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Governnent of the State of Bahia
Federative Republic of Brazil

Department of Transportation Infrastructure of the
State of Bahi a ( DERBA)

| DB: US$146 nmillion (OQ
Local : US$ 98 nillion

Tot al : US$244 million
Anortization period: 20 years

G ace peri od: 5 1/ 2 years

Di sbursenent peri od: 5 years

Interest rate: vari abl e

I nspecti on and supervision: 1%

Credit fee: 0. 75%

Currency: basket of currencies

The goal of the program is to contribute to the
econom c and social developnent of the state of
Bahia. The purpose is to reduce transportation costs
on the road system under DERBA's responsibility.

The program includes actions to consolidate the
state's net wor k of secondary transportation
corridors, rehabilitate roads whose paved surface is
in a critical state of deterioration, and inprove
mai ntenance. On the institutional front, DERBA will
be equipped to nmanage its network efficiently by
strengthening its planning, managenent , traffic
saf ety and environnmental nanagenent capacity.

This operation is a global nultiple-wrks program
with the follow ng main conponents: (i) paving and
i mpr ovement of ot her t echni cal aspects of
approxi mately 600 km of transportation corridors in
t he DERBA network, connected directly to the primary
interstate highway system (ii) rehabilitation or
reconstruction of some 600 km of state highways;
(iii) sealing and other inprovenents on some 270 kmn
of state highways, stabilization of 250 km of unpaved
roads, and 300 km of routine maintenance under
performance contracts; (iv) paving of 240 km of roads
t hat provi de access to productive ar eas;
(v) procurenent of road nmaintenance equi pnent,
engi neering tools, and conputer, traffic safety, and
wei ght - cont r ol equi pnent ; and (vi) technical
assi stance for institutional strengthening, including
the use of the performance-based training nethod.

The Bank's strategy as set forth in the country paper
supports the Governnent  of Brazil's focus on
decreasing the causes and consequences of inflation
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by inproving the productive infrastructure to reduce
the so-called "Brazil cost', together w th governnent
noder ni zation at the federal, state, and nunicipa

levels, including inprovenents in nanagerial and
pl anni ng capacity. Better environnmental nanagenent
and the reduction of regional inequalities and

poverty are al so sought. The aforenentioned document
singles out the transportation and energy sectors in
terms of reducing the high costs of productive
processes and involving the private sector to cut

costs and boost efficiency. The proposed program
attaches priority to i mprovi ng pl anni ng and
managenent capacity and refornming public-sector
activities. This will be achieved through

institutional strengthening of DERBA and expansi on of
private-sector participation in routine maintenance.
The program is thus consistent with the Bank's

strat egy in Brazi | of supporting gover nment
noder ni zat i on and i nvest nent s in producti ve
i nfrastructure. In addition, it provides for

institutional strengthening activities related to
envi ronnmental issues and includes neasures to repair
the environnental damage related to old works and
envi ronmental protection for new works.

The environnental inpact of the works is limted and
predi ctable and can be mnitigated. The program will
have a positive inpact on the nmanagenent of
environnmental issues in the state, including the
transportati on of hazardous materials and nmeasures to
repair previous environnental damage and strengthen
DERBA' s envi ronnental managenent capacity (paragraphs
3.6 and 5.19 to 5.30). DERBA has conducted public
consultations with the affected comunities and ot her
interested entities and will continue to do so during
preparation of the designs of the new sections to be
included in the program The environnental report
was approved by the CESI on Cctober 10, 1998, and
sent to the PIC on Decenber 16, 1998.

The program will help to reduce transportation costs
on the state's road system thereby contributing to
the econonmic and social developnent of Bahia by
maki ng nodern productive activities possible in
regions that are currently not connected by paved
roads or where connections are indirect or
i nterrupted by unpaved sections. Travel tinme between
the main production and consunption centers of Bahia

will be reduced as will the costs of providing road
i nfrastructure, including those associated wth
envi ronnment al damage and the risk of accidents. The
program will thus facilitate the supply of
agricultural and industrial production to state and
nat i onal mar ket s, maki ng t he product s nor e

conpetitive on international markets and stimul ating
tourism

| mprovenments in highway admnistration will allow the
State to inprove service to users despite a reduction
in force. The orderly transfer of additional tasks
to the private sector will give the latter and the
authorities the opportunity to work under a new
institutional franmework w thout the disruptions that
frequently acconpany radi cal changes.
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The costs of the rehabilitation projects may increase
if there are significant delays in starting the
pr oposed worKks. Reasons for delays outside DERBA s
cont r ol could Dbe, for exanple, protests that
interfere with bidding processes or contractors that
fail to fulfull their contracts.

Conditions precedent to the first disbursenent
(already fulfilled):

(a) Extension of the Iife of the program coordinating
unit (PCU); (b) staffing of the PCU, and (c) hiring
of the firmthat will provide support to the PCU (see
par agraph 3.2).

G her conditions:

a. Prior to the call for bids for any works or
equi prent: (i) when required, have the necessary
envi ronment al permts and, when necessary,
popul ation resettlenment plans (paragraph 3.14);
and (ii) interagency agreenents where applicable
(paragraphs 2.17, 2.18, 3.4, 3.16, 3.17).

b. Three nonths after signature of the contract,
hire a firm to provide environmental advisory
servi ces (paragraph 5.25).

c. Six nonths after signature of the contract:
(i) commission the studies and ©plans for
transportati on of hazardous materials and nacro-
zoning of western Bahia; (ii) approve general
specifications for road works; (iii) approve
DERBA' s new byl aws (condition already net); and
(iv) appoint qualified staff to head the
Envi r onment al Managenent Ofice (condition
al ready net) (paragraph 5.26).

d. Submt the first maintenance plan 12 nonths after
the physical initiation of the wirks or the
procurenment of equi pment wth program resources.
The plan is to be presented annually through
year 5 following the |ast disbursement of the

program conponent s and until t he | ast
di sbursenent for DERBA's entire road system In
addi tion, it will contain a chapter on
environmental issues and another on progress
achi eved with t he program s i nstitutional

activities (paragraphs 3.26 and 5. 30).

e. Twenty-four months after signature of t he
contract, submit the results of the studies and
pl ans nenti oned above (paragraph 5.27).

f. Adopt procedures simlar to those followed in the
sample to prepare the other program projects
(paragraphs 2.8 and 3.10).

g. Have works supervision services available prior
to t he start of t he respective wor ks
(paragraph 3.11).

h. Costs of up to US$3.5 mllion from the
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counterpart will be recognized (paragraph 3.25),
and up to US$8 mllion in paynents wll be
rei mbursed fromthe financing.

i. Mintain the network adequately, with a suitable
| evel of resources and up-to-date collection of
necessary data (paragraphs 2.19, 3.26, and 3.27).

j. Miintain a data bank to allow the Bank to perform
an ex post evaluation if it wshes to do so
(paragraph 3.28).

k. External audit by the Audit Ofice of the State
of Bahi a (paragraph 4.11).

Ei ghty percent of the population of the state of
Bahia is classified as |lowincone (nonthly incones
bel ow US$109 per capita in 1996) and the average per
capita incone in Bahia is below the country average.
The works wll be constructed in all the nmgjor
regions of the state, to «correlate wth the
popul ation distribution. Al the state's inhabitants
use the road system directly or indirectly and are
beneficiaries of the program From the geographical
standpoint, the program fulfills the requirenments of

a program targeting the |owincome sectors. Thi s
operation qualifies as a project focussed on social
equity  enhancenent and poverty reduction, as

described in the Kkey objectives of the Bank's
activity contained in the Report on the E ghth
Ceneral Increase in Resources (paragraphs 5.17 and
5.18).

The federal governnent guarantees repaynment of the
loan to the Bank (amortization, interest, and fees
i ncluded), but not the |local counterpart or any other
obligation undertaken by the executing agency which,
by law, it does not have the authority to assune.

The financial analysis shows that the borrower has
the financial capacity to supply the counterpart
financi ng necessary for the program (paragraphs 4.16
and 5.7 to 5.9).

International conpetitive bidding (1CB) will be used
for contracts valued at nore than US$5 million in the
case of works (paragraph 3.21) and US$350, 000 in the
case of equipment (paragraph 3.22). I nt er nati onal
open calls for proposals wll be required for
consulting services contracts valued at nore than
US$200, 000 ( paragraph 3.23).



