
BRAZIL 

STATE OF BAHIA HIGHWAY CORRIDOR PROGRAH 

(BR-0196) 

CONTENTS 

SOCIOECONOMIC DATA 
EXECUTIVE SUmARY 

1 . FRAMEOFREFERENCE . . . . . . . . . . . . . . . . . . . . . .  1 

A . The state of Bahia . . . . . . . . . . . . . . . . . . . .  1 
B . The transportation sector in Bahia . . . . . . . . . . . .  2 

1 . Rail transport . . . . . . . . . . . . . . . . . . . .  2 
2 . Air transport . . . . . . . . . . . . . . . . . . . .  2 
3 . Maritime transport . . . . . . . . . . . . . . . . . .  2 
4 . Highway transport . . . . . . . . . . . . . . . . . .  3 

in the country's transportation sector 
D . Bank operations in Brazil's highway subsector . . . . . .  10 

II . THE P R O G W .  ITS COST AND FINANCING . . . . . . . . . . . . .  12 
A . Objectives . . . . . . . . . . . . . . . . . . . . . . . .  12 
B . Description . . . . . . . . . . . . . . . . . . . . . . .  12 

1 . Features of the operation . . . . . . . . . . . . . .  12 
2 . Program design and scale . . . . . . . . . . . . . . .  12 
3 . Components of the program . . . . . . . . . . . . . .  15 
1 . Total cost of the program . . . . . . . . . . . . . .  17 
2 . Components of the total cost . . . . . . . . . . . . .  18 
3 . Terms and conditions of the loan . . . . . . . . . . .  20 
4 . Local contribution . . . . . . . . . . . . . . . . . .  21 

C . Program rationale and Brazil's and the Bank's strategy 
. . . . . . . . . .  10 

E . The Bank's experience in other state-level operations . . 11 

C . Program costs and an itemization of its components . . . .  17 

III . PROGRAMexECUTION . . . . . . . . . . . . . . . . . . . . . .  22 

A . Executing agency . . . . . . . . . . . . . . . . . . . . .  22 
B . Status of program preparation . . . . . . . . . . . . . .  22 
C . Eligibility criteria . . . . . . . . . . . . . . . . . . .  23 
D . Execution . . . . . . . . . . . . . . . . . . . . . . . .  24 

1 . Program administration . . . . . . . . . . . . . . . .  24 
2 . Additional studies and designs . . . . . . . . . . . .  24 
3 . Road construction and maintenance . . . . . . . . . .  25 
4 . Supervision of work . . . . . . . . . . . . . . . . .  26 
5 . Institutional strengthening . . . . . . . . . . . . .  27 
6 . Procurement of goods and services . . . . . . . . . .  27 



. ii . 

E . Right-of-way . . . . . . . . . . . . . . . . . .  . . . .  28 
F . Execution period and investment schedule . . . . . . . . .  28 

1 . Execution period . . . . . . . . . . . . . . . . . . .  28 
2 . Investment schedule . . . . . . . . . . . . . . . . .  28 

G . Recognition of expenditures and retroactive financing . . 29 
H . Advances . . . . . . . . . . . . . . . . . . . . . . . . .  29 
I . Environmental considerations . . . . . . . . . . . . . . .  30 
J . Ex post evaluation . . . . . . . . . . . . . . . . . . . .  31 

IV . THE BORROWER AND THE EXECUTING AGENCY . . . . . . . . . . . .  32 

A . Institutional analysis . . . . . . . . . . . . . . . . . .  32 
1 . Theborrower . . . . . . . . . . . . . . . . . . . . .  32 
2 . The executing agency . the Bahia State Highway 

Department . . . . . . . . . . . . . . . . . . . . . .  32 
B . Financial review . . . . . . . . . . . . . . . . . . . .  36 

1 . State of Bahia . . . . . . . . . . . . . . . . . . . .  36 
.2 . The Bahia State Highway Department (DER/BA) . . . . .  44 

V . PROGRAM FEASIBILITY . . . . . . . . . . . . . . . . . . . . .  47 

A . 
B . 

C . 

D . 
E . 
F . 
G . 

Technical feasibility . . . . . . . . . . . . . . . . . .  47 
Economic feasibility . . . . . . . . . . . . . . . . . . .  47 
1 . Economic analysis . . . . . . . . . . . . . . . . . .  47 
2 . Distributive impact . . . . . . . . . . . . . . . . .  49 

Financial feasibility . . . . . . . . . . . . . . . . . .  51 

2 . Financial projections for the DER/BA . . . . . . . .  56 
3 . Feasibility of the local contribution . . . . . . . .  56 
institutional capacity . . . . . . . . . . . . . . . . . .  58 
Environmental viability . . . . . . . . . . . . . . . . .  59 
Risks . . . . . . . . . . . . . . . . . . . . . . . . . .  59 
Risk of natural disaster . . . . . . . . . . . . . . . . .  59 

3 . Impact of the projects on transport costs . . . . . .  50 

1 . Financial projections for the state of Bahia . . . .  51 



- iii - 

LIST OF ANNEXES 

11-1 List of Possible Projects 
11-2 
11-3 Costs Table - Maintenance Subprograms Costs Table - Construction Subprograms 
III - 1 Schedule of Bidding and Contracting of Works 

LIST OF APPENDICES 

I 
II 
III 

Proposed resolution (OC) 
Recommendations 
.Annex A to the loan contract 

TECHNICAL DATA AVAILABLE IN PROGRMI FILES 

Detailed cost table: coordinating unit 
Detailed cost table: 
Detailed cost table: 
Detailed cost table: technical assistance for institutional 
strengthening 
List of vehicles, machinery and equipment to be procured 
Terms of reference for advisory services 
Terms of reference for additional studies 
Terms of reference for supervision of work 
Terms of reference for strengthening of the DER/BA 
DF,R/BA organization chart 
Socioeconomic evaluation of projects included in the sample 
Basic premises used in financial projections 

studies and designs 
supervision of work 



- iv - 

ACRONYMS AND ABBREVUTIONS 

AADT 

BA 

CEPRAM 

CPE 

CRA 

CTGA 

DCM 

DCT 

DER/BA 

annual average daily traffic 

State of Bahia 

Conselho Estadual de Proteção Ambiental [State Environmental 
Protection Council] 

Comissão de Planejamento Econ6mico 
[Economic Planning Commission] 

Centro de Recursos Ambientais 
[Environmental Resource Center] 

,comissão técnica de garantia ambiental 
[technical environmental protection committee] 

DivisBo de Conservação e Melhoramento 
(Highway Maintenance and Improvement Division] 

Dust control treatment 

Departamento de Estradas de Rodagem da Bahia 
[Bahia State Highway Department] 

DETRAN/BA Departamento de Trânsito da Bahia 

DNEX 

EIA 

EIRñ 

EMBASA 

FPE 

FYB 

HDM- 3 

ICM 

(Bahia Transit Authority] 

Departamento Nacional de Estrada de Rodagem 
[National Highway Department] 

environmental impact assessment 

economic internal rate of return 

Empresa Baiana de Saneamiento Ambiental 
[Bahia Environmental Sanitation Company] 

Fundo de ParticipaçHo dos Estados 
[State Revenue Sharing Fund] 

first-year benefit 

Highway Design and Maintenance Model (World Bank) 

Imposto sobre Circulação de Mercadorias 
[general sales tax] 



- v -  

ICMS Imposto sobre CirculaçBo de Mercadorias e Serviços 
[sales and services tax] 

IPVA Imposto sobre Propriedade de Veículos Automores 
[Vehicle Tax] 

NAMA nllcleo de assessoramento de meio ambiente 
[environmental advisory services unit] 

NPV net present value 

PCU program coordinating unit 

PETROBRhS Petr6leo Brasileiro S.A. 
[Brazilian Petroleum Corporation] 

PMT 

RCM 

RIMA 

SAC 

SAM 

SEARA 

SEPLAN 

SETC 

SGP 

sus 

TSS 

,Plan Multimodal de Transporte 
[Multimodal Transport Plan] 

Residência de Conservação e Melhoramento 
[Maintenance and Improvement Resident Engineer's Office] 

relatório de impacto do meio ambiente 
[environmental impact report] 

Sistema de Administração de Manutenção 
[Contract Management System] 

Sistema de Administración del Mantenimiento 
[Maintenance Management System] 

Sistema Estadual de Administração dos Recursos Ambientais 
[State Environmental Resource Management System] 

Secretaria de Planificação 
[Secretariat for Planing] 

Secretaria de Energia, Transportes e Comunicações 
[Secretariat for Energy, Transportation and Comunications] 

Sistema de Gerência de Pavimentos 
[Pavement Management System] 

Sistema Unificado de Salud 
[Unified Health System] 

Pavimento Asfáltico de Bajo Costo 
[Low-cost Asphalt Pavement] 



BRAZIL 
Basic Socio-Economic Data 
Statistics and Quantitative Andysh 
Economic 8nd Sodd Development Department 

Executive Summary 

Social statistics 
--(Km2) 1992 8,456,508 
Populatim(Tb0uSands) 1992 154,105 

(P==@ 1992 22.7 
Density (Population per Kmî) 1992 18.2 

PopUiatim (Average Annual Growth Rate) 1983-1992 2.0 

vital statistics 
Crude Birth (Rate per 1,OOO PapUiation) 
h f h t  Mortality (Rate per 1,ûûû Live Births) 
Cnide Death (Rate per 1,ûûû Population) 
Life Expedancy at Birth (Years) 

1991 24.0 
1991 58.0 
1991 7.5 
1991 66.0 

IuiteracY(Perceat) 1990 18.9 

PrunaryS~~EnrOllmaitRatio 1990 108.0 

Economic Statistics 
Market Exchange Rate (CnrzeirOsnrSS) 5-1993 37,040.3 

GDP per Capita (Avenge Annual Growth Rate) 1983-1992 -0.1 

c o n s U m e r P r i c ~ ~ ( T w ~ l ~ ~ M a i t h V ~ m )  
NF Public Sector ûperat id  Balance (% of GDP) 
DamCstic Credit (% of GDP) 
Balance of Paymaits (Millions of US$) 

CwrartAccormtBalaMx 

CapitalAccountBalanCt 
TWkRnlnnCe 

Chaqge m Resems (- InCrtase) 
Total E x t c d  Debt (Millions of US$) 
Total Debt Service ('Milhm of US$) 
Debt to GDP Ratio (Percent) 
Debt service Ratio (Pcrcait) 

1990 55,026 
1992 5.9 

4-1993 

1991 

1992 

1992 
1992 
1992 
1992 

1992 
1992 

1992 
1992 

1,423.1 

-1.3 

21.1 

6,300 
15,700 
8,800 

-15,100 

120,679 
10,300 

35.0 
25.1 

16 August 1993 
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BRAZIL 
Basic Socio-Economic Data 

, 1. Exchange Rates 

2. Prices 

3. International Liquidity 

ResaveS 
Reserves minus doid 

spacial Drawing Rights (rnRS) 
Resave Position ki the IMF 
ForeignExchange 

Gold (Naticnial Vaiuatian) 

4. National Accounts 

orosSDomestiCproduct 
GDP Pa Capita 

CnitdiosNS$, End of Porlod 
Indox 1880 = lo0 
1983 1984 1986 1986 1987 1988 1989 1990 1991 1992 

0.0 0.0 0.0 0.0 0.1 0.8 11.4 177.1 1068.812387.5 
13û.1 134.6 138.6 147.8 147.7 136.9 109.8 93.5 116.5 129.8 

Avorage Annual Orowth Rater in Percent 
1983 1984 1986 1986 1987 1988 1989 1990 1991 1992 

142.0 196.7 226.9 145.3 229.7 682.3 1287.0 2938.0 440.8 1OOO.O 
200.0 233.3 233.3 140.3 206.9 697.1 1284.1 2710.0 401.1 ... 

Mlions of USO 
1983 1984 1986 1986 1987 1988 la89 1990 1991 1992 

4562 11996 11609 6761 7458 8116 8729 9176 8764 23268 
4355 11508 10605 5803 6299 6972 7535 7441 8033 22521 

O 1 1 O O o ... 11 13 1 
... ... ... ... ... ... ... ..I ... ... 

4355 11507 10604 5803 6299 6971 7535 7430 8020 22520 
207 488 1004 958 1159 1144 1194 1735 731 747 

Millions of 1888 US$ 
1988 US$ 
1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 

267318 281184 302h8 326788 337755 337301 348050 332791 335283 331534 
UH8 2118 2235 2362 2394 2346 2377 2233 2212 2151 

-5.6 3.0 5.7 
-3.5 5.2 7.9 
-2.9 2 2  2.8 

-22.6 3.7 31.1 

-17.4 -2.9 0.0 
14.3 22.0 7.0 

4 .6  3.3 10.0 
15.9 30.7 11.5 
-5.8 6 2  8.3 
7.5 12.4 10.0 

-13.9 0.8 6.0 
-3.9 3.9 7.4 
1.0 6.7 9.8 
5.6 7.7 10.0 
2.0 1.9 1.9 

-55.9 -27.4 -33.0 

5.5 
7.6 

12.5 
9.6 

28.7 

-8.0 
3.6 

11.3 
8.5 

18.5 
7.8 

13.8 
-1.8 
2.0 

371.8 

-10.6 

1.6 
3.6 
1.7 

192 
-1.3 

-2.9 

15.0 
-0.9 
0.9 
3.2 
1 .o 
2.6 
6.0 

4 .7  
1.9 

62.1 

-2.0 
-0.1 
-1.4 
4 .8  
13.1 
-1.1 

0.8 
0.4 

-3.4 
5.9 

-2.8 
-2.6 
6.4 
0.3 
1.9 

14.0 

1.4 
3.3 
4.0 
12 
5.1 
8.9 

2.9 
3.9 
2.9 
1.6 
3 2  
3.1 
8.7 
I .3 
2.0 
9.0 

-6.1 -0.8 
4 .4  0.9 
-1.9 2.0 
-8.1 4 . 1  
4 .9  6.6 
10.1 10.1 

-3.7 2.5 
2.9 0.3 
-9.5 -0.5 
1.8 4.3 

-8.4 4 . 0  
-6.4 1.4 
1.6 6.5 

1.9 1.9 
6.4 27.6 

-3.1 -8.0 

-2,s 
-0.9 
-2.3 
-0.7 
5 2  

-1.6 

# 

6.0 
4 . 1  
-0.3 
1.9 

4 .4  
-3.2 
3.2 

-4.6 
1.9 

-9.5 
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BRAZIL 
Basic Sodo-Economlc Datri 

! 4. National Accounts (cont.) 

6. Non-Finandal Public Sector 

6. Monetary Survey 

7. External hade 

Composition In Porcent - Current Prices 
1983 1984 1986 1986 1987 1988 1989 1990 1991 1992 

80.4 
17.2 
11.7 
9.3 

11.9 
1.9 
31.6 
22 
6.6 
10.1 
5.8 
9.9 
7.6 
122 

77.7 
16.5 
142 
8.3 

12.9 
3.0 
31.8 
2.4 
62 
9.4 
5.6 
10.2 
6.5 
11.9 

75.7 
19.1 
122 
7.1 

11.8 
32 
33.6 
2.3 
6.0 
9.1 
5.3 
9.3 
7.6 
11.7 

78.5 
19.1 
8.8 
6.3 

11.5 
2.7 
32.9 
2.3 
7.1 
8.7 
5.1 
10.0 
8.2 
11.7 

74.5 
222 
9.4 
62 

10.3 
22 
31.8 
3.3 
8.4 
8.0 
52 
10.6 
8.6 
11.5 

72.1 92.0 
22.7 24.8 
10.9 82 
5.7 5.0 

10.5 8.9 
1.9 1.6 
31.0 29.6 
2.8 2.4 
8.0 9.2 
8.1 7.8 
5.4 5.5 
11.4 11.7 
8.7 10.6 
12.2 12.8 

76.8 79.1 ... 
21.5 18.9 ... 
7.2 8.5 ... 
5.5 6.5 ... 

10.4 10.8 ... 
1.6 1.7 ... 
26.3 25.0 ... 
2.8 3.6 ... 
7.8 7.1 ... 
7.3 7.1 ... 
5.5 5.5 ... 
14.2 15.8 ... 
11.8 9.9 ... 
12.2 13.6 ... 

As a Perant of GDP 
1983 1984 1986 1986 1987 1988 1989 1990 1991 1992 

-21.7 -242 -28.5 -112 -322 -52.8 -82.7 -29.3 -25.8 ... 
4.4 -2.7 4.4 -3.6 -5.7 4.8 -6.8 1.3 -1.3 ... 

A8 a Percent of ODP 
1983 1984 1986 1986 1987 1988 1989 1990 1991 1992 

40.3 33.9 31.9 33.3 31.3 22.6 13.7 22.5 20.4 21.1 
10.5 92 9.3 9.4 9.9 6.4 3.9 7.0 6.4 6.0 
29.8 24.7 22.6 23.9 21.4 16.2 9.8 15.6 14.0 15.1 
5.1 3.5 32 9.1 4.1 2.1 12 3.7 2.7 1.4 

Direction in Percent 
Index 1980 = 1 O0 
1883 1984 1985 1986 1987 1988 1989 1990 1991 1992 

63.3 64.3 64.4 66.7 65.9 652 67.9 68.0 63.4 58.7 
36.7 35.7 35.6 33.3 34.1 34.8 32.1 32.0 36.6 41.3 
10.3 11.3 9.6 12.3 12.3 11.9 11.8 11.3 16.5 22.2 

38.4 39.8 45.3 59.2 M.O 57.5 55.8 54.9 59.3 60.2 
61.6 603 54.7 40.8 44.0 42.5 44.2 45.1 40.7 39.8 
14.4 15.6 12.3 13.1 12.1 12.8 18.3 17.1 18.0 16.5 
n.9 85.8 83.5 97.9 87.1 96.8 88.9 83.8 91.7 90.0 

I 
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BRAZIL 
Basic Sodo-Economic Data 

i 7. Extemai Trade (cont.) Composition in Percent 
1983 1984 1986 1986 1987 1988 1989 1990 1991 1992 

8. Balance of Payments 

40.9 392 372 34.7 32.5 29.6 27.5 28.0 25.0 ... 
4.1 3.1 2.6 2.8 3.6 3.4 3.5 3.5 3.5 ... 
5.4 6.8 6.4 32  3.6 2.7 2.5 2 2  1.5 ... 

17.4 172 18.1 19.8 17.9 23.3 25.1 25.3 27.7 ... 
32.3 33.7 35.7 39.5 42.3 41.0 41.4 41.0 42.3 ... 
5.8 -6.4 6.6 5.7 6 2  6.5 6.0 6.4 6.4 ... 

14.0 12.6 15.4 17.4 20.5 19.0 20.1 18.7 18.8 ... 
12.5 14.6 13.7 16.4 15.7 15.5 15.3 15.9 17.1 ... 
122 9.6 112 13.9 16.0 17.6 15.6 17.6 ... ... 
4.1 3.0 4 2  11.8 6.7 5.1 10.4 11.4 ... ... 

83.4 872 a4.3 74.0 n .3  m 73.9 70.7 ... 
0.4 0.3 0.3 0 2  0.1 ... 0.1 0.3 ... ... 

... 
... ... ... ... ... ... ... ... ... ... 

Millions of US$ 
1983 1984 1986 

-6837 42 -273 
6469 13086 12466 

21898 27002 25634 
15429 13916 13168 

-13414 -13215 -12894 
403 453 514 

-392 -153 -375 
-11008 -11470 -11192 
-1109 -832 -972 

108 171 155 
106 161 139 

2 10 16 
5532 4928 292 
7760 5331 3528 

1373 1556 1267 
-126 4010 -2393 

-286 -272 -237 
-848 -1391 -2421 
-365 -3903 -1002 
7886 9341 5921 
9274 11283 6325 

-1388 -1942 4w 
-2228 403 -3236 
-1519 -1404 -2643 
-309 1001 -593 
1891 -5369 511 
-586 399 -530 

1986 1987 

-5304 -1450 
8304 11158 

22348 26210 
14044 15052 

-13695 -12678 
34 152 

-509 -184 
-11127 -10319 
-1219 -1357 

87 70 
89 113 
-2 4 3  

2006 4417 
4960 6194 
4233 6840 

177 1087 
450 428 

4135 -7471 
175 -28 

9193 13034 
8818 7995 
375 5039 

-3647 -2178 
693 401 

3232 -2165 
66 -802 

-299 -im 

1988 1989 1990 

4159 1025 -3788 
19168 16112 10747 
33773 34375 31408 
14605 18263 20661 

-15103 -15331 -15369 
235 143 -50 

-588 474 -122 
-12084 -12547 -11613 
-1369 -1766 -1944 

94 244 834 
107 226 813 
-13 18 21 

-1621 1495 5330 
493 4201 8317 

4482 -3887 1047 
2794 744 236 
498 421 575 

-7272 -3670 -232 
-1- -540 468 
6975 8088 7270 
1947 2737 -3584 
-972 5351 10854 

-2114 -2706 -2987 
-2520 -2415 -1354 

406 -291 -1633 
-1711 -1701 -1246 
-827 -819 -2% 

1991 1992 

-1408 6300 
10578 15700 
31619 36200 
21041 20500 

-13542 -11400 
-156 -250 
-212 -50 

-9652 -9135 
-1965 -1%5 
1556 2000 

... ... 

... ... 
753 8800 

3724 11700 
3598 12600 

4 2  ... 
3808 ... 

-1077 ... 
909 ... 
126 -900 

-3416 ... 
-2971 -2900 

-2355 ... 
-221 -15100 
876 ... 

3542 ... 
... ... 
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BRAZIL 
Basic Sodo-Economic D m  

9. External Debt 

TotalDeòî 
IÆUQ-TUXIID~M 

Bhtd 
MUltihtd 
Bond Holdas 
Banks 
SUppliar, 
olhacreditar 

use of IMF credit 
Shat-T-Debt 

Public and F'ublicly Chmatœd 

PnvatcNoPOuaantecd 

In~AmarsonDebt  
Total Debt Savice 

Bilataal 
Muitilataal 

Public and Fublidyûuarantœd 

PrivateNmGumantœd 
~Repnrhs#s=lCharges 
Shori-Tm Debt (niterrsi m i y )  

Debt to GDP Ratio 
Debt Savice Ratio 

Million, of US$ 
Ratios in Percent 
1963 1984 19115 1986 1987 1888 188s 1990 1891 1892 

98367 105424 106147 113735 123864 115726 111378 11ú417 116514 120679 
81368 90113 91915 99550 106227 101477 90375 90431 95129 97898 
59856 70809 74738 84909 91793 89963 84368 83760 87476 90070 
5021 6859 8176 10542 12867 13û28 13354 15469 14779 14761 
5122 5622 7358 1ûû27 12311 11413 11088 11386 11068 10343 
2231 1698 1816 1787 1516 1546 2183 2339 9150 11330 
41199 50750 50107 54ooo 55839 55833 49949 46185 44041 45201 
2636 2590 3117 3614 3684 3028 2605 2585 2745 2699 
3647 3290 4164 4939 5576 5115 5189 57% 5693 5736 
21512 19304 17177 14641 14434 11514 6007 6671 7653 7828 
2644 4185 4619 4501 3976 3333 2422 1821 1238 1045 
14355 11126 %i3 9684 13661 10916 18581 24165 20147 21736 
151 178 344 398 3431 593 3755 9240 4352 5673 

13416 13989 11309 11809 12043 17740 13425 8041 10754 10300 
7528 8026 7042 7568 7889 13059 8752 5577 7603 7306 
769 919 684 1122 955 591 1321 1079 1532 1910 
708 890 1084 1522 1980 2132 1911 2494 2451 2577 
4224 4137 2427 2172 1860 2225 2504 1468 1090 1436 
68 204 402 978 1455 1179 1069 9% 717 493 

15% 3622 1438 1091 839 1277 1100 o 1344 1065 
43 43 37 3 6 3 6 3 4 3 3 1  37 34 35 
55 46 39 47 42 48 35 22 30 25 

. . . Not Available 
0.0 indicates that the amount is nil or ncgiigible 
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* *  . 
BRAZIL 
b t c  SodoIconomic Deta 

i 
Sources and Notes 

Executive Summary 
social stawcs: 

Land Area: ûrganizaüon oflirmencan States (OM), América c11 Cifras 1974. 
Population: IDB estimates based on data from Latin AmcriCa Demographic Center (CELADE) and Unitcd Nations 
Papulation Division. 

World Bank, Social Indicators of Develapment - 1993 Edition and Eoonomic Commission for Latin America and 
the c a n i i  @CLAC), statistical Ycaibodr - 1992 Edition. 

Vital Statistics: 

Ecanomic statistics: 
Labor Forcc: World Bank, Social Indicators of Development - 1993 Edition. 
Unempl~:prOgramaRegionalbelEmpleoparaAmtricaLatioayElcan’bt(pRE~). 

1. Exchange Rate.8: 
International M o n b y  Fund 0, International Finaricial Statistics (IFS). 
Real EBlectiVt index: IDB estimates based on âata from the IMF. 
2. Ptices: 
IMF, IFS. h u a i  figures arc cxpmscd as average aowal growth ram; monthly figures as a twelve month variation. 
3. International Uquldity: 
IMF, IFS. 
4. Nationai Accounts: 
GDP in 1988 US Dollars: IDB estimates. 
GDP by Type of Exptndiaue and scclor dûrigin: Fundaça0 instituto Brasileiro de Geografia c Estatística, 
Departameato de Contas Nacionais. Consumption incl& charigts in inventories from 1985. 
6. Non-Finandd PuMic Sector: 
Banco ctntral do Brasil, Dcpartamtnto Eutnômica. m o n a l  Balance excludts monetary and exchange ooxnxtion 
on the domeáic debt. 

i 

6. Monetary Survey: 
Domtsticcrtdit:~cenoaldoBllrsil,RelatQioAaual,Van~~~~cmeaaofy«vcndstocks). 
Money Supply: Ibidem (mid-year obgwations). 
7. Extemd Trade: 
TradtbyDiredion: ïMF,DiredionofTradeStrrtisSics(magnctictapts). 

Expart Composition: Unitcd Nations StaWcnl Division (UNSTAT) commodity Trade (OMTRADE) Data Basc, 

import Composition: ECLAC. Fuels and Lubricaxüs and Passenger Automobiles arc included in oihcr. 
8. Bdance of Payments: 
BancoCtnoaldoBrasiland~,BalanaofPaymmtrStatistics(magnetictapts). 

Twms of Trade: ECLAC, Balance neliminat delaEumomía&Amcri~rstinnyelCan’bc, 1992. 

Exparts include RC-EXPOIIS. 

9. External Debt: 
World Bank, World Dcbt Tables (magnciic tapes). 

i 
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BRAZIL 
OPERATIONS DEPARTME" 
oPs/IRo 

APPRûVKû âS OF JûüE 30,  1993 

TOTAL APPROVED * 
DIS BURSED 

CANCELLATIONS 

UNDISBURSED BALANCE 

PRINCIPAL COLLECTED 

APPROVED BY F[RJD 

ORDINARY CAPITAL 

FUND FOR SPECIAL OPERATIONS 

SOCIAL PROGRESS TRUST ?"I) 

VENEZUELAN TRUST FUND 

OTHER FUNDS 

APPROVED BY SECTOR 
AGRICULTURE AND FISHERY 

INDUSTRY AND MINING 

TOURISI AND IICROENTEKPRISE 

ENERGY 

TRANSPORTATION AND COlQfüNICATIONS 

EDUCATION SCIENCE AND TECHNOLOGY 

PUBLIC AND ENVIRONMENTAL HEALTH 

URBAN DEVELOPMENT 

PLANNING AND REFOW 

EXPORT FINANCING 

PREINVESTèíENT AND OTüñR 

USSThouand 

8,858,689 

6,888 , 015 
1,144,593 

1,970,674 

3 , 548 , 951 

7,253,992 

1,473,176 

61,510 

51 , 721 
18 , 290 

960,232 

1,551.333 

O 

Percentage 

100. 0% 

77.8% 

12.9% 

22.2% 

40.1% 

1,919,908 

1,640 , 695 

S09,473 . 

1,442,727 

491 , 741 
O '  

266 , 477 
76,103 

81.9% 

16.6% 

0.7% 

0.6% 

0.2% 

10.8% 

17.5% 

0.0% 

21.7% 

18.5% 

5.8% 

16.3% 

5.6% 

0.0% 

3.0% 

0.9% 

* Net of cancellations with monetary adjustments and export financing loan 
collections. 



B R A Z I L  

Tentative Program 1993-1994 

BR-0192 

BR-0204 

BR-0203 

Number 

OS Sanitation Igarapés Manaus 98 

TU Development of Potential for Tourism in the Northeast 200 

OS Sanitation Bahia Todos os Santos 21 6 

BR-0072 

BR-0073 

BR-0150 

BR4166 

BR-O162 

TR São PauleFlorianópolis Highway 200 

VR Strengthening Integration Mechanisms 10 

BR-O196 

BR4163 

BR-O164 

BR4194 

TR Urban Transportation São Paulo-Metro 400 

CYT Science and Technology FINEP II 160 

Sector Name Amount in US$ 
millions 

os Clean-up of Guanabara Bay 405 

os Clean-up of Guaba Bay 116 

TR Modernization Highway Femáo Dias 267 

TR Transportation Bahia 147 

VR Sectoral Debt Reduction 400 

Subtotal 1.335 

Subtotal 1.603 

BR-O159 I OS I Drainage São Paulo II  I 31 9 
I I 



STATE OF BAHIA HIGIIWAY CORRIMIR PROCW 

(BR-0196) 

EXECUTIVE S m Y  

BORROWER: The State of Bahia 

GUARANTOR : The Federative Republic of Brazil 

EXECUTING AGENCY: The Bahia State Highway Department [Departamento de 
Estradas de Rodagem da Bahia] (DER/BA) 

AMOUNT AND SOURCE: IDB: US$147 million (OC) 
Local counterpart funding: US$147 million 
Total : US$294 million 

TERHS AND Amortization period: 20 years 
CONDITIONS: Disbursement period: 4 years 

Interest rate: variable 
Inspection and supervision: 1% 
Credit fee: O. 75% 

OBJECTIVES: 

DESCRIPTION: 

The overall program objectives are: (i) to support 
economic development in the area served by the main 
highway corridor in the state of Bahia and (ii) to 
preserve the existing road network. 

The specific program objectives are: (i) to lower 
transport costs along the state's main corridors and 
(ii) to strengthen the institutional capability to 
plan, manage and perform highway maintenance 
activities. 

To accomplish these objectives, a global multiple 
works program has been designed consisting of four 
subprograms to: (i) upgrade and pave approximately 
750 kilometers of existing roads; (ii) rehabilitate 
some 600 kilometers of roads; (iii) maintain some 
6,150 kilometers of roads; and (iv) institutionally 
strengthen the DER/BA. The program will be carried 
out over a four-year period. 

ENVIRONXENTAL The Environmental Management Committee, at its 
CLASSIFICATION: meeting of November 16, 1992, classified this as a 

Category III operation and approved the program's 
environmental summary without changing its 
classification at a meeting held on May 18, 1993. 
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BENEFITS : 

RISKS : 

The program will lower transportation costs and 
maintenance expenses along the state's main highway 
corridor, which is federal highway BR-242 and its 
feeder roads. With the institutional strengthening 
component, the DER/BA will be better prepared to plan 
and maintain the state's highway system and thus 
preserve the state's enormous investments there. 

The program will improve road service along the 
state's main corridor by increasing the amount of 
paved road surface by 16%. By rehabilitating 600 
kilometers of roads that are presently in bad 
condition, 13% of the state network road will be 
restored to its original condition. 

The DER/BA may show some weakness in the management 
and supervision of the program, especially as 
concerns the maintenance component, since this is 
Bahia's first operation with the Bank in the 
transportation sector. This could lead to problems 
that might make it difficult to achieve the physical 
goals agreed upon with the Bank. To minimize this 
risk, provision has been made to hire a consulting 
firm to assist the DER/BA with program execution. 

SPECUL ASPECTS: No exceptions to Bank rules and policies are foreseen 
during program execution. The schedule proposed by 
the executing agency, however, requests that expenses 
up to US$650,000 equivalent be recognized against the 
local counterpart contribution for engineering 
designs and feasibility studies for the supplemental 
projects that are not part of the representative 
sample. These services have been contracted for 
under the procedures set forth in local legislation, 
which are acceptable to the Bank. 

THE BANK'S 
COUNTRY 
STRATEGY: 

The proposed program is consistent with the lines of 
action, objectives and programming guidelines that 
were assigned priority in the Bank's Seventh 
Replenishment and with the 1992-1993 strategy agreed 
on with Brazil for the transportation sector. In 
this exercise, the Bank and Brazilian authorities 
agreed on the definition of "main highway corridors" 
so as to prioritize the federal and state projects 
that the Bank will examine. 

The selection criteria used in examining highway 
projects emphasized programs that recondition 
existing roads and that fit into the national 
investment plan, while stimulating competition among 
productive sectors and connecting the main centers of 
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production with the principal centers of domestic 
consumption and ports that focus on exports. The 
proposed program is consistent with the priorities 
agreed upon with the country and is a top priority 
for both the federal government and the Government of 
the State of Bahia. 



I. FRME OF REFERENCE 

A. 

1.1 

1.2 

1.3 

1.4 

1.5 

Located in northeastern Brazil, the state of Bahia, with its 
561,000 square kilometers, represents 6% of the country's surface 
area, and its 11.8 million inhabitants represent 7.7% of Brazil's 
overall population. J,,/ Some 44% of Bahia's population lives in 
rural areas and the remaining 56% in urban areas. Settlement of 
this part of Brazil was a gradual process that paralleled economic 
expansion, spreading inward from the coast. 

Until 1950, Bahia's was a predominantly agricultural economy based 
on such export crops as sugar, tobacco, cotton and cacao. At that 
point, however, its economy began to undergo structural changes as 
part of a diversification process that emphasized industrial 
production. Industry became even stronger in the 1970s and has 
since been an important source of revenue for the state, through 
the Camaçari petrochemical center, the Aratu industrial center and 
other industrial districts in the state's interior. 

The chief economic activity in Bahia's primary sector is 
agriculture. Cacao ranks first among the 43 commercial crops that 
are raised, with Bahia generating approximately 80% of the 
country's output. The main products exploited for industrial 
purposes are coffee, sugar, soybeans, cotton, rubber and tobacco. 
In the livestock sector, cattle raising and milk production are the 
most important activities. The primary sector's contribution to 
the state's GDP has declined over the years (30% in 1975, 21% in 
1980 and 20% in 1985) and now stands at only 13%. 

For the last 15 years, industry has been the most vigorous part of 
the secondary sector and the one that best demonstrates the state's 
economic development. The main industrial activities are 
petrochemicals, metallurgy, nonmetallic minerals, food processing 
and production. The chief petrochemical products are ethane, 
propane, benzene and polyvinyl chlorate, while the chief metal 
products are refined copper, iron, silicon and magnesite. Evidence 
of the industrial sector's vigor and of its impact on the state 
economy is its increasing share of GDP, which went from 15% in 1975 
to 21.6% in 1980 and is now at 23%, where it has been for the last 
five years. 

Consisting mainly of business activities and services, the tertiary 
sector has grown in importance over the years and now generates 
some 64% of the state's GDP. This sector has been responsible for 

The states in Brazil's northeastern region are: Alagoas, Bahia, 
Ceará, Paraiba, Pernambuco, Piaul, Rio Grande do Norte, Sergipe and 
Maranhão. 
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1.6 

B. 

1.7 

1.8 

1.9 

1.10 

creating jobs in urban areas and now employs 46% of the active 
population, as opposed to 37% in 1985. 

The state of Bahia accounts for approximately 5.1% of the country's 
GDP and 5% of total exports, Although Bahia has only 27.4% of the 
population in Brazil's northeastern region, it produces around 50% 
of the region's exports. 

ion sector in Bahia 

The various modes of transportation in the state of Bahia have 
developed to meet the growing demand for transport that the 
evolution and expansion of productive sectors have generated. The 
state now has an overland system of highways and railroads, and air 
and waterborne transportation services. The bulk of these services 
are concentrated in or lead to Salvador, the state's most important 
center and its capital. 

1. - 
The state of Bahia has approximately 1,853 kilometers of railways 
that are owned by Rede Ferroviária Federal S.A. (RFFSA). This 
network comprises the Salvador Regional System (RS-7) which links 
the country's southern and northeastern regions, passing through 
Salvador; at its westernmost extreme, the system connects Bahia 
with the state of Pernambuco. There are three main lines in Bahia: 
(i) the northern line, which connects Salvador with the city of 
Propriá in the state of Sergipe; (ii) the southern line, which 
begins in Maple and ends in Monte Azul in the state of Minas 
Gerais; and (iii) the central line, which begins in Alagoinhas- 
Bahia and ends in Petrolina in the state of Pernambuco. The 
Salvador Regional System operates 96 stations along its three main 
lines; of these, 50 are in operation around the clock, 27 run on 
set timetables and 19 are closed. 

Bahia's domestic and international air traffic is handled at Dois 
de Julho airport in Salvador; for other domestic and local flights, 
it has 85 airports and airstrips located throughout the state, 
whose Apart from the Dois 
de Julho airport, only the airport in Ilhéus is authorized to 
handle comercial flights; it is classified as a second-level 
airport under Brazil's classification system. Some of Bahia's 
other more important airports and airstrips are located in Paulo 
Afonso, Caravelas, Barreiras, Prado, Porto Seguro, Itabuna, Vitória 
da Conquista, Guanambi and Bom Jesus. 

capacity and quality of service vary. 

3 .  - 
Bahia has a long coastline and its ports are some of the most 
important in the nation's port and harbor system. Maritime 
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transport is concentrated in the cities of Salvador, Aratu and 
Ilhéus, where the state's three most important ports are located. 
The principal ports are Salvador and Aratu. Salvador handles 
general cargo and has terminals that can accommodate large 
container ships, while Aratu handles smaller-capacity solid, liquid 
and gaseous bulk cargo vessels - there is, however, room for 
expansion. The port of Ilhéus moves chiefly exports of cacao and 
its by-products. The ports of Aratu and Salvador are strategically 
located in that they serve the Northeast's most economically 
dynamic region, which is why access to them is so important. 

4. u wav t- 
a. state's bolkv in the trwortation sectox 

1.11 The state's policy is embodied in its Multimodal Transport Plan 
[Plano Multimodal de Transporte] (PMT) developed in 1990. This 
plav -emphasizes highway corridors that run through areas having 
good development potential but insufficient means to get their 
products to consumer markets. The PMT consists of several studies 
grouped into three modules: (i) economic issues; (ii) planning; 
and (iii) computerized data management. 

1.12 

1.13 

The economic module covers the socioeconomic studies undertaken to 
measure present and future demand on the state's transportation 
system, factoring in alternative scenarios with a 20-year horizon. 
The planning module identifies and evaluates the sector's needs by 

pinpoints bottlenecks, identifies the alternatives for meeting that 
demand and, using a simulation model, selects the best solutions. 
The computerized data management module maintains an up-to-date 
databank on the sector. 

comparing the supply of and demand for transportation. It 

From the PMT's analysis and selection of alternatives, the 
Secretariat for Energy, Transportation and Communications 
[Secretaria de Energia, Transportes e Comunicações J (SETC) 
identified several investments vital to improving transportation in 
the state of Bahia. In the highway subsector, the network of state 
roads clearly needs to be improved, rehabilitated and maintained. 
In the railway subsector, investments to recondition the following 
stretches are important: Alagoinhas-Dias d'Ávila on the northern 
line, Maple-Arafijo on the southern line and Juazeiro-Alagoinhas on 
the central line, Finally, the priorities in the waterborne and 
maritime transport subsector are to modernize and add to existing 
facilities. 

1.14 The PMT's transportation sector development program assigns 
priority to the highway subsector. Specifically, the goal is to 
restore and improve service along the main highway corridors and to 
make road maintenance more efficient. For the medium term, then, 
there are no plans to invest in the construction of new roads. The 
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Bahia State Highway Department [Departamento de Estradas de Rodagem 
da Bahia] (DER/BA) will focus instead on the areas mentioned above. 

1.15 As in the rest of Brazil, roads are the principal mode of 
transportation in the state of Bahia. They carry approximately 75% 
of the long-haul cargo and 95% of long-distance passengers. 
Bahia's highway system is composed of federal, state and municipal 
roads totaling 121,842 kilometers. The following table gives a 
breakdown of the road system by jurisdiction and type of road 
surface. 

Porcant. 

h a t  control troatcmt. 

1.16 As the preceding table shows, only 8,524 kilometers (7%) of the 
state's roads are paved. This is primarily because until only a 
few years ago this was a predominantly agricultural economy, in 
addition to the fact that all the major industrial centers are 
located along the coast. Nany portions of the service area of 
certain corridors are currently undergoing rapid and intensive 
development, as in the case of the east-west corridor that this 
program addresses, and such a low percentage of paved roads is not 
sufficient to meet their needs. 

c. road svstem under the State H W  ~m a t 

1.17 The road system for which the DER/BA is responsible consists of 
state highways and roads as well as some stretches of federal 
highway that Brazil's National Highway Department [Departamento 
Nacional de Estradas de Rodagem] (DNER) has assigned to it. 

1.18 This network totals some 17,780 kilometers, which are classified by 
surface type - paved, treated for dust control, unpaved - defined 
as follows: 



(i) =ved roada: covered with a superior-grade asphalt 
base, a cold asphalt mixture, single surface 
treatment or double surface treatment; 

(ii) mads wi-ust control treatment : roads that have 
been sprayed with a bitumen to lessen the wear and 
tear caused by traffic, prevent granular material in 
the wearing course from crumbling, and control the 
erosion caused by natural agents; and 

(iii) w a v e d  roads: roads with a dirt or gravel wearing 
course. 

1.19 The road system operated by the DER/BA is shown below, classified 
according to road conditions as of December 1992: 

1.20 Over 50% of the system's roads are in either average or poor 
condition and are getting worse. The steps taken in the last two 
years to improve the system's overall condition have still not 
managed to reverse deteriorating road conditions, which have taken 
their toll in the form of capital losses and higher vehicle 
operation costs. To provide satisfactory service conditions for 
highway transport and to preserve the existing highway 
infrastructure, the Government of the State of Bahia has requested 
partial financing from the Bank for a program to improve and 
restore the state highway system. 

d. P r i n c i i > a l a v  corridora 

1.21 Bahia's principal highway corridors consist of federal (identified 
by the initials BR) and state (identified by the initials BA) 
highways and their respective feeder roads. These carry a 
considerable volume of interstate and interregional traffic and 
pass through cities of both national and regional importance, 
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1.22 

1.23 

1.24 

1.25 

connecting centers of production with centers of final consumption 
and ports that focus on exports. They represent almost the entire 
network of paved roads in the state. 

There are three main corridors within the state highway system. 
Two, whose trunk routes are highways BR-101 and BR-116, run from 
north to south, while the third, whose trunk route is highway 
BR-242, runs from east to west. These main corridors connect up 
with four less important corridors: BR-324, BR-407, BR-110 and BA- 
052 (see map on the following page). 

The north corridor runs from the city of Salvador to the 
neighboring states of Sergipe and Pernambuco. It is made up of 
federal highways BR-101 and BR-116 and the primary and secondary 
state roads that feed into them. These roads carry medium- and 
long-distance traffic that begins in the northern sector of Bahia 
and heads either to Salvador or to the borders with the states of 
Sergipe and Pernambuco. This corridor provides reasonably adequate 
service for the region's productive areas and, in the medium term, 
will not require any major expansion or improvements. 

The southern corridor runs from Salvador to the borders with 
Espírito Santo and Minas Gerais, paralleling the coastline. It, 
too, consists of BR-101 and BR-116 and their feeder roads. This 
corridor is a relatively well developed system. Its roads, which 
were designed according to solid technical specifications and are 
in relatively good condition, provide access to production areas 
that were established many years ago. Hence, there is no great 
demand for expanding or improving this network. 

The east-west corridor, consisting basically of BR-242 and its 
feeder roads, is regarded as the most crucial corridor to the 
state's development and integration since it connects areas of 
great productive and economic potential in western Bahia with the 
major marketing and consumption centers on the coast. This 
corridor has played a leading role in the process of settling and 
expanding the agricultural frontier west of the São Francisco River 
and is the overland route to Bahia's coastal resorts from the 
states of Tocantins and Piaui and even from Brasilia. 
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1.26 Unlike the north-south corridors, the east-west corridor is in need 
of construction work to improve and expand service. The roads in 
the east-west corridor carry large volumes of exportable 
agricultural commodities, whose market prices could be more 
competitive if the condition of the corridor were improved, as this 
would reduce shipping costs. For that reason, the construction 
works planned under the program concentrate on stretches of road in 
the east-west corridor. 

1.27 The DER/BA maintains the state's highway infrastructure through its 
Maintenance and Improvement Division [Divisão de Conservação e 
Melhoramento] (DCM) which, with certain limitations, performs 
routine and periodic maintenance on all the roads under its 
jurisdiction. This division has 20 strategically located resident 
engineer offices that are outfitted with equipment,. staff and 
reswrces appropriated in the state budget. 

1.28 At present, the DCM does not have a maintenance management system 
that measures needs, prioritizes activities and determines what 
resources it will require to function efficiently. Nor does it 
have any system to assess pavement conditions, predict pavement 
wear or schedule the best technical and economical combination of 
maintenance and reconditioning work. In general, the work now 
being done is not planned according to technical specifications and 
is limited by a preset budget. In most cases, crises or the 
staff's experience with its assigned network determines the 
priorities. 

1.29 In spite of these limitations, in recent years the DER/BA has made 
an effort to take better care of the state highway system with the 
result that the percentage of roads in poor condition fell from 43% 
in 1990 to 24% by mid-1992. This is partly due to changes in the 
modus operandi, since private firms are now being engaged to 
perform functions that the DCM had been performing on force 
account. The proposed program will allow the state to prioritize 
maintenance work, plan it better and thus ensure better quality 
service. 

1.30 Except for certain stretches assigned to the DER/BA, the DNER is 
responsible for maintaining federal highways in Bahia; these are 
the trunk highways of the state's corridors. The DNER is now 
carrying out a program to rehabilitate highway BR-242, using 
resources from a World Bank sector loan granted to the federal 
government. Covering 478 kilometers of roads, the work got 
underway in May 1993 and is to be completed within a year and a 
half, Since this is the main highway of the east-west corridor and 
thus important for the program to be financed by the Bank, steps 
have been taken to coordinate with the World Bank to make certain 
that those works are completed on time. 
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f. b a d  co-ion a n d e  work needed 

1.31 Although the state of Bahia produces a wide variety of products and 
accounts for a significant percentage (over 50%) of all exports 
from Brazil's Northeast region, its highway density is only 
0.2 h/km*. Large areas still do not have the roads they need and 
consequently remain relatively underdeveloped. This situation is 
most critical in areas west of the São Francisco River. Hence, in 
devising this program, priority has been given to improvements and 
paving along the east-west corridor. 

1.32 Whereas over 50% of the roads are paved in such states as Espírito 
Santo, Paraná and Pernambuco, barely 26% of the roads in the 
DER/BA's jurisdiction are paved, and more than half the state's 
roads are in either average or poor condition. The means have to 
be found to restore the road system to a satisfactory service level 
and maintain it. 

1.33 These requirements were identified taking into account: (i) the 
guidelines set forth in the current Multimodal Transport Plan, 
which assigns priority to investments earmarked to improve, 
rehabilitate and maintain the existing highway infrastructure; (ii) 
the economic and social impact of better travel conditions along 
the state's main highway corridors; and (iii) the present condition 
of the DER/BA's highway system. 

1.34 Bahia does not yet have a system to control vehicle weight on a 
per-axle basis. Since no statistical data are available, it is 
impossible to determine what percentage of freight vehicles are 
over the legal weight limits. Also there is no federal vehicle 
weight enforcement system, so establishing such systems on a state- 
by-state basis has been difficult. Nevertheless, to assist the 
DER/BA with the early stages of a program to correct the excess 
vehicle weight problem, the proposed program will contribute toward 
financing the purchase of five movable scales. The necessary 
resources will be included under the equipment procurement 
component. 

1.35 In addition, the program's institution strengthening activities 
include technical assistance to introduce the maintenance 
management system [Sistema de Administração de Manutenção] (SAM) 
and the pavement management system [Sistema de Gerência de 
Pavimentos] (SGP), part of which involves plans to examine the 
requirements and technical, economic and legal factors that have to 
be considered in order to introduce the system to monitor vehicle 
weight. 
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h. bcoverv of road in vestipent 

1.36 In Bahia, road maintenance and investment costs are recovered 
indirectly in the form of contributions from users in the 
transportation sector, as described below in chapter IV. 
Alternative ways to recover costs such as tolls are not used in the 
state, even though the 1988 Federal Constitution authorizes them, 
subject to the enactment of special legislation. One of the 
institution strengthening activities planned under the program is a 
study to determine whether the system currently in place in Bahia 
is economically efficient and to ensure an equitable contribution 
from users. 

1.37 The lending program that the Bank and the Federal Republic of 
Bra8i.l have agreed upon for the 1992-1993 period stipulates that 
investments in the transportation sector must make Brazilian 
products more competitive on foreign markets by reducing shipping 
costs and facilitating distribution of products and inputs in 
greatest demand on domestic markets. They must also strengthen 
regional integration. The strategy to accomplish these objectives 
prioritizes activities to rehabilitate and improve infrastructure 
along the corridors that carry the highest volume of freight and 
passengers. 

1.38 The proposed program is consistent with these guidelines, with 
national objectives and with the plans of the Bahia state 
government. Specifically, with this program the state will be 
helped toward its goal of a more efficient network of main roads to 
facilitate the flow of goods bound for export and domestic markets, 
improving the competitive position of the productive sectors by 
reducing shipping costs. 

D. &J& oDerations in m i l ' s  h&b way subsectoy 
1.39 The Bank has had an active role in financing investments in 

Brazil's highway sector for a total of US$1,493 million in 22 
projects involving both federal and state programs. At the federal 
level, the Bank has financed seven projects totalling US$296 
million. The most recent project was the Porto Velho-Rio Branco 
program, financed in part with loans 15O/IC and 503/0C for the sum 
of USS58.5 million. Approved in 1985 and now in its final stage, 
this operation is in the process of implementing an environmental 
control plan. The Bank is currently examining a program to 
modernize and expand federal highway BR-381, FernHo Dias, which 
will be instrumental in linking the states of Minas Gerais and São 
Paulo. 

1.40 At the state level, the Bank has partially financed 15 programs in 
The two most recent eight states, for a total of US$1,197 million. 
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operations were approved in 1992 for the states of Paraná and Santa 
Catarina for a combined total of US$l99 million. At present, 
highway improvement and rehabilitation programs are in progress in 
the states of Goiás (1987), Hinas Gerais (1989); Ceará (1989), 
Espírito Santo (1991) and Pernambuco (1991). 

1.41 It is worthwhile recalling that this will be the Bank's first 
operation in the transportation sector in the state of Bahia. In 
the last five years, four of the eight neighboring states (Espírito 
Santo, Pernambuco, Hinas Gerais and Goiás) have received Bank loans 
to upgrade their highway infrastructure, thereby promoting the 
region's physical integration. The present program will help to 
consolidate the integration process. 

E. J - v  

1.42 In recent years, the Bank's financing for state highway programs in 
Brazil has gone directly to the states, with a view to 
strengthening their technical and administrative capacities and 
ensuring that the highway infrastructure will be properly operated 
and maintained. The Bank's experience has been that these programs 
have improved semice standards in those states' highway systems, 
while stimulating the development of their productive sectors and 
facilitating the socioeconomic integration of the various regions. 

1.43 The state governments' participation in carrying out these programs 
has been a factor in their success, because these governments have 
had an interest in honoring the commitments undertaken to 
accomplish the established objectives and goals. On the whole, the 
programs have been carried out within the anticipated time frames 
and cost ranges and the terms of the contracts have been 
satisfactorily fulfilled. The plan of execution used in these 
programs has proven to be effective, which is why a similar 
mechanism is being used in the program proposed for the state of 
Bahia. 
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II. TIIE PROGRAM, ITS COST AND FINANCING 2/ 

2.1 The program's general objectives are to: (i) support economic 
development in the area served by the main highway corridor in the 
state of Bahia and (ii) preserve the existing road network. 

2.2 The specific objectives are to: (i) lower transport costs along 
the state's main corridors and (ii) strengthen the institutional 
capacity to plan, manage and perform highway maintenance 
activities. 

2 . 3  Designed as a global multiple works operation, the program consists 
of four subprograms: (i) upgrading and paving approximately 750 
kilometers of existing roads; (ii) rehabilitating approximately 600 
kilometers of roads; (iii) maintaining some 6,150 kilometers of 
roads; and (iv) institutionally strengthening the DER/BA. 

2.4 In selecting road works for inclusion in the program, consideration 
was given to those roads that are part of the state's main 
corridor, i.e. the east-west corridor, are directly linked to it, 
or link it with other major corridors in the state and are in need 
of repairs because of their present condition. Using these 
criteria, a list of possible projects was assembled involving 25 
stretches totalling 2,260 kilometers and representing the universe 
of projects that could potentially be included in the road works 
subprograms. The location of these stretches is indicated on the 
map in chapter I. while these stretches carry the heaviest volumes 
of medium- and long-distance traffic, their technical 
specifications are not adequate to handle the traffic anticipated 
in the years ahead. As investments, they have a satisfactory 
internal rates of return. 

2.5 Given the financial and physical resources available for execution 
of road works during the 1994-1997 period, a program was devised 
that covers approximately 60% of the investments in road works 

2/ Supporting documentation (see list of annexes at the beginning of 
this proposal) for chapters II through V are available in the 
program's technical files. 
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identified on that list, i.e., a total of 1,350 kilometers. The 
road works to be executed were classified into two subprograms: 
(i) an upgrading and paving subprogram, involving approximately 750 
kilometers of dirt or gravel roads, and (ii) the rehabilitation 
subprogram, involving some 600 kilometers of roads whose low-cost 
pavement is now badly deteriorated. 

2.6 A sample was put together from both programs, representing 
approximately 30% of their entire length. To make certain that the 
sample was representative, the stretches were selected to reflect: 
(i) the various functions that the roads perform within Bahia's 
road network; (ii) the various types of socioeconomic activity 
predominant in their service area; (iii) significant variations in 
annual average daily traffic (AADT); and (iv) differences among the 
various regions of the state in terms of topography, geology, the 
environment and availability of materials. 

2.7 Usiqg these criteria, nine stretches were selected: four from the 
upgrading and paving subprogram for a total of approximately 240 
kilometers, and five from the rehabilitation subprogram for a total 
of 170 kilometers. The following table lists those stretches and 
their major features. 

239.8 Liii (approximately 32% 
SAMPLE TOTAL of t h o  subprogram) 
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LEmm TRAFFIC PRESENT 
(Amr) SURFACE ILMD STRETCE (km) 

M-220/374 Pram Saahor do Bonfia t o  Campo 25.8 1,320 Buid/ 
POrio.0 asphalt 

BR-407 Pram h i r i  to tho M-052 junction 20.7 505 DíX/PBS* 

BR-407 

HI-407 

M-515 

Pram tho M-O52 junction to tho 
M-421 junctioa 

Pram tho M-421 junction to Rui 

Prom tho BR-342 junction to tho 
BR-101 junction 

42.1 340 DíX/PBS* 

38.1 325 DCT/PBS* 

32.6 470 DíX/PBS* 

160.4 km (spproximatoly 28.22 of 

ûCT/PBS Dust control troatarnt/primry bituninous surfacing 

2 . 8  With the aid of consultants, the DER/BA is presently prioritizing 
those stretches in the project universe that are not covered in the 
representative sample, to select those that will be incorporated 
into the program in the future. This selection will be made on the 
basis of prefeasibility studies. 

b. -e of the wav svsteg! 

2.9 Using the data available as of December 31, 1992, DER/BA technical 
staff and the Bank's project team established preliminary 
objectives for highway improvements and maintenance during the 
1994-1997 period, taking into account the operational limitations 
and finances of the DER/BA. The specific tasks that the annual 
maintenance plans will involve will be determined using the SAM and 
the SGP that, the program will introduce. The DER/BA and the Bank 
must agree upon the plans for the first year within 60 days of the 
effective date of the prospective loan contract. Preliminary 
agreement has been reached on the overall physical goals, based on 
the evaluation of highway conditions as of December 1992, as shown 
in the table following. 
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~1~ nIGWAY MnIEIURcE W, 1004-1007 
WLoiwtorr)  

ACTIVITY 1004 

1. 

1. Poriodic r i n t m ~ n c o  500 M O  600 600 2,200 

2. Routin. u inton~nco 3,QW 4.350 4,600 5,000 17,000 

II.  

2.10 This maintenance plan is expected to do much to restore the 
physical condition of the state highway system and lay the 
groundwork for establishing a technology-based system for 
preserving the existing road infrastructure and maintaining it in 
satisfactory condition, while ensuring that state authorities 
appropriate resources for timely maintenance of the state highway 
system. 

a. ] 

2.11 The upgrading and paving subprogram involves rebuilding and paving 
some 750 kilometers of dirt and gravel roads that are not in 
condition to provide safe, economical and efficient year-round 
vehicular travel. 

2.12 The work will basically involve: (i) earthworks to widen the 
'existing roadway and improve the vertical and horizontal alignment; 
(ii) drainage works to control run-off of surface and ground water 
so as to prevent the erosion and seepage that weaken the stability 
of the road and adjacent areas; (iii) construction of bridges and 
other engineering works across major rivers and streams or to 
protect banks; (iv) construction of low-cost bituminous pavement 
suited to the anticipated traffic demand; and (v) traffic signals, 
road signs and other elements to make the roads safe for users. 
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2.13 This subprogram will rehabilitate 600 kilometers of secondary roads 
originally built to substandard specifications and paved with a 
granular surface protected by a bituminous coating (dust control 
treatment) or some other type of low-cost pavement. Because of 
traffic levels and the nature of the load these roads carry, their 
features need to be upgraded and new pavement laid. 

2.14 The proposed improvements will include: (i) adapting their 
geometric features to the new traffic requirements; (ii) expanding 
and adding to the drainage work; (iii) strengthening or modifying 
certain structures; (iv) laying new pavement; and (v) installing 
traffic signals, signs and other highway safety elements. 

2.15 This *subprogram will involve the following maintenance activities: 

2.16 ûn roads paved with low-cost asphalt pavement (single surface 
treatment) or treated for dust control, major maintenance will 
involve patching holes, sealing cracks and a partial or total 
bituminous-spray treatment to protect or restore the existing 
surface. The program's planned physical goal is some 650 
kilometers. 

2.17 ûn dirt or gravel roads, major maintenance will involve leveling 
the surface in places where there are sizable potholes or strains; 
replacing excessively damp or inadequate subgrade material; partial 
or total replacement of granular material on the road surface; and 
regrading and packing down the wearing course. Under the present 
program, some 1,500 kilometers of roads will be restored. 

2.18 In all cases, restoration activities will also include: repairing 
drainage works, walls and gabions; rebuilding eroded embankments 
and road drainage works; and replacing and/or adding road signs and 
other safety features. 

2.19 On roads with bituminous pavement (of any type), periodic 
maintenance will involve resurfacing - after correcting any minor 
problems there might be - with any of the following procedures: 
priming; slurry seal; a single asphalt surface treatment; or thin 
bituminous coating (1" maximum). According to the plan, 2,200 
kilometers of roads in the network of main paved roads will get 
periodic maintenance, as will 1,800 kilometers of secondary roads 
having either a surface asphalt treatment or dust control 
treatment. 
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2.20 This covers: (i) road maintenance equipment, and (ii) equipment 
and instruments needed to support the work of assessing pavement 
management and weight control. The maintenance equipment will 
consist of machinery and vehicles for replacing obsolete units that 
are beyond repair, for use in maintenance work that cannot be hired 
out, or for handling emergency situations. 

2.21 

e. -titutio& stre-Dro- 

Under this subprogram, the SAM and SGP will be developed and 
introduced with a view to rationalizing the use of resources 
earmarked to improve the highway infrastructure under the DEFt/BA's 
jurisdiction and maintain it in satisfactory condition. This 
system includes the study of alternatives for recovering road 
maintenance and investment costs as well as those related to an 
axle-'based weight control system. Specialized consulting services 
will be retained for that purpose and to identify possible 
adjustments that could be made to the DER/BA's structure to enable 
it to run those systems efficiently, as the process of privatizing 
maintenance activities progresses. The consultants are also to 
design and launch a contract management system [sistema de 
administraça0 de contratos] (SAC) which will make highway 
maintenance and pavement management part of the inspection and 
accounting systems. With this, the DER/BA will have the structure 
it needs to plan, regulate and manage efficiently as a modern 
government should. 

2.22 This component also includes financial resources to train DER/BA 
staff how to compile the basic data for those systems, how to use 
the equipment and instruments, and how to run the programs either 
acquired or developed during the implementation phase. The 
DER/BA's works inspectors will receive training in how to check to 
see that the environmental measures required for each type of work 
are being carried out. 

C.  -am costs m o n  of its comnoneIIrcg 

1. * 
2.23 The total cost of the program has been estimated at the equivalent 

of US$294 million. Of that amount, 50% (US$147 million) will be 
supplied by the Bank from its ordinary capital resources; the 
remaining 50% will represent the Bahian state government's 
participation. 

2.24 The following table outlines the program's costs. 
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1.1 Prourra Coordinating W i t  (#N) 1,300 1,300 0.4 

1.2 StUd1.B uid DOBig l lB  3,600 3,600 1.2 

2.1 üpgradi- and paving 86.630 35,880 102 510 34.9 

2.2 Rohobilitatioa 47,730 25,700 73.430 25.0 

2:i ~aintmmcr 28,700 44,870 73,660 25.1 

(*) Emcalatian of pricos and cantingmcior includod. 

a. w t r a t i o n  (USS10.700.000) 

2.25  This subcategory includes the salaries of the additional staff and 
operating expenses that the DER/BA will incur in order to operate 
the program coordinating unit (US$337,200). It also includes the 
cost of retaining a specialized consulting firm to advise and 
assist that unit in managing and monitoring program execution 
(US$962,800). The borrower will cover the full cost of the 
consulting services and the DF.R/BA's incremental expenses. 
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2.26 This covers the cost of the environmental studies and of the final 
engineering designs for road upgrading and paving projects and road 
rehabilitation projects that are not part of the representative 
sample but will be added to the program. This cost was based on 
the average per-kilometer cost obtained in similar contracts at the 
national level and will be financed with resources provided by the 
borrower. 

2.27 This includes the cost of supervision and technical control of the 
works, calculated on the basis of the staff, salary levels, and 
costs of leasing vehicles and engineering equipment that are 
routinely involved in this type of consulting services. The figure 
is approximately 5% of the direct costs of the works to be 
supervised, which is reasonable, These services will be financed 
in full by the borrower. 

b. Pirect CO sts ~uss253.000.000) 

2.28 This covers the upgrading and paving costs for some 750 kilometers 
of road. The amount was figured on the basis of the itemized 
budget for the four projects in the representative sample and 
includes: (i) direct costs for the labor, equipment and materials 
used to construct the works, and (ii) the contractors' 
mobilization, logistical support, administrative, financial and 
other general expenses and payments. 

2.29 The total cost of this subcategory takes into account the price 
escalations likely to occur during the execution period and 10% of 
the direct costs to cover possible variations in the volume of 
work, compensation to the owners of property adjacent to the works 
and other unforeseen expenses. The Bank will finance up to 65% of 
the cost of the road upgrading and paving works contracted. Annex 
11-2 includes an itemization of these costs. 

2.30 This includes the direct cost of rehabilitation 600 kilometers of 
roads. The cost was arrived at by using the average per-kilometer 
cost taken from the five projects in the representative sample, 
which was the equivalent of USS103.379. Price escalations and 
contingencies were also factored in. The Bank's financing will 
cover up to 65% of the cost of the road works contracted. Annex 
11-2 includes an itemization of these costs. 
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2.31 This covers all direct maintenance costs, including restoration of 
approximately 2,350 kilometers of secondary roads and periodic 
maintenance of approximately 4,000 kilometers of main and secondary 
roads. The cost was computed using the DER/BA's average costs for 
various types of maintenance work (restoration, periodic 
maintenance and routine maintenance) on various types of roads 
(paved, treated for dust control, and gravel or dirt roads). 

2.32 Drawing from reports on production and costs of activities done on 
force account and certain contracts recently let by the DER/BA, 
unit prices were obtained and were then applied to the physical 
highway maintenance goals for the 1994-1997 period, which gave the 
total cost of the subprogram. The Bank will finance up to 40% of 
the cost of the maintenance work done by contract. Annex 11-3 
contains a breakdown of these costs. 

(iv) Procurement of eauiment tUSS3. 400.000 1 

2.33 The costs of procuring equipment and vehicles were calculated on 
the basis of price quotations and list prices either in Brazil or 
on international markets, depending upon whether the purchases are 
to be made locally or abroad. The Bank will finance up to 70% of 
the cost of procurement. 

c. Associated costs tUSS1.510.000~ 

2.34 These costs are for the consulting services that will help 
introduce the SAM, the SGP and the SAC. Also included is the cost 
of courses to train DER/BA works inspectors how to check to ensure 
that the environmental measures required for each type of work in 
the program are being carried out. The full cost of all consulting 
services and training will be defrayed by the borrower. 

3. 

2.35 The Bank's financial contribution will be made in foreign currency, 
drawn on the ordinary capital, under the following terms and 
conditions: 
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Intorort rato I I 
APiortirrtioa poriod 20 yoarr 

ßraco poriod 4 y o u .  

Poriod of dioburrr~.nt 4 y o u r  

Poriod for initiation of mrk I 2 I y o u .  

4. - 
2.36 Theehounts corresponding to "engineering and administration" and 

"associated costs" will be financed entirely through the local 
contribution, since Brazil is felt to have enough consulting firms 
with the requisite technical capabilities and fields of 
specialization to provide the necessary quality of service at 
competitive prices. 
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III. PRûGRAM EXECUTION 

3.1 The DER/FWi will be in charge of executing the program through the 
program coordinating unit (PCü) set up within the Bahia State 
Highway Department for the purpose of coordinating all activities 
involved in managing the program and to serve as a liaison with the 
Bank. 

3.2 The PCU will set up lines of communication with all DEFt/BA offices 
in order to expedite the process of contracting for the works and 
services to carry out the various program components. This unit 
will also track all loan-related activities to make certain that 
all the terms agreed upon are duly performed with an eye to 
ensuring achievement of the operation's objectives. 

B. Status of Drou- 

3.3 The DF.R/BA has completed the economic feasibility studies, 
construction designs and environmental assessments for the nine 
projects in the program's representative sample, as well as the 
documents necessary to invite bids. It also has drawn up a 
preliminary list of other roads that might be considered for Bank 
financing, provided they meet the eligibility criteria defined in 
the following sections. 

3 . 4  Given the environmental features of the areas in which the projects 
will be located and the nature of the construction work to be done, 
this program was classified as a Category III operation and the 
environmental summary was approved at the May 18, 1993 meeting of 
the Environmental Management Committee. The recommendations made 
in that report have been incorporated into the construction designs 
and specifications of the projects in the representative sample and 
will be taken into account when preparing all other projects 
eventually included in the program. 

3.5 The technical documents necessary to begin the bidding procedures 
for works in the sample projects have been completed, and general 
criteria have been developed for the terms of reference to be used 
in selecting the consulting firms that will advise and assist the 
PCü and in retaining the consulting services needed to supervise 
the works and develop other technical assistance components. 
Consequently, the project team has given its consent for 
publication of the general procurement notice for this operation. 
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3.6 Considering the program's objectives, an agreement was reached with 
the DER/BA that any project to be included in the program must meet 
the following eligibility criteria: 

The stretch of road must be part of the main corridor 
targeted under the program or have access to that 
corridor either directly or by way of a road whose 
features are either equal to or better than the 
stretch of road being proposed and at least one end of 
the road must be connected to the paved network. 

The stretch of road will be selected on the basis of 
its priority as established by means of an economic 
evaluation at the prefeasibility level. 

The features of the work to be carried out along the 
proposed stretch and the status of the final design 
must be such that the construction work can get under 
way within 30 months of the date on which the loan 
contract is signed and be completed within the four- 
year time frame established for the overall program. 

The socioeconomic evaluation of the stretch in 
question must demonstrate a rate of return equal to or 
higher than 12%, by the same method used to calculate 
the return on projects in the representative sample. 

The stretch of road selected must have an 
environmental permit issued by the proper government 
agency. 

3.7  As for the highway maintenance subprogram, the following criteria 
will be used to determine the eligibility and priority of the roads 
and to decide whether they will be included in the restoration or 
periodic maintenance work plans: 

(i) The highway maintenance work to be done each year must 
be part of a multiyear plan updated each year. The 
major and periodic maintenance work needed throughout 
the DER/BA highway system will be established by 
selecting the best combination of alternatives and 
ranking planned activities in order of priority. 

(ii) The restoration and periodic maintenance work is to be 
determined by an evaluation of the service condition 
of the roads and their volume of traffic, and the best 
technical and economic solutions are to be adopted. 
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D. 

3.8 

3.9 

3.10 

3.11 

3.12 

Execution 

The PCü will have the following functions: (i) coordinate and 
permanently monitor the bidding and contracting process; (ii) 
prepare the technical and administrative documents for competitive 
bidding to select the consulting firms that will supervise those 
works and provide other technical assistance; (iii) select other 
projects to upgrade, pave or rehabilitate priority stretches of 
road that are part of Bahia's main highway corridor and oversee the 
technical, economic and environmental studies needed to demonstrate 
their viability; (iv) ensure that the road maintenance plan agreed 
on by the Bank and the borrower is carried out and participate in 
an annual review of that plan; (v) supervise development of the 
institutional strengthening component and take an active part in 
approving and implementing the recommendations that emanate 
therefrom; and (vi) remain in contact with and work with the Bank 
at all times and prepare all technical, economic and financial 
reports and other documents that program administration may 
require. 

To advise the PCü and provide it with technical and administrative 
support in the many tasks for which it will be responsible, a 
consulting firm experienced in services of this type will be 
retained. Specialists on the team detailed by that consulting firm 
will also assist with technology transfer and DEEt/BA staff 
training. 

These consulting services are to be retained before the Bank 
authorizes the first disbursement from the loan, u in 
accordance with the procedures required under Brazilian law. The 
cost of these services will be covered with resources from the 
local contribution, and they will be retained for the duration of 
the program execution period, unless otherwise agreed with the 
Bank. 

2.  

The technical, economic and environmental studies and engineering 
designs for the construction work in the representative sample of 
the program cover a total of some 410 kilometers. This means that 
similar studies must still be conducted for another 940 kilometers, 
to look at the viability of other projects and prepare the final 
designs for those that will be included in the program to complete 
the goal of 1,350 kilometers of roads. 

Specialized consulting firms will be commissioned to perform the 
technical and environmental studies for projects not in the sample, 

u See proposed resolution, Appendix 1. 
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3.13 

3.14 

3.15 

3.16 

3.17 

3.18 

following the procedures established under Brazilian law. Here, 
too, their costs will be covered by the local contribution. Some 
of these contracts have been signed already; all the remaining 
services must be contracted for within six months of the date of 
signature of the loan contract. &/ All of this is to ensure 
that the bidding formalities on the works involved will be 
completed and the contracts let within 30 months of the effective 
date of the loan. 

The economic viability studies for the projects not in the 
representative sample will be conducted by the executing agency, 
which has staff qualified to conduct those studies punctually. 

Estimates are that in principle each consulting 
approximately 200 kilometers of roads, although 
how widely scattered the projects are and how 
inspect the services. 

3. m d  construction 

contract will cover 
this will depend on 
difficult it is to 

Private contractors will do all road construction work under the 
program. Bidding will follow Bank standards and procedures, using 
the method of international public bidding. All road works for the 
stretches in the representative sample will be put up for bid 
simultaneously, except when otherwise agreed with the Bank. 
Subsequent calls for tenders will follow the tentative bidding and 
letting timetable that appears later in this document. 

Bidders must tender separate bids for stretches that go up for bids 
simultaneously. However, they may also include alternatives that 
presuppose their being awarded two or more stretches, provided 
those offers do not exceed their financial means and performance 
capacity. 

The construction work to be carried out under the subprograms in 
question is neither complex nor large enough for the Bank to 
require prequalification of bidders. However, since Brazilian law 
so stipulates, the bidding process will include prequalification. 

In general, the road works that each project involves will be 
completed within 18 months; therefore, it is recommended that the 
deadline for physical startup of all construction work included in 
the program be two and a half years from the effective date of the 
loan contract. I/ 

&/ See Recommendations, Appendix II. 
I/ See proposed resolution, Appendix I. 
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3.19 

3.20 

3.21 

3.22 

3.23 

3.24 

The DER/BA asked the project team for authorization to begin the 
bidding and contracting process for the construction work involved 
in the program's representative sample so that startup could get 
under way as soon as the operation was approved. The project team 
reviewed the bidding specifications and found them to be adequate. 
Accordingly, the DER/BA has opened the bidding process by 
publishing the general procurement notices and notifying the 
embassies pursuant to applicable Bank procedure and policy. 

Road maintenance work eligible for Bank financing will be done by 
contracting firms selected according to the Bank's standards and 
procedures. In these cases, the Bank will contribute the 
equivalent of 40% of the contract amounts. 

In August of each year starting as of the effective date of the 
loan'contract, the Bank and the borrower will meet to draw up a 
detailed maintenance plan for the DEEt/BA road system for the 
following year, which will include the activities eligible for Bank 
financing as well as those that will be financed exclusively by the 
Government of Bahia. That meeting will be used as an opportunity 
to evaluate execution of the previous year's plan and to decide 
what measures are needed to make adjustments or correct any 
deviations from the established goals. 6/ 

Starting in the program's second year, the consultants in charge of 
implementing the SAH afid the SGP will be providing the technical 
input needed to develop the plan and monitor its execution. 

Specialized consulting firms will be engaged to supervise all work 
performed. They will be selected according to the procedures 
established under Brazilian law and their costs will be covered by 
the local counterpart resources. The contracts with these firms 
must be signed before the bids are awarded for the work they will 
supervise. u Hence, the competitions will have to be 
scheduled to fit in with the timetable proposed for inviting 
tenders and letting contracts. 

It is felt that each supervisory firm should be able to oversee 
technical quality and management of a group of projects whose total 
length does not exceed 200 kilometers. Based on that assumption, 
s ix  calls for bids will be needed in order to select the consulting 
firms that will supervise the work on the 1,350 kilometers of road 
under the program. 

See Recommendations, Appendix II. 
u See Recommendations, Appendix II. 
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3.25 The services performed by the supervisors will include though not 
be limited to the following: (i) reviewing designs to ensure that 
they are compatible with conditions at the site and preparing 
detailed construction plans to show any modifications and 
corrections that are to be introduced; (ii) making certain that 
contractors honor the terms of their contracts and work to the 
projects' technical specifications; (iii) checking to ensure that 
all protective measures and recommendations intended to eliminate 
or mitigate possible negative environmental effects are carried 
out; (iv) taking the measurements and doing the price analyses 
needed to prepare the monthly payment vouchers for contractors, 
based on the volume of construction executed; and (v) preparing all 
documents and reports that have to be presented periodically to the 
PCU so that it may present them to the Bank promptly. 

3.26 The supervisory firms will be contracted for the period of time 
required to execute the work they will supervise, plus another 45 
day$ *for preparing the certificates of completion of work and the 
final report. 

5 .  Institutional strewthe- 

3.27 All the consulting services required for implementing the SAM, SGP 
and SAC systems and for the DER/BA's institutional strengthening 
will be contracted within four months of the effective date of the 
contract, and will observe applicable Brazilian legislation. s/ 

6. servicea 

3.28 All construction or service contracting and procurement of 
equipment and materials planned under this program, except for the 
consulting services to be financed in full with the borrower's 
resources, are to be carried out according to Bank procedures. 
When the work for which bids are being invited exceeds the 
equivalent of US$l million and when the amount of the goods or 
services to be procured exceeds US$250,000, the bidding and/or 
competitions shall be at the international level. These procedures 
will be part of the loan contract. 

3.29 During the analysis mission for this operation, the project team 
advised DER/BA authorities on the Bank's procurement procedures and 
related rules, so that they can be taken into account when 
preparing the bidding conditions and the announcements calling for 
tenders. The table in Annex 111-1 shows the calendar for bidding 
competitions and contracting. 

8/ See Recommendations, Appendix II. 
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E. w t  - -  of 

3.30 The analysis of the representative sample confirmed the fact that 
the right-of-way will not have to be widened to accommodate the 
road works under this program and properties fronting on the roads 
in question will not be significantly affected. While no problems 
of this nature are anticipated, the "contingencies" item listed 
under the direct costs category includes a sum equivalent to 
approximately US$700,000 to cover possible compensations to 
property owners, to be paid out of resources contributed by the 
borrower. 

3.31 Before the Bank can authorize the calls for tenders, the borrower 
must present evidence that it has legal possession of the land upon 
which the road works will be built, e/ 

3.32 The program will have an execution period of four years as of the 
effective date of the loan contract. 

3.33 The schedule of disbursements was prepared on the basis of the 
timetable for program execution and is summarized in the following 
table : 

e/ See Recommendations, Appendix II. 
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G. 

3 .34  

H. 

3.35 

8QIIDULZ Op DI-, BY SüB- I 

1.1 Pro6r.m coordinating m i t  400 300 300 300 1,300 0.4 

1.2 Studios .ad dorigns 2,500 1,100 O O 3,600 1.2 

2.1 üpgradin6 a d  paving 25,102 30,663 31.069 15,596 102,510 34.9 

2.2 Rehabilitation 21,600 22,006 22,284 7,450 73.430 25.0 

2.3 ii.intonaco 16.970 17,227 18,578 20,805 73,660 25.1 

3.1 Inititutional 

4.3 IDB inrmction f.o I 367 I 360 I 367 I 368 I 1.470 I 0.5 

AIRIIULADVANCEX I 25.55 I 26.99 I 20.12 I 19.34 I 100.0 I 

es and retroactive f- 

According to the timetable for program execution, the only costs to 
be recognized against the local counterpart contribution would be 
those incurred in the engineering designs and environmental studies 
for projects not in the representative sample, up to a total of 
US$650,000 equivalent. 

Advances 
So that the borrower might have financial resources with which to 
give consultants and contractors advances at the start of the 
program, it is recommended that once the conditions precedent to 
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the first disbursement have been met and if and when the competent 
authorities of Bahia's state government so request, an advance of 
up to the equivalent of 10% of the total amount of the loan be 
authorized. 

I. miro-ta1 CO- 

3.36 The state of Bahia has spelled out the basic principles governing 
environmental matters in Law 3858 of 1980. That law institutes the 
State Environmental Resource Management System [Sistema Estadual de 
Administração dos Recursos Ambientais] (SEARA) which consists of 
two agencies: the State Environmental Protection Council [Conselho 
Estadual de Proteção Ambiental] (CEPRAM) and the Environmental 
Resource Center [Centro de Recursos Ambientais J (CRA) . The CEPRAM 
is the system's deliberative and legislative body, while the CRA 
carries out its directives and enforces its rules. 

3.37 In 1989, through State Decree 2303, the institutional apparatus for 
environmental issues was strengthened with the creation of 
environmental advisory 'services units [núcleo de assessoramento de 
meio ambiente] (NAMA) in each secretariat of state. With 
Resolution S1/89, a NAMA was set up within the Secretariat for 
Energy, Transportation and Communications (SETC). More recently, 
the CEPRAM has started to require that technical environmental 
protection committees [comiss8es técnicas de garantia ambiental] 
(CTGA) be in place before the preliminary permit is issued, as 
another way to ensure that environmental control measures will be 
taken during the execution of physical works of the kind that this 
program involves. 

3.38 The project team found the SEARA'S institutional structure to be 
adequate and capable of properly monitoring and controlling the 
state's environmental affairs. For the present program, the CRA 
decided that because the works involved are to upgrade and repave 
existing roads, no environmental impact assessment (EIA) or 
environmental impact report (RIMA) need be done. Nevertheless, at 
that agency's request, an environmental impact study was done for 
the program. This study identified the direct and indirect 
potential negative impacts and proposed mitigative measures which 
are considered satisfactory. 

3.39 Given the existing institutional setup, two CTGAs will have to be 
created for each stretch of road or group of roads included in the 
program before work on those stretches can begin. One of the 
committees will consist of officials from the SETC and the DER/BA 
designated to sene on that committee. The other committee will 
consist of the works contractor, by agreement of its board of 
directors, which must be legally registered. Both CTGAs will 
inspect and monitor any preventive or mitigative measures taken, 
prepare reports and handle the general administration of 
environmental matters in the physical area encompassed by their 
assigned project. Any coordination needed with the CR4 to enable 
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the CTGAs to perform their functions will be handled through the 
NAMA at the SETC. 

3.40 Since neither the SETC nor the DER/BA has environmental specialists 
on their professional staff, specialized consultants need to be on 
hand to advise the CTGAs. The technical staff that checks to 
ensure that environmental protection measures are carried out must 
also be properly trained. For these reasons, resources for 
technical assistance and training in those areas have been included 
in the program. 

3.41 It is further recommended that the following conditions be included 
in the loan contract: (i) the DER/BA is to set up the respective 
CTGAs before the physical startup of work for each stretch or 
package of stretches; and (ii) before awarding contracts for works 
in the Chapadóes Ocidentais region, the DER/BA is to submit 
evidence to the Bank that the CRA has assigned an agrotoxins 
specialist and a water management specialist for that area. These 
experts must have proven experience and skill and will provide 
support for staff at the CRA's regional office in Barreiras, since 
this is an agricultural area that practices modern, high- 
technology, high-yield farming. 39/ 

3.42 In keeping with current policy (memorandum from the Comptroller 
dated March 26, 1993), the state of Bahia was consulted and 
subsequently indicated that it was interested in doing an ex post 
evaluation of the program. The method that will be used is similar 
to the one used in recent highway programs carried out in Brazil 
with Bank support. u 

ie/ See Recommendations, Appendix II. 
JJJ  See Annex A, Appendix III. 
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IV. THE BORROWER AND THE EXECUTING AGENCY 

4.1 The borrower in the highway corridor program will be the State of 
Bahia, with the Federative Republic of Brazil providing a joint and 
several guarantee for the financing being recommended in this 
document. 

2. n e  execut-ncv - Bahia State m h  way . DeD&rtment 

a. bture. b t i o n s  and o m a t i o n a l  structure of the 
v 

4.2 In ,Bahia, the Secretariat for Energy, Transportation and 
Communications (SETC) formulates and applies policies in the 
transportation sector, while the Bahia State Highway Department 
(DER/BA) is responsible for carrying out programs in the highway 
subsector. Created in 1946, the DER/BA is a decentralized 
government agency affiliated with the SETC, with legal status and 
administrative and financial autonomy. 

4.3 Its functions are specified in its bylaws, most recently revised in 
1985, and consist primarily of carrying out highway studies and 
projects, maintaining and improving state roads and monitoring and 
inspecting traffic on those roads. 

4.4 To achieve its basic objectives, the DER/BA has adopted a structure 
that is consistent with its bylaws. While this structure has 
allowed the agency to perform its basic functions, there is still 
room for improvement. The view is that its planning, execution and 
supervision of activities need to be strengthened, particularly 
maintenance which to a large extent has been done on force account. 
Maintenance resident engineer offices have not been performing 
their functions systematically, generally because resources are 
limited; often they confine themselves to emergency situations. 

4.5 Given these circumstances, the director general created a permanent 
advisory group to make recommendations on ways to improve the 
department's efficiency and effectiveness. Based on the group's 
findings, administrative improvement measures were identified. 
First, staff could be trimmed by retiring persons with low 
productivity either by enforcing the legal retirement age or by 
offering incentives. Secondly, the organization needs to be 
modernized by developing new techniques such as the maintenance 
management system, pavement management system and contract 
management system. The program under study will help to launch 
these systems and ensure that environmental considerations are 
included when planning and managing highways. Third, it was 
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recommended that more of the services traditionally performed by 
the DER/BA be contracted out to the private sector, which can 
provide them more efficiently. Hence, the program's maintenance 
component makes allowance for periodic maintenance and restoration 
work eligible for Bank financing to be contracted with specialized 
firms . 

4.6 The Personnel Unit of the Administrative Services Office manages 
the DER/BA's human resources. The agency has no recruitment, 
selection, compensation, promotion, or training policies; instead, 
it adopted the existing general guidelines for state government 
personnel. A government directive still in effect prohibits 
additional hiring and thereby limits the agency's latitude in 
managing its human resources. 

4.7 The ,following table shows the DER/BA staff in active service as of 
January 31, 1993. 

4.8 Because of the restriction on hiring new staff, the DEX/BA's age 
profile and average length of service are relatively high. This is 
especially true of the field staff at the resident engineer 
offices, who account for approximately 70% of the staff. On the 
whole, DER/BA staff perform their assigned functions 
satisfactorily. 

I üunbor I z 

I Offico of t h o  Diroctor Omoral I so I 1.3 
I 

Progrdng  md Budgot Offico 15 0.4 

L.8.l Doputrwnt 21 0.6 

Auditing Offico I 15 0.4 
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c. -. accoynring and f- 

4.9 The Office of Financial Hanagement is in charge of executing the 
budget, recording budgetary and financial transactions and 
effecting and controlling disbursements, The Programming and 
Budget Office formulates the budget proposal and then programs it 
through a quarterly plan previously agreed upon with the Planning 
Secretariat [Secretaria de Planejamento] (SEPLAN). This plan is 
computerized so that it can be monitored and supervised. 

4.10 The DER/BA's accounts are part of the accounting system and are 
integrated with the state planning system. These subsystems are 
all interconnected in the state financial system, which is suitably 
designed and computerized for all government offices. The staff in 
charge of these functions are reasonably familiar with the 
procedures and perform their functions satisfactorily. Finally, 
administration of the program involves accounting and financial 
functions and requires personnel with the skills to perform them. 

4.11 The Internal Auditing Office evaluates the DER/BA's management of 
itself and is directly answerable to the director general. On the 
whole, the basic functions stipulated in the agency's bylaws are 
performed satisfactorily, the exception being the general planning 
functions and how they are interpreted. 

4.12 The unit chief supervises a group of professional accountants, 
economists and engineers whose auditing experience is limited to 
DER/BA internal auditing. These professionals do not participate 
in training courses. Their functions include visiting the resident 
engineer offices and reviewing procedures for bidding, financial 
management and general services, all according to a draft auditing 
manual. The data processing area, however, is not checked. 
Noreover, the independence so essential for this evaluation and 
control activity is compromised by the fact that staff from the 
internal auditing office perform line functions, checking a 
disbursement's supporting documents before checks are issued. 

4.13 With this in mind and to enable the unit to function more 
effectively, it is recommended that the loan contract include a 
clause to the effect that the borrower, through the executing 
agency, shall reorganize the functions of the DER/BA's internal 
auditing office within 12 months of the effective date of the loan 
contract to introduce the following functions or adjustments: (a) 
planning activities for the following year; (b) examining the data 
processing work and the proposed program's technical and financial 
execution; (c) providing professional training to the unit's staff; 
(d) preparing the final version of the auditing manual and 
periodically updating it; and (e) eliminating all line functions 
that should be subject to a posteriori review exclusively. Within 
24 months of the effective date of the loan contract, the borrower 
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is to demonstrate that the reorganization has been satisfactorily 
completed. W 

4.14 External control of the DER/BA is currently performed under a 
system whereby a statement of all transactions effected is 
presented each year to the state auditing office. 

4.15 In addition to its review of these annual statements, the state 
auditing office makes several periodic visits during each fiscal 
period to check the legality and legitimacy of the DER/BA's 
activities and transactions. The Office of the State Comptroller 
General, part of the executive branch of the state government, also 
audits the department and reviews its budgets and accounts. 
Similarly, but with different authority, officials from the SETC, 
the Secretariat of the National Treasury, and SEPLAN also have a 
role: This control system is reasonable and effective. 

4.16 It is recommended that the present program's financial statements 
be submitted each year for the duration of the program, to be 
certified by a firm of independent public accountants, JJ/ 
which will operate under the supervision of the Secretariat of the 
National Treasury of the Ministry of the Treasury and in accordance 
with the Bank's requirements in this area. The first financial 
statements shall be for the year in which the program 
begins. 14/ 

4.17 Maintenance is functionally assigned to the Highway Maintenance and 
Improvement Division, which performs these activities through 20 
maintenance and improvement resident engineer offices, each under 
the supervision of a resident engineer. The DER/BA's institutional 
maintenance setup reflects the functional departmentalization 
typical of highway agencies in Brazil. The Division is thus 
organized into technical coordination offices for maintenance and 
improvement, for traffic safety, and for equipment operation. 

4.18 Two technical coordination offices for highway maintenance have 
been set up (Region I and II), each one with 10 resident engineer 
offices. They direct and supervise maintenance and improvement 
services in the rights-of-way, put down the bituminous surface and 
pavement, build drainage works and other structures and install 

See Recommendations, Appendix II. 
1l/ The authorities of the State of Bahia have requested that these 

functions be performed by the state auditing office. The 
specialized unit of the Bank presently has that request under 
study . 

&/ See Recommendations, Appendix II. 
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road signs and signals. The traffic safety office compiles traffic 
statistics and looks for vehicles with excess or hazardous cargo. 
The equipment operation office maintains, repairs and schedules the 
use of highway equipment. 

4.19 The institutional structure described above and the respective 
decision-making processes involve considerable formalities and are 
centralized with the technical units at headquarters. 
Nevertheless, a budgetary and financial decentralization process is 
under way, and, as a result, the resident engineer offices are 
beginning to handle bidding procedures that are based on letters of 
invitation, a procedure used for contracts that, taken separately, 
are not in excess of US$50,000. Moreover, implementation of the 
SAM, the SGP and the SAC included under the program will make 
highway maintenance better and more economical and allow better 
monitoring of services provided by third parties. Lis/ 

a. 

4.20 Using the State of Bahia's balance sheets, a consolidated table of 
resources for the 1988-1992 period was prepared and appears below. 

W These and other aspects of highway maintenance are also discussed 
in Chapter III, while maintenance costs are discussed under the 
section titled Financial Review, below. 

W The following criteria have been used for the financial review: 
(1) current monetary values have been expressed in currency values 
as of the end of December 1992; (2) the resulting amounts were 
converted into United States dollars at the exchange rate of 
Cr$12,387 - US$l.OO, the last quoted rate for December 1992. 
This review and analysis covers income and expenditures exclusively 
for direct state administration, except for the "personnel 
expenses" category, which includes amounts transferred to pay 
salaries and wages of agencies under the indirect administration 
system.for work not done by the force account method. 

W 
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4.21 Total state resources rose as a result of the increase in current 
revenue from 77% of the state's total resources in 1988 to 94% in 
1992. The reasons for this increase can be summarized as follows: 
(a) the 1988 tax reform expanded the base of the general sales tax 
[imposto sobre circulação de mercadorias] (ICM) which, as of 1989, 
included several services as well [imposto sobre circulação de 
mercadorias e serviços] (ICMS); (b) several items previously listed 
under "capital transfers from the Federal Government" have been 
shifted so that they now appear under the "current" category and 
the state's percentage share in several federal capital transfers 
also rose; (c) borrowings fell from 15% of total revenue in 1988 to 
just 6% in 1992. 

4.22 In the category "tax and fee revenue", tax revenue predominates, 
especially the ICMS, which averaged over 46% of the state's total 
revenue for the period in question. Revenue from the ICMS has 
been increasing, except for a slight drop in 1992; the cumulative 
annyl rate for the period as a whole was 4.4%. An important 
factor here was the tax reform and higher tax revenue brought about 
by better auditing of taxpayers to curtail tax evasion. 

4.23 Investment income refers to revenue from the state's investments on 
the open market. This revenue represented 14% of the total, which 
indicates that the high return on capital in Brazil's very 
inflationary economy was used to good advantage. The 1990 drop is 
a function of the change of government that occurred the following 
year, which is normally attended by increased spending by the 
outgoing administration; a change of administration also sometimes 
means that state coffers are temporarily short on resources for 
investments. 

4.24 The increase in current transfers and the offsetting decrease in 
capital transfers was the result of new budgetary procedures, 
includings Federal Government transfers to the state of its 
respective share under the State Revenue Sharing Fund and transfers 
to the Unified Health System. The overall increase was also due to 
the fact that the new criteria for distributing these shares 
favored states in the north, northeast and central-west regions of 
the country, and other amounts that were long past due were also 
finally released. 

4.25 Financings, which averaged 10% of total state treasury revenue, are 
domestic loans for the most part negotiated with the Caixa 
Econ6mica Federal (CEF). In 1990, Bahia, and several other states, 
declared a moratorium on balances owed to the CEF, with the result 
that income from that source decreased in the years that followed. 
As a rule, operations were confined to two-year renewals and, 
starting in 1992, three-year renewals of 88% of matured government 
bonds with the remaining 12% being paid off. As for foreign loans, 
the moratorium declared by the Federal Government in 1990 meant 
that no new contracts were signed. 
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4.26 The state's balance sheets for the 1988-1992 period have been 
consolidated by spending category and are shown in the following 
table. 

4.27 Actual total outlays increased during the period by lo%, equal to a 
cumulative annual rate of 2.4%. Current expenditures accounted for 
70% of the total, while personnel costs represented 27%. As of 
1991, wages and salaries were estimated to have lost 20% of their 
purchasing power. That was the new administration's first year in 
office and as usually happens at the start of each administration, 
an effort was made to clean up public finances by reducing spending 
and setting savings aside for the years ahead. Thus, in 1992 
salaries rebounded 3% over the previous year. 

4.28 The "personnel" category item increased in 1993 not because of an 
increase in the payroll, but - by federal law - the data on the 
fiscal balance sheet must be presented differently. Wages and 
salaries pertaining to work contracted out, which heretofore had 
been entered under current transfers, are now included under the 
"personnel" category for the force account system. Consequently, 
current transfers show a decline, including the 25% share of the 
revenue from the ICHS and export fund and the 50% share of the 
vehicle property tax that go to the municipalities, as required 
under the state constitution. 

4.29 Capital expenditures, which represented 30% of total expenditures, 
include physical and financial investments, transfers for 
investments made by state enterprises, and amortization of the 
public debt. Capital transfers were the most significant item in 
that group, accounting for 13% of total expenditures. In 1991, 
with the start of a new administration, capital expenditures slowed 
down, but then picked up again in fiscal year 1992. For the 
immediate future, investment priorities will focus on several 
programs receiving partial Bank financing. 

4.30 Approximately 12% of treasury revenue went toward servicing the 
debt: 4% for finance charges and 8% for paying back the principal 
owed on both domestic and external debt. The highest finance 
charges paid on the domestic debt were in 1989 and 1990, when new 
contracts were signed with the CEF, although the moratorium 
declared in late 1990 triggered a gradual decline in that item. 
Something similar occurred with payments of principal, which 
increased in 1992 because of the payments made to reschedule the 
debt with the Banco Nacional and Bamerindus. Decisions made by the 
Central Bank were behind the variations in payments on the external 
deb t. 
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4.31 Examining the performance of the state budget in the 1988-1990 
period, one finds that the State of Bahia generated sufficient 
current revenue to cover its operating expenses. Therefore, the 
deficits that occurred in 1988, 1990 and 1992, equivalent to 9X, 
7.4% and 4.4% of total resources, respectively, were the result of 
its investment policy and not an operating deficit. In 1992, it 
was financed by borrowing against the 1991 surplus. In the other 
two years, the budget category "balances payable" was used whenever 
necessary, thereby deferring until the following year repayment of 
debts incurred the previous year. 

4.32 The borrowing position of the State of Bahia as of December 31, 
1992 is illustrated in the following table. 

4.33 The state is up to date on 83% of its debt. Of the portion due and 
payable, 12X is on the domestic debt and the remaining 5X on the 
external debt. The domestic debt includes the overdue balances 
with the CEF, the Central Bank and the Banco do Nordeste do Brasil - all federal government institutions - and with DESEMBANCO - a 
state institution. Expectations are that the amounts overdue will 
be rescheduled once a bill now before Congress has been passed. 

4.34 Up to 1988, the external debt was being paid regularly. Toward the 
end of 1989, however, monetary authorities ordered the suspension 
of payments. At the present time, the external debt includes 
principal and interest owed to private banking institutions. None 
of the principal is being repaid, and only SOX of the interest owed 
is being repaid, although at one time that figure was as low as 
30X. Payments will be resumed once the national authorities come 
to an agreement with their foreign creditors and, it is hoped, on 
terms similar to those agreed upon for the Federal Government. 
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4.35 From the evidence presented to the Bank, the State of Bahia 
presently has borrowing capacity and the capacity to repay its 
debts, including the loan from the Bank, since it meets the 
requirements established by the Federal Senate (Resolution 36 of 
June 1992). The State, therefore, is eligible to request the 
authorization needed to negotiate new loans. 

d. Xax anp fee-based revenue associated with W tranaDort 

4.36 Revenue from this source for the period between 1988 and 1992 is 
shown in the table below. 

4.37 Until just a few years ago, there were several taxes that were used 
to fund the National Highway Fund, which was divided between the 
federal and state governments. Economic policy decisions at the 
federal level later merged that fund with the National Development 
Fund with the result that the highway sector gradually lost its 
chief source of funding. 

4.38 In place of one of those taxes, a general vehicle tax was created 
in 1986. Later, with the enactment of the 1988 Constitution, more 
fiscal revenue was shared with the states and municipalities when 
the sales tax base was expanded. Under the federal and state 
constitutions, the municipalities are to receive 25% of the revenue 
from the sales and services tax and 50% of the revenues from the 
vehicle tax, under the principle of revenue sharing. 

4.39 At present, revenue from these taxes is not linked to any specific 
government program, either state or municipal, since that is 
prohibited under the Constitution. Nevertheless, the 1988 
Constitution is slated for review shortly and that prohibition may 
be repealed. Moreover, approximately 75% of the outlays for the 
DER/BA's highway maintenance and construction programs are paid out 
of revenue generated by taxes on users of the state's 
transportation services, which is an acceptable figure. 
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2. 

The following summary table shows that between 1988 and 1992 around 
42% of the DER/BA's income was current income, while the remaining 
58% was noncurrent. There were no toll increases. 

The -a State w w a v  D-(DER/BA) 

4.40 

4.41 There was a drop in the so-called "linked revenue", which 
represents transfers of revenue collected by the Federal Government - when there was a National Highway Rind - for highway programs. 
As explained earlier, Brazil's 1988 Constitution decentralized that 
responsibility to the states. Now, with the exception of certain 
minor revenue from agreements, fines, the sale of bid 
specifications and other similar sources, revenue is basically not 
linked. This means that it comes from the state treasury in the 
form of transfers. At the present time, such transfers account for 
almost all of the DER/BA's resources. 

4.42 The table below shows the department's outlays by program. Two 
thirds of its resources were spent on construction work, which does 
not include restoration. The remaining third was earmarked for 
road restoration (14%), equipment purchases (1%) and road 
maintenance (18%). Periodic and routine maintenance absorbed 8% 
and lo%, respectively. Those functions have been performed 
primarily on force account, although often the resident engineer 
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offices have contracted for periodic routine and maintenance 
services by soliciting bids by letter of invitation when the 
contract amount does not exceed the approximate equivalent of 
US$50,000. 

4.43 The resources appropriated in the past was not sufficient to 
maintain the state highway system in proper condition. In fact, 
the present government describes the system's condition as critical 
and has made its physical rehabilitation a priority. Measures to 
expand the system can only be undertaken once the physical 
reconditioning has been completed, within a strategy of regional 
articulation and intermodal integration. 

4.44 The corrective measures currently scheduled were planned on the 
basis of the techniques used by the resident engineer offices and 
available budget funds. The DER/BA has not yet developed a 
maintenance system that measures needs or prioritizes activities 
while determining the level of resources needed. Moreover, the 
DER/BA does not have a system that determines maintenance needs and 
evaluates performance on the basis of technical and economic 
criteria. To correct this situation, an agreement was reached with 
state government and DER/BA officials to have the program under 
study include a component to introduce maintenance, pavement, and 
contract management systems with the features and scope described 
in chapter III ("Program Execution"). 
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O. PROCRAX FEASIBILITY 

5.1 The final engineering designs and technical specifications for the 
work planned on the nine stretches in the representative sample for 
the highway upgrading and paving subprogram and the rehabilitation 
subprogram have been reviewed and are considered satisfactory. The 
technical solutions that the designs involve are adequate, fairly 
simple and do not require sophisticated construction techniques. 
They are consistent with the best engineering practices used in the 
country. In computing figures, the methods used allow for 
sufficient accuracy, while to figure construction budgets the 
analyses of unit prices have been done using market prices and 
normal average return rates in the state of Bahia. There are also 
allowances for possible price escalations and other unforeseen 
expenditures. 

5.2 For the geometric design, the drainage works have been scaled and 
the type and structural composition of the pavements has been 
selected according to Bahia state standards which are commensurate 
with those used by the federal highway authority (DNER). The 
geometric features selected were based on traffic projections with 
a 20-year horizon, and load excesses on cargo vehicles now 
travelling Bahia's highways and roads were factored into the 
pavement design, 

5 . 3  Bahia has sufficient experience with projects and works similar to 
those included in the proposed program, so no technical 
difficulties in accomplishing the established goals are 
anticipated. 

5.4 With the help of the project team, using the data available as of 
December 1992, the DER/BA established preliminary annual highway 
maintenance goals that served as the basis for the maintenance 
subprogram. This plan will be gradually corrected and modified as 
inventories are completed and the databases are installed to 
operate the maintenance management system ( S A M )  and the pavement 
management system (SGP). The greater technical and administrative 
effort required to carry out the plan is adequately covered by the 
technical assistance that the DER/BA will receive through this 
program. 

5.5 To establish the program's economic feasibility, a socioeconomic 
evaluation was done of each project in the representative sample. 
The investments made under the program will mainly reduce vehicle 
operating costs and, to a lesser extent, annual road maintenance 
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costs and user travel time. These savings constitute the bulk of 
the benefits, evaluated according to the standard method used by 
the Bank, which is based on the social surplus approach. 

5.6 The evaluations were based on 24-hour traffic counts taken at each 
road for a three-day period and on surveys to determine the origin 
and destination of the traffic. For the economic evaluations, 
equations were used from the World Bank's "Highway Design and 
Haintenance Standards Hodel" (HDM-3), which make it possible to 
evaluate vehicle operating costs with and without the project. 

5.7 The information on traffic volume, along the stretches in the 
sample is summarized in the following table: 

~ ~ ~~~~ ~~ ~ ~ ~ 

BA-827 - Cotia 88 2 60 130 

BR-135 - Coacoral 40 1 75 125 

Hiioso - BA-825 110 7 153 270 

bR-242 - Tocantins i tat .  line 70 8 137 215 

5.8 The project costs include the investment (initial investment and 
the repaving costs that will have to be incurred over the 20-year 
period covered by the analysis) as well as routine and periodic 
annual maintenance costs. An analysis comparing alternative types 
of pavement was done to make certain that the alternative selected 
is the best one. 

5.9 The analyses done show that the economic internal rate of return 
(EIRR) for individual projects varies from 21% to 49%, with the 
average return being 32%. The main findings of the economic 
evaluations are shown in the following table. A first-year benefit 
(FYB) ratio of over 12% indicates that any delay in the project is 
inadvisable. 
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5.10 

5.11 

Roaulta of t ô o  oc on mi^ waiuatioa of  tbo projocta i n  

Road atrotch m 11 BIRR m 
Soahor do h f i m  - C a p o  Fomo80 14.342 40X 251 

k i r i  - BA-O52 14,138 411 281 

BA-052 - BA-421 7,634 231 15X 

BA-421 - BR-242 5,791 231 151 

BA-324 - BR-101 14,100 261 16X 

BA-827 - bti8 18,010 21x 171 

BR-135 - Coocoral 40,749 321 181 

HiPoao - BA-825 11.773 491 49x 

27,364 341 311 

i/ Uot ~roaont  valu. i n  mil l ima of CrS 

The sensitivity analysis done shows that there is very little risk 
that the projects in the sample will not produce an economic 
re turn. 

2. Pistributi ve irm>act 

Distributive impact was measured by the Bank's normal method, which 
is to figure the benefits that accrue to low-income groups as a 
percentage of all benefits to the private sector as a whole. The 
benefits and costs of the projects in the sample are spread among 
the various groups as illustrated below: 
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5.12 This distribution yields a distributive impact coefficient of 
30% J,&/, which is largely due to the fact that in the state of 
Bahia, and particularly in this program's service area, 81% of the 
population is in the low-income group. Because of the overlap 
between the cargo shipping sector and the passenger transport 
sector, a considerable portion of the decreases in vehicle 
operating costs can be passed on to users because there will be 
significant reductions in freight rates. A 30% decrease is 
expected in the surcharge on the usual rate charged by carriers on 
roads that are in very bad physical condition. Also, the benefits 
in the case of light-weight vehicles, which affect the higher- 
income groups more, are relatively low. 

3. -act of the Drojects on tranispsrt costa 

5.13 The truck shipping sector in the state of Bahia is one in which 
carriers compete freely and their rates are based on supply and 
demand. Because of this free market competition, the decreases in 
truck operating costs that the program will bring about should be 
passed on to users in the form of lower shipping charges. 
Agricultural producers and cooperatives that have trucks of their 
own for their transportation needs will see a direct benefit in the 
form of lower vehicle operating costs. Several surveys conducted 
in the service area of the projects in the sample show that 

Coefficient - 91.813 - 0.30 
91,813 + 214,959 
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truckers add a considerable Surcharge, ranging anywhere from 30% to 
50% of the base rate, to haul loads over bad roads. This surcharge 
will disappear on the roads included in the program. In other 
words, users of the roads included in the program will see a direct 
benefit in the form of lower highway transport costs. This 
decrease will be quite substantial, as the following paragraph 
explains. 

5.14 The computations done for the economic evaluation show that the 
investments planned under the program will reduce the trucks' 
operating costs on improved stretches by an average of 50%. This 
represents a savings of US$0.58/kilorneter, which will be passed on 
to users - be they producers or middlemen - in the form of reduced 
rates. To ship six metric tons (the average load carried) over a 
distance of 90 kilometers (average length of the individual 
stretches in the program), the user will save USS8.70 per ton in 
shipping costs. The savings is significant when compared with the 
value of the products being shipped. For example, in relative 
terms this decrease represents 6% of the market value of rice, 11% 
of the market value of corn, and 7% of the market value of 
soybeans, the three products most representative of the products 
shipped via the main corridor in the program. 

c. - 
5.15 The total cost of the proposed program has been estimated to be the 

equivalent of US$294 million, to be financed in equal parts by a 
loan from the Bank and by the State of Bahia. Therefore, the state 
treasury's financial capacity to make matching contributions of 
US$147 million and to service the debt that loan represents must be 
de termined. 

1. Financial D r o w n s  for the state of B a b  u/ 
a. 

5.16 The projections of fiscal revenue for 1993-2002, shown below, were 
premised on the general and specific assumptions discussed below. 
Should those assumptions materialize, the Treasury's financial 
performance will be as follows. 

ie/ For the financial projections, December 1992 constant currency was 
used, expressed in United States dollars at an exchange rate of 
CrS12387 = US$l.OO, which was the last quotation for December 1992. 
Apart from the price escalations in the program's estimated costs, 
no allowance was made for any variations in price levels. 
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5.17 Given the correlation between tax revenue and the level of economic 
activity in the state, one of the logical parameters to use to 
predict tax revenue is the expected growth in the state's gross 
domestic product (GDP) according to recent estimates by the 
Economic Planning Commission [ ComissHo de Planejamento Econ6micoI 
(CPE). To provide a more conservative projection, a 20% deflator 
on annual GDP rates has been factored in. 

5.18 Accordingly - and despite a systematic effort to increase tax 
revenue from the ICMS - an increase in tax revenue was not 
considered in the projection to keep it on the conservative side. 
Therefore, the ICHS will increase at an average of 3.5%, less than 
the 4.4% annual growth it achieved between 1988 and 1992 (see 
chapter IV). 

5.19 The income tax surcharge created by the Federal Constitution goes 
directly to the Federal Treasury. It is charged on capital gains 
and,i.s calculated at a rate of 5% over the income tax due. Because 
it, too, is closely correlated with economic activity, the rate of 
increase applied in the case of this surcharge was similar to rate 
applied for the ICMS. The vehicle tax (IPVA) was figured on the 
basis of data supplied by Bahia State Transit Authority 
(DETRAN/BA). Since currently only 50% of all vehicles have been 
registered for tax purposes, it was assumed that all the remaining 
vehicles would be registered by the end of the project period, 
which is equivalent to an increase of nearly 10% per annum in the 
number of units subject to taxes. Nevertheless, the decision was 
made to use only half the anticipated growth rate, which - when 
combined with the GDP effect - represents an average annual rate of 
8.5%. 

5.20 Investment revenue consists of the return on the Treasury's 
placements of temporary financial surpluses. The high return on 
investments in a highly inflationary scenario has been, as pointed 
out in chapter IV, one of the prominent features in the recent 
experience of the country and of the state. Given the anticipated 
real growth of the economy, interest rates are expected to move 
down gradually although they should continue to produce significant 
real returns. 

5.21 Current transfers will account for 21% of the state's total 
resources, a share that is largely attributable to the items those 
transfers include: the state revenue-sharing fund (FPE), the 
exports fund (which compensates states for the tax exemption on 
exports of industrialized products), the education salary, the 
unified health system and similar systems. The forecast of their 
future performance takes into account the anticipated growth rates 
for both Brazil's and Bahia's GDPs, both with a 20% deflator 
factored in, as well as the individual distribution criteria set by 
applicable legislation. Their combined impact of 4.5% per annum is 
considered acceptable. "Other current revenue" includes royalties 
from oil drilling in Bahia; these have been assigned an annual 
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growth rate of 2%, which is below PETROBRk's projections. Also 
included were EMBASA'S payments to service the debt on a 
prospective Bank loan to that sanitation company. 

5.22 Under "noncurrent revenue", borrowings both present and future 
include the loan recommended in this document and the prospective 
EMBASA loan. All such operations are intended to cover investment 
needs that exceed the current savings to be generated. There are 
also plans to renew loans already negotiated. 

5.23 The state's projected expenditures are summarized in the following 
table. 

5.24 The table shows "personnel" as the largest spending category. 
Because of the policy of reducing payroll's share in state 
spending, the 1993 budget was held constant. The increase noted 
that year is because the category was expanded to include wages and 
salaries under both the direct and indirect administration systems, 
with an offsetting decrease under current transfers. Current 
transfers include the transfers to the municipalities as required 
under the Constitution, which stipulates that they are to receive 
25% of the revenue from the ICHS and the Export Fund, and 50% of 
the revenue from the IPVA. "Other current expenditures" represent 
operating expenses, except for the personnel needed for the 
operation of the state bureaucracy; since this structure is 
relatively rigid, the expenditures do not vary with time. 

5.25 Investments reflect works in progress and works to be carried out 
under state-run programs. This heading was limited to the highest 
priority programs that are part of the multiyear plan for 1992- 
1995, which covers the t e m  of office of the present 
administration. In the projections, investments associated with 
the highway corridors program and the EMBASA program are shown 
separately under capital transfers and financial investments, 
according to their schedule of execution. Since new investment 
programs after 1995 will address needs identified by other 
administrations, the surplus funds from any current savings and 
noncurrent revenue not used for debt service or other obligations 
have been lumped together under that heading. 

5.26 These projections reflect service on existing debt and on debt to 
be incurred, including the two prospective Bank loans mentioned in 
the preceding paragraph, in keeping with the state's debt profile 
which makes allowance for any effect that the state's rescheduling 
of its debt with the Federal Government and with foreign private 
creditors would have. Repayments and finance charges would absorb 
approximately 11% of the funds, a percentage similar to the one 
observed for the last five years. 
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5.27 The projected balances indicate that there would be temporary 
deficits which, as in recent years, will be financed by borrowing 
against excess surpluses from previous years or by means of either 
the "balances payable" mechanism (deferment of payment of 
obligations until the new fiscal period) or short-term banks loans. 

2. Financial Droiections for the D m  

5.28 These projections were prepared for the 1993-1997 period and 
therefore cover the period during which the program under study 
would be carried out. 

5.29 The income structure will continue to be similar to the one 
described in chapter IV. Also included are disbursements from the 
possible Bank loan and the matching resources contributed by the 
state treasury, following the program's timetable and disbursement 
schedule. 

The 'DER/BA's expenditures during program execution are shown in the 
following table. The item "payroll and benefits" shows the annual 
cost of staff at headquarters personnel; other staff is included 
under the unit costs for the various technical operations. Other 
costs, such as third-party services and consumer materials, have 
been treated the same way. 

5.30 

5.31 The 1993 fiscal year includes the completion of construction work 
begun in previous fiscal periods, mainly 1992. After that, there 
is an item to cover sporadic small-scale works. Outside the 
program, the DER/BA will be reconditioning roads and doing routine 
maintenance on both the main network and the secondary network. 

5.32 "Capital expenditures" go toward upgrading, paving and 
rehabilitating road surfaces (with dust control treatment) on a 
number of stretches in the state highway system. These 
investments, like those for restoration and periodic maintenance 
work - except for periodic maintenance of gravel/dirt roads - are 
part of the program, and their timetable and financing are 
described in the chapter on program execution. The remaining 
investment categories are also listed along with their annual 
costs. 

3. -tv of the local contruutiw 

5.33 The financial projections anticipate that the matching funds will 
come from the Bahia state treasury and are feasible provided the 
assumptions upon which they are based materialize reasonably well. 
Those assumptions include positive economic performance generated 
by acceptable growth in both Bahia's and Brazil's GDPs, at a rate 
considered to be feasible although less than the rate predicted by 
the state planing agency. 
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5.34 These projections are also based on the expectation that tax and 
fee revenue will be sufficient to cover anticipated spending 
levels, even if the revenue is not as high as expected. This will 
be done by reducing outlays to compensate for inflation, keeping 
spending in line with revenue, or adopting fiscal policy measures 
that preserve the purchasing power of the treasury's revenues. 
Should the basic assumptions materialize, including the expected 
rescheduling of financial obligations with the Federal Government 
and with foreign creditors, the State of Bahia will have the 
resources it needs to honor its financial commitments on schedule, 
which include its contributions for program execution and repayment 
of the Bank loan. 

5.35 There is, moreover, a pool of resources that - although officially 
earmarked for investment projects in the 1992-1995 government plan - could eventually be reallocated to supplement the funds that 
might be needed to execute the proposed program. These resources 
are, *shown under the headings "investments" and "other capital 
transfers." During program execution, they would total the 
equivalent of USS900 million. Finally, coupled with these 
guarantees of sufficient resources for the program is the political 
determination of the State of Bahia and the Federative Republic of 
Brazil, which have made this program one of their top priorities. 

5.36 Because of the state's growing population, the increase in 
productive activities and the need to provide better and safer 
conditions for user and cargo access to consumption centers and 
ports, the Government of the State of Bahia decided to review its 
highway policy, the structure of the agency that executes that 
policy and the manner in which that agency provides its services. 

5.37 The proposed program was designed to meet the state's new 
transportation objectives, which are to recondition the existing 
roads, provide adequate maintenance, reduce transportation costs 
and have the private sector do more of the maintenance work that 
was traditionally done on force account. To consolidate the 
program's benefits and extend its impact after its physical 
completion, activities were included for the DER/BA's institutional 
strengthening. Maintenance management, pavement management and 
contract management systems will be introduced and staff will be 
trained to run them. At the same time, more road maintenance work 
will be contracted out to third parties, with up to 70% being done 
by the private sector. As part of the state's institutional system 
for environmental protection, the program provides for the creation 
of environmental protection committees whose responsibilities and 
functions are considered adequate for their purpose. All these 
activities will facilitate functional and organizational 
adjustments in the DER/BA and will improve its technical and 
administrative capacity to carry out projects. 
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5.38 

E. 

5.39 

F. 

5.40 

G. 

5.41 

To give the executing agency added support, consulting firms will 
be contracted to advise it on the program's administration and on 
supervising and controlling the quality of work performed. For 
this reason and for the reasons explained earlier, the physical and 
institutional goals of the proposed program are expected to be 
achieved on schedule. 

The Bahia highway corridors program will not have any significant 
negative environmental effects, since it focuses on upgrading, 
paving and rehabilitating existing roads; any significant negative 
environmental effects were caused when those roads were originally 
built. The program's only negative environmental impact will be 
the immediate effect caused by road work within the right-of-way. 
These effects are localized, temporary and easily reversible. To 
keep them at a minimum, however, contracts with construction firms 
wilrsrequire that they take the environmental protection measures 
required by the respective environmental permits. 2p/ 

Risks 
The program's only risk is that the DER/BA may show some weakness 
in the administration and supervision of the program, especially as 
concerns the maintenance component, since this is the Bank's first 
operation in this state's transportation sector. Since this 
weakness could make it difficult to accomplish the physical goals 
agreed upon with the Bank, plans have been made to bolster this 
area by hiring a consulting firm to assist the program,s executing 
unit for the duration of program execution. 

There is nothing in the history of the area that would lead one to 
suppose that the stretches of road in the proposed program would be 
exposed to any risk of natural disaster. Their geographic location 
and the area's seismic history and hydrographic statistics indicate 
that the work to be carried out will not be exposed to any seismic 
activity capable of causing damage. Furthermore, there are design 
features to prevent or control landslides and minimize damage from 
floods or other natural phenomena that might seriously jeopardize 
the stability of the works constructed. In preparing the drainage 
designs and calculating the stability of embankments and selecting 
pavement designs, appropriate parameters were factored in to cover 
the effect of the heavy rains experienced in the area in the last 
50 years. 

29/ See Recommendations, Appendix II and Annex A, Appendix III. 
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Original: Portuguese 
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PROPOS ED RESOLUTION' 

BRAZIL. WAN /OC- TO THE STATE OF BAHIA 
STATE OF BAHIA HIGHWAY TRANSPORT PROGRAM 

The Board of Executive Directors 

RESOLVES : 

That the President of the Bank, or such representative as he shall 
designate, is authorized, in the name and on behalf of the Bank, to enter 
into such*contract or contracts as may be necessary with the State of 
Bahia of Brazil, as Borrower, and with the Federative Republic of Brazil, 
as Guarantor, for the purpose of granting the former financing to 
cooperate in the execution of a highway transport program for the State 
of Bahia, hereinafter called the "Program". This financing shall be 
subject to substantially the following provisions: 

1. 

2.  

3 .  

4. 

&ount and cur-: Up to US$147,000,000 or the equivalent 
in other currencies (except that of the Federative Republic of 
Brazil) which are part of the ordinary capital resources of the 
Bank, to pay for goods and services acquired by international 
bidding in the member countries of the Bank and for such other 
purposes as may be specified in the loan contract. Payments of 
amortization and interest shall be made in the currency or 
currencies specified by the Bank, in a quantity equivalent to 
the corresponding amount owed, calculated in units of account 
in terns of dollars of the United States of America, in 
accordance with provisions to be included in the loan contract. 

Source of f\anps: The ordinary capital resources of the Bank. 

-: The joint and several guarantee of the Federative 
Republic of Brazil. 

Credit fee: 0.75% per annum on the undisbursed portion of the 
financing, commencing to accrue 60 days after the date of the 
loan contract and payable in dollars of the United States of 
America on the same dates as the interest. 

' The provisions contained in this Appendix I and in Appendices 
II and III will not become final until the Board of Executive 
Directors has approved the loan proposal. 
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5 .  

6 .  

7. 

8 .  

B g i o r t w :  The Borrower shall amortize the loan in a period 
of 20 years from the date of the loan contract, by means of 
semiannual, consecutive and, insofar as possible, equal 
installments. The first installment shall be paid on the first 
interest payment date, six months after the date scheduled for 
the final disbursement. 

Interest: The Borrower shall pay interest semiannually on the 
outstanding daily balances of the loan. The first payment 
shall be made six months after the date of the loan contract. 
The Bank shall determine the rates of interest to be applied 
for the life of the loan, in accordance with the policy of the 
Bank on interest rates. 

ation and disbursemew: The term for physical 
initiation of all the Program works shall expire 30 months 
after the effective date of the loan contract, and the term for 
'disbursement of the financing shall expire 4 years after the 
same date. 

(a) The Program shall be executed and the loan proceeds 
utilized in their entirety by the Borrower, through the 
Highway Department of the State of Bahia (hereinafter 
called the "Executing Agency" or "DER/BA"), through an 
Coordinating Unit. 

(b) The proceeds of the loan shall be used to participate in 
the financing of a Program estimated at the equivalent of 
US$294,000,000. Consequently, the loan contract and the 
guarantee contract shall contain appropriate provisions to 
ensure that such resources as may be necessary, in 
addition to those of the loan, for the complete execution 
of the Program shall be duly provided, in accordance with 
an investment schedule acceptable to the Bank, in an 
amount estimated at the equivalent of US$147,000,000. 

(c) Prior to the disbursement of the financing, the Borrower 
shall, through the Executing Agency, present to the 
satisfaction of the Bank evidence of the hiring of a 
consulting firm to provide technical and administrative 
support to the Coordinating Unit of the Executing Agency 
in the implementation of the Program. 

(d) In the acquisition of machinery, equipment, and other 
materials for the Program, and in the awarding of 
construction contracts, the system of public bids shall be 
followed in each case in which the value of such 
acquisitions exceeds the equivalent of US$250,000 or the 
value of such construction contracts exceeds the 
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equivalent of US$l , 000,000. The bidding shall be subject 
to the procedures to be appended as an annex to the loan 
contract. 

(e) The Bank shall establish such inspection procedures as it 
deems necessary to assure the satisfactory execution of 
the Program, and the Borrower shall extend all cooperation 
which is required for the most effective accomplishment of 
this purpose. From the amount of the financing the sum of 
US$1,470,000 shall be allocated for credit to the accounts 
of the Bank to meet expenses of general inspection and 
supervision. 
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A. It is recommended that the following conditions, to be met to the 
Bank's satisfaction, be included in the loan contract and the 
guarantee contract, as appropriate, in addition to the conditions 
set forth in the proposed resolution: 

1. Unless otherwise agreed by the parties, before initiating each 
public call for bids or, if a call for bids is not to be 
issued, before the acquisition of the goods or initiation of 
the works, the Borrower shall, through the Executing Agency, 
present to the Bank for consideration: 

(a) the general plans, specifications, budgets, and other 
documents required for acquisition or construction, and, 
where applicable, the specific bidding conditions and 
other documents necessary for the call for bids; and 

(b) in the case of construction projects, evidence that it is 
in legal possession of the land on which construction for 
the program is to take place or holds easements or other 
pertinent rights thereupon. 

2. 

3.  

4. 

The Bank may recognize up to the equivalent of US$650.000 as 
part of the local counterpart contribution to the Program for 
expenditures relating to the financing of studies and projects 
not included in the representative sample, where such expenses 
were incurred before (date of Resolution) but after (18 months 
prior to the date of Resolution), provided that requirements 
substantially similar to those of the Resolution and the loan 
contract have been fulfilled and that the expenditures are 
acceptable to the Bank. 

Before awarding the bids for works or groups of works, the 
Borrower shall, through the Executing Agency, present evidence 
to the Bank that it has hired a consulting f i m  for the 
technical monitoring and supervision of the execution thereof. 

Before awarding the bids for the works to be executed in the 
Chapadoes Ocidentais area, the Borrower shall, through the 
Executing Agency, present evidence to the Bank that the 
regional unit of the Environmental Resources Center in that 
area has assigned: (i) a technician trained in the control and 
use of agricultural chemicals and toxic substances; and (ii) a 
technician trained in monitoring the appropriate use of water 
resources, with special emphasis on irrigation systems. 
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5. 

6 .  

7 .  

Before the physical initiation of the works of each section or 
group of sections of highway, the Borrower shall, through the 
Executing Agency, set up the necessary Technical Environmental 

Prior to the physical initiation of each work or group of 
works, the Borrower shall, through the Executing Agency, 
present evidence to the Bank that such work or groups of works 
have obtained the appropriate environmental clearance. 

Quality commissions. 

The Borrower shall, through the Executing Agency, present to 
the Bank: (a) within the first four months after the effective 
date of the loan contract, evidence that contracts have been 
signed with consulting firms to develop and implement the 
Highway Haintenance Administration System wSAHn, the Surfacing 
Hanagement Service (SGP), and the Contract Administration 
Service (SAC); and (b) within two months after the effective 
date of the loan contract, the maintenance plan for the first 
.year of execution of the Program. 

8. The Borrower shall, through the Executing Agency, present to 
the Bank: (a) within the first six months after the effective 
date of the loan contract, evidence that contracts have been 
signed with all specialized firms to conduct the studies and 
the projects that are not included in the representative 
sample; and (b) within the second year after the effective date 
of the loan contract, the final results of the studies 
mentioned in subsection (a) above and of the economic 
feasibility studies for the projects not included in the 
representative sample. 

9. The Borrower shall include, in the reports required under 
Article 7.03(i) of the General Conditions, a chapter containing 
specific information on the application of the proposed 
environmental neasures, indicating the concrete results 
obtained and the financial and institutional corrective 
measures that have been or are to be taken. 

10. Within the first year after the effective date of the loan 
contract, the Borrower shall, through the Executing Agency, 
complete the reorganization of the internal auditing functions 
of the Executing Agency in such a way that such functions 
include: (a) planning of activities for the following year; 
(b) an examination of tasks in connection with data processing 
and Prograo execution; (c) training of the Executing Unit 
staff; (d) formal preparation and periodic updating of the 
auditing procedures manual; and (e) elimination of all line 
activities, which shall be subject to B Dosterioyi review. 

11. Within two years after the effective date of the loan contract, 
the Borrower shall, through the Executing Agency, demonstrate 
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to the Bank that the reorganization referred to in paragraph 
10, above, has been carried out satisfactorily. 

12. The Borrower undertakes to meet with the Bank in August of each 
year commencing from the effective date of the loan contract, 
in order to define and program in detail the transport highway 
maintenance plan for the following year, including both 
activities eligible for Bank financing and those to be financed 
exclusively with the Borrower's counterpart funds. At each 
such meeting, with the exception of the first, compliance with 
the scheduled maintenance plan for the previous year shall be 
assessed, and measures identified to make any necessary 
adjustments or correct any shortcomings in the goals set. 

13. The Borrower undertakes, through the Executing Agency, to: (a) 
carry out a maintenance plan for the entire highway system 
under its jurisdiction, observing generally accepted technical 
standards; and (b) present to the Bank by August 31 of each 

, year an annual report drawn up in accordance with Section VI1 
of Appendix III, for a period of 10 years after the effective 
date of the loan contract. If the inspections conducted by the 
Bank or the reports received by the Bank should indicate that 
maintenance is being carried out to a lesser standard than that 
agreed upon, the Borrower and the Executing Agency shall take 
the necessary steps to see that any shortcomings are fully 
remedied. 

14. Within three years after the final disbursement of the 
financing, the Borrower shall, through the Executing Agency, 
present to the Bank an ex post evaluation report on the results 
of the Program, based on the methodology and guidelines set 
forth in Appendix III, Section VIII. 

15. The financial statements of the Program shall be presented 
annually to the Bank throughout Program execution, accompanied 
by an opinion drawn up by an independent firm of auditors of 
recognized professional expertise and acceptable to the Bank, 
which shall conduct the audit under the supervision of the 
National Treasury Department. 

B. The loan contract shall include an annex of substantially the same 
content as Appendix III hereto, "The Program". 
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(Annex A to the Loan Contract) 

1.1 The general objectives of the Prqgram are: (i) to support economic 
development in the service area of the main highway corridor of the 
State of Bahia (BR-242/020); and (ii) to contribute to the effort to 
preserve the public asset represented by the existing highway 
system. 

1.2 The specific objectives of the Program are: (i) to lower transport 
costs in the main highway corridor of the State of Bahia and its 
feeder highways; and (ii) to strengthen institutional capacity to 
plan, administer and execute maintenance activities. 

II. -ION 

2.1 The Program consists of the following subprograms: 

(a) a subprogram for the upgrading and paving of approximately 750 
km of highway currently surfaced with dirt and gravel; 

(b) a subprogram for the rehabilitation of approximately 600 km of 
highways currently with asphalt surface; 

(c) a subprogram for highway maintenance, including scheduled 
maintenance and restoration for paved and unpaved roads under 
DER/BA, in accordance with the multi-year goals agreed upon 
with the Bank; and 

(d) a subprogram for the institutional strengthening of DER/BA 
through technical assistance services and acquisition of 
equipments to iaprove its managerial and operational capacity. 

III. pRoGRAM COST A N D I N G  PUN 

3.1 The estimated cost of the Program is the equivalent of 
US$294,000,000, itemized by source of financing and investment 
category as follows: 
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I V .  pR0CuRE"T 

4.1 When goods to be procured or services to be contracted for the 
Program, including those related to any form of transportation or 
insurance, are to be financed in whole or in part with foreign 
exchange from the financing, the procedures and specific 
requirements for the bidding or other forms of contracting shall 
permit the unrestricted participation of goods and services from 
member countries of the Bank. Consequently, no conditions that 
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would prevent or restrict the offer of goods or the participation 
of contractors from such countries shall be established in such 
procedures or specific requirements. 

5.1 For consulting services to be financed with the local counterpart 
funds : 

(a) before initiating a call for bids for such consulting services, 
the Borrower shall, through the Executing Agency, reach an 
agreement with the Bank on the terms of reference for such 
services ; 

(b) before hiring such services, the Borrower shall, through the 
' Executing Agency, inform the Bank as to the names and 
background of the firms selected and the cost involved. 

6.1 In order to be eligible for inclusion in the Program, a section of 
highway must meet all of the criteria set forth below: 

(a) it must be part of the main corridor that is the object of the 
Program or have access to it, either directly or through a 
highway having features identical to or better than the 
proposed section, and must link up to the paved system at one 
of its ends at least; 

(b) it must be chosen on the basis of relative priority as 
determined by an economic evaluation at the prefeasibility 
stage ; 

(c) the features of the works to be executed on the section and the 
degree of preparation of the final designs must be such that: 
(i) it will be possible to initiate the construction works 
within 30 months after the effective date of the loan contract; 
and (ii) the works can be concluded within four years after the 
effective date of the loan contract; 

(d) the socioeconomic evaluation of the section must show a rate of 
return of at least 12% or greater, using the same methodology 
that was applied to calculate the return on the projects in the 
representative sample; and 

(e) the works to be executed on the section: (i) must have been 
issued an environmental clearance by the Centro de Estudos 
Ambientais (CRA), and have complied with the provisions 
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thereof; and (ii) must not affect any national park or 
indigenous reserve. 

6.2 From the second year after the effective date of the loan contract, 
any activity must meet all of the criteria set forth below in order 
to be included in the scheduled maintenance or restoration 
component : 

(a) The activity must be identified as a result of a selection of 
works to be performed each year, and as a result of a multi- 
year program determining annual needs in terms of scheduled 
maintenance and restoration on each highway in the system, 
based on a selection of the best alternative in terms of works 
maintenance and priority; and 

(b)'The activity must be justified by an evaluation of the 
condition of service of the highways and the volume of traffic, 
and represent the best technical and economic alternative. 

VII. "INTEWANCE 

7.1 The purpose of the maintenance component is to keep the highways in 
the road system at a standard that is consistent with the service 
they are to provide. 

7.2 The annual maintenance report mentioned in recommendation 12 shall 
include the following: 

(a) general information, including: (i) the organizational 
structure of the agency in charge of maintenance, and its 
designated responsibilities; (ii) classification, number and 
distribution of staff in the maintenance districts or 
divisions, as well as the type, number, location and operating 
condition of the equipment designated for highway maintenance; 
and (iii) maintenance contracts in effect and their time 
frames, scope of coverage, and degree of execution; 

(b) an updated inventory of the state highway system with a 
detailed indication of the condition of the various sections of 
highway in the system; 

an evaluation of execution of the maintenance plan during the 
previous year, including: (i) a comparison of current 
conditions on the various sections of highway with those 
described in the inventory from the previous year; (ii) 
statistics on activities carried out, volumes of work done and 
physical and monetary resources used, both in activities by 
force account and those contracted out; and (iii) the degree of 
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execution of the plan and its effectiveness, and any 
adjustments that should be nade; and 

(d) the highway maintenance plan for the following fiscal year, 
with justification of the priorities to be applied, the 
activities to be carried out, and the timetable for execution. 
The plan is also to indicate both the physical resources 
required and the proposed budget of the executing agency, 
broken down as appropriate. 

VIII. POST 

8.1 The purpose of the ex post evaluation report referred to in 
paragraph 14 of Appendix II will be to assess the Program's 
socioeconomic impact and the extent to which its objectives have 
been achieved, and shall include all necessary information to that 
end. 

8.2 The report shall contain: 

(a) a socioeconomic evaluation, using the same methodology as 
applied in the ex ante evaluation of a representative sample of 
projects unâer the Program, representing 30% of the total 
program in terns of cost: 

) an explanation of the data used and a breakdown of any 
substantial change in the proyects, delay in execution of the 
works or variation from the costs originally envisaged. The 
report is also to furnish explanations for any discrepancy 
between the results of the ex post evaluation and the ex ante 
evaluation; 

(c) An evaluation of the economic and social impact of the 
improvements made, as well as of the technical solutions 
implemented, with reconmendations based on experience and 
results obtained, in order to improve, to the extent possible, 
the quality and comprehensiveness of the studies, 
administrative procedures and methodologies for the proyect and 
construction of the works; and 

(d) an evaluation of the monitoring of environmental aspects of the 
works executed. 




