipment list) and administrative (e.g., changes in higher management).

d) the large and growing incidence of financing shortfall as a result of cost overruns has led implementing agencies to reduce project scope and coverage;

Fourteen projects (12 roads and 2 power) are presently encountering financing shortfalls ranging from P26 million to P5 billion (or 12 percent to 202 percent of original cost).

Cost overruns are due to various factors, e.g., price escalation, changes in technical design, implementation delays, damages due to natural calamities.  Coupled with the reduction in project scope, cost overrun could undermine overall project viability (further evaluation would have to be conducted to ascertain this).

e) some projects  have low loan disbursements, even when large expenditures have been incurred; the low loan disbursement stems from the inability of the project management/line agency to submit on time the required audited financial reports (and supporting documents) to the funding agencies (donors refer tot his as “documentation float”).

For example, the slow collection and submission of expenditure documentation from field offices of the DECS for its Second Elementary Education Project (SEEP) cause delays in submission of disbursement reports to the World Bank.  As a result, some $42 million worth of expenditures should have been reimbursed to us by the World Bank had we been able to submit the required documents to the Bank. Thus, a large undrawn balance of $152.2 M continues to be reported.

There appears little incentive for the project to improve its documentation performance given that local budget (even without drawing from the loans) is available as provided under the law.

The costs to the government of the above is two-fold:  a) commitment fees are being paid to the undisbursed balance, which have remained high because of non-drawdown; and b) the projected foreign exchange inflows which may be used for other local developmental activities are not realized.

f) delays in securing environmental compliance certificate, e.g., Masinloc Thermal Power Project.

RESULTS OF THE REVIEW

9. Out of the 106 ODA projects subjected to review, 38 projects are candidates for reconfiguration.  The outcome of the review indicates the following highlights:

· reduction of project scope and cancellation by at least $143.9 million from ten (10) ongoing loans ($33.7 million from six OECF  loans, and another $58.4 million from four WB loans)

· reduction of project scope/coverage for three (3) projects, without cancellation of loan amount

· sliding of implementation period with extension of loan implementation period for 17 projects from eight months to 2.5 years

· deferment of activities by at least one year for one (1) project

· reallocation of loan proceeds to other categories within the loan for six (6) projects

Meantime, the Secretariat, in coordination with concerned foreign funding institutions, is conducting detailed review of seven (7) projects for possible reduction of scope and/or their financing.

10. The review of ongoing portfolio has been viewed by the World Bank and the OECF as useful, as it provides a mechanism to systematically identify and address the factors that affect our ODA absorptive capacity.  The major ODA donors have expressed support for an annual conduct of the same exercise, as an indication of Government’s serious efforts at improving our project implementation and ODA performance.

RECOMMENDATIONS

11. We recommend approval of above reconfiguration results.  Subsequently, we shall undertake technical level preparations and consultations with the foreign funding institutions to effect the same.  The reconfiguration results shall be presented to the Consultative Group meeting of various donors this mid-year.

12. We also recommend that the review of ongoing ODA portfolio be undertaken annually as an integral component of the synchronized planning, programming and budgeting system, with the NEDA Secretariat coordinating the exercise.  The process shall continue  to involve the implementing and funding agencies.

13. On the ROW-related issues, we recommend the following:

a. creation of an inter-agency Task Force on ROW-related implementation problems to be chaired by the OP, and with members from the concerned implementing agency, PCUP, NEDA, DOJ, NHA, concerned LGUs.

To demonstrate that positive results can be achieved with a concerted effort from government, the Task Force shall be empowered to undertake actions (or cause others to undertake actions) to ensure substantial progress, if not resolution, of current ROW/squatter relocation problems within 90 days.  The Task Force shall initially cover eight ongoing cases in Metro Manila.  (The proposed terms of reference and the initial scope of work of the task force is given in Annex 1.)

b. review by DOF of the present land property valuation method to consider fair market value, and

c. active participation of LGUs concerned in the resolution of ROW problems, particularly in the relocation of squatters.

14. Meanwhile, the concern on inadequate and delayed cash releases are now being addressed by the Committee on Pump Priming the Economy, while the other concerns involving refinements to project design appraisal, and financing, as well as in bidding and contract awarding are being studied by the ICC and INFRACOM.  Recommendations, as earlier instructed by the Board, shall be submitted shortly.

15. For consideration/approval.

