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PROJECT SUMMARY

URUGUAY
ROAD INFRASTRUCTURE PROGRAM 1
(UR-L1067)
Financial Terms and Conditions
Borrower: Eastern Republic of Uruguay Amortization period: 25 years
. - . . Grace period: 5 years
Executing agency: Ministry of Transportation and Public Works (MTOP) Disbursement period: 5 years
Source Amount (US$) % Inspection and supervision fee: | *
IDB (OC) 80,000,000 80 Interest rate: LIBOR-based
Credit fee: *
Local contribution 20,000,000 20 U.S. dollars from the
Single Currency Facility
Total 100,000,000 100 of the Bank’s Ordinary
Currency: Capital. Option to
convert to Uruguayan
pesos, Local Currency
Facility

Project at a Glance
Obijective and description. The program’s general objective is to support efficient maintenance and management of the country’s surface
transport infrastructure, now under considerable pressure due to the sharp agriculture- and forest-based economic growth and the resulting
impact of increased heavy vehicle traffic. Specific objectives include: (i) to support National Highways Department (DNV) financing off
maintenance of the road system under its jurisdiction, while developing the DNV’s technical and institutional capacities; (ii) to improve
road safety conditions in the interurban road system; and (iii) to help raise the railway system’s share of the cargo matrix.

Special condition of execution: In order to execute Component 4, Geographic systems, the borrower will be required to submit a study to
the Bank reviewing the project’s uses, benefits, and beneficiaries, as well as the project implementation alternatives, and explaining the
rationale for selecting one of the alternatives. The indicators, baseline, and targets for this output will be determined on the basis of the
selected alternative (paragraph 1.39).

Exceptions to Bank policies: None

Project consistent with country

strategy: Yes [X ] No [ ]

Project qualifies as: SEQ[ ] PTI[ ] Sector [ ] Geographic [ ] Headcount [ ]
Procurement: Paragraph 3.4

" The credit fee and inspection and supervision fee will be established periodically by the Board of Executive Directors as part of its review
of the Bank’s lending charges, in accordance with the applicable provisions of the Bank’s policy on lending rate methodology for
Ordinary Capital loans. In no case will the credit fee exceed 0.75% or the inspection and supervision fee exceed, in a given six-month
period, the amount that would result from applying 1% to the loan amount divided by the number of six-month periods included in the
original disbursement period.
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I. DESCRIPTION AND RESULTS MONITORING

Background, problem to be addressed, and rationale

In the past seven years Uruguay has grown at an average rate exceeding 6%,
stepping up the trend of the preceding 30 years, which witnessed average growth of
less than 2%. One of the engines of this recent growth is the increase in
agroindustrial exports, resulting in a steep rise in demand for freight transport
services and infrastructure.

Sharp growth in forest and agricultural production. The forest development
policy initiated in the mid-1990s led to forest production growth of more than 400%
between 2000 and the present, from barely three million m?® to the current
12 million m*. This growth has been driven by roundwood production for industrial
use, basically wood pulp, which in 2000 accounted for 54% of total production and
now represents 80%. In the 2005-2010 period alone, wood production for
processing grew by more than 200%, reaching the harvest peak with more than half
the surface yet to be planted.*

In addition to the significant growth in forest production, there was a productive
explosion in rainfed agriculture, which in the last five years experienced a 90%
production increase, from three million tons in 2005 to almost six million tons in
2010. This was due to the marked development of soy and wheat farming, which
rose from 350,000 tons in 2000 to more than 3.6 million tons at present.?

Impact of the increase in freight on the transportation sector. This rise in
production has created greater demand for infrastructure and transportation
services. Government data indicate that traffic on national highways increased by
40% from 2005 to 2010, with a close to 10% annual increase in heavy vehicle
traffic, well in excess of the 3% annual trend that the country was experiencing
little more than five years ago. The highway system has had to absorb the entire
impact of this new situation, given the scant development of rail transportation in
the country.

In the past decade, not only has heavy vehicle traffic increased but the origin-
destination matrix of trips has changed. Vehicular flow on the historical main road
system?® has risen but, at the same time, a second, transverse system has developed
that connects the country’s rural hinterland with the demand centers on the
coastline, the port of Nueva Palmira, and the wood-pulp production plant in Fray
Bentos.

Roundwood transportation for pulp production is behind the increase in current
demand for infrastructure, not only because of the significant vehicular volume

Source: Statistics and markets. Forestry Office, MGAP.
Technical note on the agriculture sector, prepared for the Bank’s Country Strategy with Uruguay, 2011

(GN-2626).

The historical main road system is that which connects border crossings and departmental capitals with

Montevideo.
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involved but because the tonnage it generates far exceeds what the surface structure
of these productive corridors® is able to bear. These vehicles use secondary or
low-standard primary roads that were designed essentially for automobile traffic
(generally AADT below 400 vehicles) but that have recently seen an upsurge in
demand of 50% or more from truck traffic alone. The UPM pulp mill located in
Fray Bentos requires 3.4 million tons of wood per year, approximately 350 trucks
per day. These trucks come from locations at least 200 km away and use transverse
highway corridors from the country’s center and north. The Montes del Plata pulp
mill, located in the country’s southwest and currently under construction, will
introduce an additional demand for four million tons, to be transported on the same
transverse corridors plus the transverse corridors located in the south of the
country.® Agricultural production is exported through the ports of Nueva Palmira
(southwest) and Montevideo (south). Nueva Palmira is an agricultural port complex
that moves more than three million tons of bulk rain exports per year and is
accessible only through a long transverse secondary road system in significant
disrepair. One million tons of bulk cargo is exported through the port of
Montevideo; the port itself is reached through the historical main road system
which, while also in need of rehabilitation, is generally in better condition than the
transverse system.

Road system maintenance.® Uruguay’s road system is 60,000 km long. The
National Highways Department (DNV) has jurisdiction over 8,800 km of this
system, specifically, the portion that connects the country’s capital with the major
border crossings and the departmental capitals; this is the system that supports the
nationwide flow of goods and passengers. The rest is under the jurisdiction of the
departmental governments and essentially consists of urban and rural feeder roads.
Of the 8,800-km system under DNV jurisdiction, 7,200 km are managed solely by
the DNV, while the remaining 1,600 km are managed jointly with Corporacion Vial

* A productive corridor is a set of sections of one or more highways linking a production area with its demand
points (port, industrial facilities, or border crossing).

IDB. Uruguay: Analysis of railway potential and market demand 2015.
The main road system is divided into: (i) 2,408 km of international corridors, connecting the major border

crossings with Montevideo; (i) 1,551 km of primary system roads, complementing the above and
connecting the departmental capitals with Montevideo; this is the system that ensures basic mobility within
the country; (iii) 3,813 km of secondary system roads, connecting secondary towns with the departmental
capitals and providing regional mobility as a complement to the primary system; and (iv) 1,005 km of
tertiary rural feeder roads.
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del Uruguay [Road Corporation of Uruguay] (CVU).” Private-sector concessions
are not well developed and currently comprise only 120 km of highways.

Maintenance strategy. The country adopted a maintenance paradigm early on that
takes into account the high economic value of road maintenance expenditures, as
reflected in the quick and widespread adoption of rehabilitation and maintenance
contracts, and has sought to establish financial mechanisms designed to ensure
financing for these maintenance arrangements. Yet despite these strategies, the
substantial increase in loads in recent years has exerted significant pressure on the
infrastructure and a large portion of this system is at risk of disrepair, leading to
fears that this problem could impair economic development.®

Currently, 34% of the main road system (international corridors and primary roads)
is not in good condition; this percentage has remained unchanged over the past five
years. Slightly more than 40% of this system is under concession (to CVU and
others) but only 18% exhibits maintenance problems, and most of the primary road
system in fair or poor condition is managed by the DNV. These sections are in such
disrepair that they cannot be maintained under maintenance structures based on
service levels, even through partial or low-standard upgrades; instead, they first
require full rehabilitation. Part of this stretch in inadequate structural condition is
composed of the transverse road systems that have had to absorb the new demand.

The secondary and tertiary road systems have historically had long sections in poor
structural condition, generally close to 60% of their full length. In the past
five years, the portion of the secondary road system in deficient maintenance
condition has grown by approximately 10%. Almost all of this loss has resulted
from an increase in road surfaces in poor condition, which cannot be serviced
through road maintenance activities and instead require rehabilitation before they
can continue maintenance by service level. The roads involved are basically the
transverse and trunk corridors of the main road system, which are bearing the brunt
of the new demand. They include the highways in the corridors carrying forest
products to Fray Bentos and bulk commaodities to Nueva Palmira.

In addition, in part of the roadway system, geometric conditions are irregular or
unsuitable for the composition and volume of traffic. Aside from rehabilitation

7

In a formal sense, the DNV granted CVU a concession over 1,600 km of primary system roads and

international corridors. CVU is an enterprise organized under private law and owned by Corporacion
Nacional para el Desarrollo [National Development Corporation] (CND), a government entity organized
under private law. The DNV continues to be responsible for technical management of the road system under
concession, while CVU is responsible for administrative and financial management. Maintenance of the
CVU road system is performed under level of service contracts with third parties. From the financial
standpoint, CVU/CND has obtained sovereign-guaranteed multilateral financing (in particular, from the
IDB, PDL loan 2041/0OC-UR, in the amount of US$100 million) and non-sovereign guarnteed capital
market financing. It should be noted that C\VVU is responsible for the repayment of any debt it contracts.
CVU revenues come from toll collections and a government subsidy paid from the DNV regular budget.

IDB. Support for preparation of the Bank’s country strategy with Uruguay. Technical report on the

transportation sector. 2010.
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needs due to maintenance conditions, the platform also needs to be geometrically
adapted. In international corridors and primary system roads, the purpose of this
adaptation is to provide homogeneous treatment to the various sections of a single
stretch of highway. In the secondary road system, it is to widen the road and, in
particular, to create broad and passable shoulders, thus enhancing road safety.

Strategy of the Government of Uruguay. Facing the challenge of expanding road
infrastructure to meet new and growing demand, the Government of Uruguay is
planning to adapt the existing infrastructure—either by upgrading the support
structure of highly deteriorated road sections or by adopting platform dimensions
that can accommodate the volume and composition of current traffic flows—in
order to make it suitable for service level maintenance. These actions are expected
to be implemented by means of public-private partnership (PPP) contracts. On a
complementary basis, plans call for promoting the development of railways and
raising their share of heavy freight transport, with a view to reducing the pressure
on the road system.

Institutional structure of the public-private partnerships. The Public-Private
Partnership Act was approved in July 2011 and its implementing regulations are in
the process of being issued. The proposed institutional arrangement assumes two
main actors: (i) the entities awarding the concessions (which in the case of road-
related PPPs would be the Ministry of Transportation and Public Works (MTOP)),
which are responsible for controlling and regulating the contracts; and
(i) Corporacion Nacional para el Desarrollo [National Development Corporation]
(CND), a government entity with crosscutting capacities, responsible for the
technical, institutional, and financial design of the PPPs. The government is betting
heavily on developing this execution and financing mechanism, and particularly on
the possibilities of applying it to the transport infrastructure: CND is currently
analyzing some 10 potential road-related PPP projects spanning approximately
3,400 km of the road system.

Using the PPP model will entail a significant change with respect to the traditional
mechanisms employed for these activities, and it requires perfecting the
institutional machinery to face the new, long-term relations with private agents.
Moreover, the type of corridors to be developed under PPPs in Uruguay will require
the government to provide strong fiscal support, which will be backed by the DNV
budget, the medium- and long-term fiscal effects of which will have to be
quantified and assessed. Thus, the proposed strategy poses a major institutional
challenge in view of the magnitude of the road-related PPP program that the
Uruguayan government plans to develop.

DNV organization and capacities. The public sector’s role in providing road
infrastructure has been changing as the public sector reduces its involvement in the
direct execution of activities (which are being gradually transferred to the private
sector) and assumes greater planning, regulatory, and control responsibilities. Yet
there is currently an imbalance between the essential public roles in the sector and



1.16

1.17

1.18

1.19

1.20

the DNV’s organizational structure, which prevents the DNV from acting
efficiently.

The changing role of the DNV has been accompanied by a continuous shrinking of
its technical staff, resulting not only from a persistent migration of employees to the
private sector but also because hardly any revenue has been generated. In addition,
the staff focuses on contract supervision® to the detriment of policy planning,
analysis, innovation, and development.

These difficulties are also partially due to the DNV’s use of dated management
software tools. This set of systems is based on a model developed more than
10 years ago, when the institution’s reform process had not yet started, and has
multiple operating weaknesses because of the age of its platform. Improving
management efficiency requires a technological update, based on a new
management model that uses processes aligned with the DNV’s new strategic role
and the realities of resource availability.

The role of railways. Rail transportation in Uruguay is provided by the
Government Railway Administration (AFE), a vertically integrated public
enterprise that provides freight and passenger transportation services and is
responsible for managing the railway infrastructure and operating trains. While the
legal and regulatory framework in effect allows other operators to participate,
regulatory and operational control aspects are an AFE prerogative; furthermore,
conditions on the ground are not conducive to the development of competition in
service offerings.

Poor railway infrastructure. The railway system consists of approximately 3,000 km
of single standard-gauge tracks, of which only 1,641 km are currently in operation.
The general operating condition of the tracks is poor, as a result of insufficient
investment over the course of decades and failure to perform minimum
maintenance. The first stage in the rehabilitation of 400 km on the Rivera line
(which originates in Montevideo and crosses the country from south to north) was
recently completed. This will make it possible to operate with fewer precautions
due to the better conditions of the tracks, and without any weight-per-axle
restrictions (18 tons/axle).™

Stagnant cargo attraction and a very low standard of production efficiency in
transport. Since the second half of the 1980s, having discontinued all passenger
services, AFE has focused its efforts on freight transport without however
improving its capacity to attract cargo. Over the past decade, AFE traffic in terms of
tonnage has remained unchanged at approximately 1.3 million tons/year.
Furthermore, AFE has high operating costs (US$ 1.97 per t-km), associated with

9

In Uruguay, works contracts are supervised by DNV professionals and technical experts.

% These works were financed through the national budget and executed by Corporacién Ferroviaria del
Uruguay [Railway Corporation of Uruguay] (CFU). The rehabilitation of this section is expected to be
completed at a second stage, financed by the Mercosur Structural Convergence Fund (FOCEM), making it
possible to entirely eliminate all precautions and allowing for mechanized maintenance.
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very low production efficiency indicators,* therefore requiring significant subsidies
(currently US$12 million per year) in order to operate.

There is potential for developing freight rail operations. Studies conducted by the
Bank for the Government of Uruguay® show that the potential exists to triple
current demand if the railway succeeds in operating under production standards
resembling those of private railway companies in the region (which would require
substantive changes in the operating regulations in addition to other operational,
commercial, and management practices) and if the infrastructure is upgraded for
travel at 40 km/hr with 18 tons/axle.

The Government of Uruguay’s rail transport strategy. The Government of Uruguay
has decided to relaunch rail transport activity in the country. This process, which
began with the rehabilitation of the Rivera line, will continue with infrastructure
investment in the lines with the highest current and potential demand, either as
public works (with FOCEM financing, as proposed) or within the new legal and
regulatory PPP framework.

Institutionally, creating an operating company separate from the infrastructure
management entity will allow operations to be governed by private law. This
company will be a partnership between AFE and CND, and AFE will transfer to it
all of its locomotives, rolling stock, and shops, only retaining responsibility for
tasks associated with the development and maintenance of railway infrastructure.
The operational and management reform will be addressed through business plans
for the new operating company and for AFE in its new role. In addition, a rail
transport regulatory entity has been created under the MTOP.

Road safety. The increase in general mobility and particularly in heavy vehicle
traffic has led to a rise in accident rates on the nation’s roads. Government statistics
show that the number of accidents grew by 25% from 2005 to 2010, with a 45%
rise in injury victims and a 40% rise in fatalities. A full 70% of accidents occur in
the main road system (international corridors and primary system roads), with 70%
of the injured and 84% of the fatalities. The secondary road system accounts for
20% of accidents and injury victims but for only 13% of fatalities.

In addition, the increased traffic and greater presence of heavy vehicles have
created a growing danger along urban streets and in certain highway junctions next
to areas of urban development. While the low circulation speed has prevented the
accident rate from rising considerably, the fact is that residents of many
communities perceive the danger to be greater than before. Nighttime accidents
account for 60% of the total and for a similar proportion of injury victims, while
nighttime fatalities on urban through roads already account for 75% of the total.*®

1 Information in optional electronic link 5.
12 1DB. Uruguay: Analysis of railway potential and market demand 2015.

3 Technical report on road safety — Optional electronic link 6.
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The Bank’s country strategy with Uruguay. The Bank’s country strategy
(GN-2626) establishes that the Bank, in the area of road transport, will participate
in maintenance of the primary, secondary, and tertiary road systems; furthermore, it
will support the institutional strengthening of: (i) the MTOP in its planning and
policy-making roles; and (ii) the DNV in its road maintenance management
capacity. In terms of outcomes, the program is entirely consistent with the Bank’s
country strategy in that both list improvement of the national road system’s state of
repair as an expected outcome.

GCI-9 commitments. The program addresses two of the Bank’s strategic
institutional priorities (Report on the Ninth General Increase in the Resources of the
IDB, GCI-9): “(b) infrastructure for competitiveness and social welfare;” and
“(d) competitive regional and global international integration.” In terms of
integration, improving the national road system’s state of repair, including the main
international productive corridors, helps to maintain connectivity with the rest of
the region while also contributing to other countries’ foreign trade. At the same
time, lowering transportation costs enhances the economy’s competitiveness.

Program rationale. Maintaining the road system in a condition of reasonable
quality, and thus preventing logistics costs in the agroindustrial sector from
skyrocketing, is important for the continued development of this engine of growth.
The program contributes to this objective by financing the rehabilitation of
deteriorated sections of the main productive corridors, thus making their subsequent
maintenance by service level possible. The impact of these interventions will be felt
in the form of lower vehicle operating costs and, ultimately, lower logistics costs
for the main agriculture-based products. Furthermore, the program seeks to support
actions aimed at mitigating the negative effects of the increase in heavy vehicle
traffic (rise in accident rates). In particular, it will address the problems of accidents
in urban area junctions and road junctions in rural areas, by improving lighting and
signage as well as supporting identification of the best forms of intervention. In
addition, the program is aimed at changing the modal transport matrix, increasing
the railway system’s capacity in the medium term to attract heavy freight in
situations of identified comparative advantage and potential demand. This will
reduce the pressure on the road system as well as the system’s financial needs for
maintenance and the negative externalities deriving from its use. Lastly, the
program will support the implementation of institutional, organizational, and
technical changes in the DNV that are necessary to enable it to carry out its new
functions effectively.

Objectives, components, and costs

Objectives. The program’s general objective is to support efficient maintenance
and development of the surface transport infrastructure, now under considerable
pressure due to sharp agriculture- and forest-based economic growth and the
resulting impact of increased heavy vehicle traffic. Specific objectives include:
(i) to support DNV financing of maintenance of the road system under its
jurisdiction, while developing the DNV’s technical and institutional capacities;
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(i1) to improve road safety conditions in the interurban road system; and (iii) to help
raise the railway system’s share of the cargo matrix by altering the current
institutional structure.

The actions supported by this program are framed in the following five
components:

Component 1. Engineering and other studies (U$1.5 million). This component
will finance the engineering, environmental, and economic studies required for
implementing the road program and facilitating development of the railway sector.

Component 2. Road rehabilitation (U$55.0 million). This component will
finance rehabilitation of road sections belonging to the national road system under
DNV jurisdiction. These sections may form a part of the international corridors,
primary system roads, or secondary system roads with AADT exceeding 500
vehicles per day, or exceeding 350 vehicles per day of which at least 25% are
trucks.

Rehabilitation works are aimed at restoring the structure and surface regularity of
existing paved roads. These works are generally limited to the right of way, are
essentially performed on the existing structure, and do not involve planimetric or
altimetric adjustments. In the case of asphalt pavement, they also include prior
patching and shoulder reinforcement, and in the case of bituminous surface
dressing, prior patching and granular reinforcement as needed. Pavement
replacement works designed to obtain a greater structure (by converting bituminous
surface dressing into asphalt or concrete surfaces), including widening the platform
and reshaping the base, are also considered rehabilitation works. These works are
aimed at ensuring the road’s level of service and providing greater traffic safety, but
increasing the road’s capacity is not their objective. In some cases, the work may
include planimetric and altimetric adjustments aimed at adapting the geometric
layout to traffic safety standards based on traffic volume and composition. These
layout adjustments will be performed without affecting any areas outside the right
of way, except when modifying a road or highway junction that requires
appropriating a greater surface area, which, under Uruguayan legal provisions, may
not exceed 10 hectares.

From a socioenvironmental standpoint, all of these works are very simple and
traditional in a road engineering sense, and are generally executed on land with
virtually flat topography. The rehabilitation works included in this component will
be eligible for financing provided they fulfill the criteria established in optional
link 1.*

" The eligibility criteria essentially require: (i) that the sections be part of a high-priority and/or high-traffic
road; (ii) that the work constitute rehabilitation of the existing road; (iii) that it comply with the country’s
and the Bank’s environmental standards as well as with the Bank’s safeguard policies; and (iv) that it be
economically profitable.
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Component 3. Road safety (US$10.0 million). This component will finance works
aimed at improving safety conditions, particularly lighting works on urban roads
(through streets and bypasses) and highway intersections in rural areas. The lighting
works will be eligible for financing under the program provided they fulfill the
criteria established in optional link 1.* Financing will also cover pavement marking
works or the replacement of signage on international corridors, primary system
roads, or secondary system roads forming a part of a productive corridor. Lastly,
the financing will cover the drafting of technical design standards for interventions
in urban junctions and the implementation of up to two pilot projects applying these
standards.

Component 4. Geographic systems (US$5.0 millions). The MTOP is committed
to a process of updating the technological base it needs to perform its tasks. In this
context, there will be financing for a high-detail topographic survey of urban-rural
interface areas in 22 cities (not including Montevideo). This information will be
used to create a base cartography for the public information system managed by the
Agency for the Development of Electronic Government Management and the
Information and Knowledge Society (AGESIC). The MTOP will carefully review
the project’s uses, benefits, and beneficiaries, as well as the project implementation
alternatives, and adopt the alternative that is most efficient for the government.
Performing this study and justifying the adoption of a specific alternative will be
conditions precedent to the execution of this component.

Component 5. Institutional strengthening (US$ 8.5 million). This component is
divided into two subcomponents. The first (US$3.5 million), to be executed by the
DNV, will finance activities aimed at conducting a strategic review of DNV
processes and systems as well as at proposing and implementing restructuring
alternatives, including the redesign and implementation of new planning and
management information systems.*® In addition, it will finance DNV strengthening
activities in the area of road safety, including regulatory updating and performance
of road safety audits. The second subcomponent (US$5.0 million), to be executed
by the National Planning and Logistics Department (DNPL), will finance activities
supporting the implementation of institutional and organizational railway sector
reforms, including the development of a business plan for the infrastructure and
transportation companies, and will monitor their implementation.

Cost and financing. The total cost of the program is U$100 million, of which
U$80 million will be financed by the Bank and be chargeable to the resources of the
Single Currency Facility of the Bank’s Ordinary Capital, and U$20 million will be
financed with local counterpart resources.

5 Urban through streets and bypasses and road intersections and junctions will be eligible if they are: (i) part
of a traffic corridor where other contiguous urban junctions or through streets and bypasses already have
lighting, with a view to achieving uniform treatment of the section; (ii) intersections or junctions between
international corridor or primary system highways and other highways or roads with a danger index equal to
or greater than 35 in the past three years.

16 Execution managed via PPPs and by force account. See optional electronic link 8.
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TABLE I- CosTs (in millions of U.S. dollars)
COMPONENT IDB CONI'FSI(I:BTJI'_I'ION ToTAL
1 | Engineering and other studies 15 0.3 1.8
2 | Road rehabilitation 55.0 14.2 69.2
2.1 | International corridors and primary system
roads 40.0 10.3 50.3
2.2 | Secondary system roads 15.0 3.9 18.9
3 | Road safety 10.0 25 125
3.1 | Lighting 4.0 1.0 5.0
3.2 | Signage 4.0 1.0 5.0
3.3 | Urban through streets and bypasses 2.0 05 2.5
4 | Geographic systems 5.0 11 6.1
5 | Institutional strengthening 8.5 19 104
5.1 | Institutional and organizational adaptation of
the DNV and DNV strengthening in road safety 35 0.8 4.3
5.2 | Development and implementation of business
plan for railway companies 5.0 11 6.1
TOTAL 80.0 20.0 100.0
1.39 Special contractual conditions. Since this is a relatively simple and traditional
operation, and in view of the executing agency’s satisfactory performance in Road
Infrastructure Program I, the only suggested special contractual condition is that,
for Component 4 — Geographic systems, the borrower submit a study to the Bank
reviewing the project’s uses, benefits, and beneficiaries, as well as the
implementation alternatives, and explaining the rationale for selecting one of the
alternatives.
C. Results framework with key indicators
1.40 Outcomes and their indicators. The program’s main outcomes relate to: (i) lower
vehicle operating costs on partially rehabilitated corridors; (ii) a lower international
roughness index (IRI) on partially rehabilitated corridors; (iii) improved surface
condition on partially rehabilitated corridors; (iv) an effective maintenance policy
based on weighted road asset value in partially rehabilitated corridors; (v) lower
accident rates on productive corridors; (vi) institutional restructuring of policy,
regulatory, and operating matters in the railway sector; and (vii) increased
productive efficiency in the railway sector.
1.41 Representative sample. A representative sample of the sections to be rehabilitated

under the program was selected. An economic evaluation was performed on one of
the two projects comprising the representative sample, namely the rehabilitation of
a section of Route 26 (between Arroyo Sauce del Cafiote and Rio Tacuarembo;
20.9 km in length; estimated cost, US$ 5 million). While this highway is defined as
a primary system road, its pavement, transverse profile, planimetry, and altimetry
features resemble those of highways defined as secondary system roads. The
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second section selected for the sample belongs to the Route 3 international corridor
(between kms 128 and 153; 25 km in length; estimated cost, US$ 16 million).
These works are reasonably representative of the universe of works eligible for
financing, and their estimated cost is equivalent to 28% of the program amount
under Component 2 and 38% of the Bank’s contribution to this component.

Economic evaluation. The DNV conducted an economic evaluation (cost-benefit
analysis) of these works using HDM-4, the standard model for the sector. The
evaluation yielded an economic IRR of 17.4% and an economic NPV of
US$940,000 at 12%, thus justifying the intervention. The results of the analysis are
set forth in the program’s economic evaluation document included in optional
link 2, and are summarized in the following table. An economic evaluation of the
second project in the representative sample is under way, and the results will be
available by the time the proposal is presented to the Board of Executive Directors.

Table 11. Economic evaluation — Route 26 (Sauce del Cafiote — Rio Tacuarembd)
Indicator Base case 20% benefit 20% cost 20% benefit re_duction and
reduction increase 20% cost increase
NPV (US$) 940,000 670,000 860,000 580,000
EIRR (%) 174 15.9 16.1 149

1. FINANCIAL STRUCTURE AND MAIN RISKS

Financial instruments

The cost of the program is US$ 100 million, to be financed in accordance with the
breakdown indicated in the cost table. Bank financing will be provided through an
investment loan for multiple works. The execution period will be five years,
pursuant to the following timetable.

Table 111- Disbursement schedule (in millions of U.S. dollars)
2012 2013 2014 2015 2016 Total
IDB 9.6 17.6 25.6 17.6 9.6 80.0
Local 24 44 6.4 44 2.4 20.0
Total 12.0 22.0 32.0 22.0 12.0 100.0

Environmental and social risks

In view of 