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I. PROJECT DESCRIPTION 

A. Rationale 

1. The East Asian financial crisis, transmission bottlenecks, and high power system losses 
brought about severe power shortages in the early 1990s, followed by surplus generating 
capacity in the late 1990s because of reduced demand. This led the Government of the 
Philippines in the late 1990s to initiate the restructuring of the power sector to address these 
problems and ensure accessible, high quality, affordable, and a sustainable supply of 
electricity. Restructuring was to involve (i) disaggregating the industry into generation, 
transmission, distribution; (ii) introducing competition in generation; (iii) introducing a 
wholesale electricity spot market (WESM); (iv) privatizing generation and operation of 
transmission by a concessionaire; (v)  introducing open access to distribution networks; and 
(vi) having an independent agency regulate the industry. To support restructuring and create a 
competitive wholesale market, the transmission network would need sufficient capacity to 
transport power between load centers and generators competing for dispatch. In particular, the 
transmission system’s capacity in Mindanao needed to be augmented to meet the 
government’s objective of electrifying all villages by 2006. 
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2. The Asian Development Bank (ADB) has long been involved in the energy sector in the 
Philippines. ADB has supported the government's plans to restructure and privatize the electric 
power industry and create a competitive electricity market. Restructuring was consistent with 
ADB's country operational strategy for the Philippines and ADB's Energy Policy,1

 and was 
seen as a way to help overcome many problems in the sector. To create a competitive 
electricity market, a market management system (MMS) needed to be established to 
undertake initial market operations and train market participants. Three critical components 
from an earlier proposed transmission interconnection and reinforcement project were 
included in the project design to prevent disruptions in the transmission system. 

B. Expected Impact 

3. According to the project framework in the report and recommendation of the President 
(RRP),2 the expected impacts were improved well-being of people in the Philippines, and 
reduced poverty through improvements in the national economy. Improvements in well-being 
and poverty reduction was to be measured by the (i) increase in gross national product per 
capita, (ii) reduction in national debt, and (iii) lower unemployment rates. 

C. Objectives or Expected Outcome 

4. The objective of the project, according to the project framework in the RRP, was to 
assist the government in improving the accessibility, quality, affordability, and sustainability of 
the national electricity supply. This objective was to be achieved by (i) reducing, in real terms, 
the average retail electricity price within 5 years, (ii) improving grid reliability to levels higher 
than the Energy Regulatory Commission (ERC) targets, and (iii) minimizing grid losses below 
the ERC’s system loss cap. Other outcome indicators were improved accessibility and 100% 
village electrification by 2006 with about 5,000 households benefiting from the Mindanao 
project, and the improved and sustainable financial performance of the industry, measured at 
a national level. 

D. Outputs 

5. The project outputs were as follows: (i) a competitive wholesale electricity market 
achieved by developing a market management system for the wholesale electricity spot 
market, and appointing an independent market operator (IMO); (ii) a 220-kilovolt (kV) double-
circuit transmission line between San Manuel and Mexico; and (iii) six transmission 
substations in Mindanao.  

E. Provision of Inputs 

6. The total cost of the project, plus physical and price contingencies, and interest during 
construction, was estimated at $106.0 million equivalent. This amount included a foreign 
exchange cost of $85.5 million and a local currency cost of $20.5 million equivalent. The $40.0 
million loan from ADB had a 20-year term including a grace period of 6 years; an interest rate 
determined in accordance with ADB’s London interbank offered rate-based lending facility; a 
commitment charge of 0.75% per annum; and a front-end fee of 1.0%. The Japan Bank for 
International Cooperation was to cofinance the foreign exchange cost of the project through an 

                                                 
1  ADB. 2000. Energy 2000: Review of the Energy Policy of the Asian Development Bank. Manila. 
2  ADB. 2002. Report and Recommendation of the President to the Board of Directors: Proposed Loan to the 

National Power Corporation and Technical Assistance Grant to the Republic of the Philippines for Electricity 
Market and Transmission Development Project. Manila. 
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untied loan of $45.5 million; and the executing agency was to provide $20.5 million to finance 
the local currency cost. About 48 person-months of international consulting services and 24 
person-months of domestic consulting services were allocated for the supervision of 
developing the MMS. The National Transmission Corporation (TRANSCO)3 was to supervise 
construction and engineering design for the transmission and substation component. 
 
7. The project included advisory technical assistance (TA) to support the transition to a 
competitive electricity market. The TA was designed to (i) review bid documents for the MMS 
and help evaluate bids; (ii) provide independent advice to the Department of Energy and the 
government prior to and during the initial operation of the WESM; (iii) develop an 
implementation plan for selecting the IMO; (iv) conduct industry consultations; and (v) prepare 
tender documents and assist in selecting the independent market operator. Funds were 
allocated for 16 person-months of international and 4 person-months of domestic consulting 
services. The total TA cost was estimated at $1.15 million, which consisted of a foreign 
exchange cost of $700,000 and local currency costs of $450,000 equivalent. ADB was to 
provide an $800,000 grant, and the government was to supply $350,000 counterpart funding in 
local currency.  
 
F. Implementation Arrangements 
 
8. The National Power Corporation (NPC) was the designated borrower of ADB’s loan 
with the Government of the Philippines as guarantor, and TRANSCO as the executing agency 
for the project. TRANSCO appointed a project director to coordinate the work and implement 
all project components. The Department of Energy was the executing agency for the advisory 
TA, with TRANSCO closely coordinating implementation. During the WESM’s initial 
operations, TRANSCO provided administrative and financial support to the autonomous group 
market operator. 
 
9. For the loan-financed transmission and substation components, TRANSCO appointed 
for each region a project manager to handle implementation in the field, with assistance from 
site managers. Although this arrangement complied with ADB requirements, the project 
completion report (PCR) noted that the project director did not have sufficient authority to 
ensure timely implementation of the project, and procurement problems and right-of-way 
issues were beyond his control. 4 Despite this constraint, the PCR noted that the project had 
complied with ADB environmental requirements and government environmental regulations, 
and had little adverse environmental impact. From the social perspective, the PCR noted 
about 700 project-affected people, of which some were relocated and all were financially 
compensated. 

 
10. It was necessary to modify the scope of the project because the Japan Bank for 
International Cooperation’s board of directors approved only $40.0 million compared to the 
original proposed amount of $45.5 million. At completion, the MMS component’s actual cost 
was $10.7 million compared with the estimated $25.0 million at appraisal, thus incurring a 
savings of $14.3 million. This savings covered the shortfall in the estimated foreign currency 
requirement, resulting in only slight modifications in the project design. An additional $3.7 
million was spent on WESM training and metering equipment.  
 

                                                 
3  Appendix 8 of the project completion report indicated 10 procurement packages. 
4  ADB. 2012. Completion Report: Electricity Market and Transmission Development Project in the Philippines. 

Manila. 
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11. The San Manuel–Concepcion–Mexico transmission line and its associated substation 
expansions were commissioned on schedule on 15 April 2009. Substation expansions in 
Mindanao were completed on 13 November 2011, almost 3 years after the appraisal schedule. 
In general, the NPC and TRANSCO complied with the loan covenants in the project and loan 
agreements. TRANSCO’s project implementation conformed to sound administrative, financial, 
engineering, environmental, and public utility practices. However, WESM assets have yet to 
be transferred from TRANSCO to the market operator.  
 
12. The TA completion report prepared in May 2009 rated the project successful although 
the government deferred one of the expected outputs—the appointment of the IMO—and 
instead established the Philippine Electricity Market Corporation (PEMC) to operate the 
WESM.5 The PEMC is composed of 15 representatives from various sectors of the electric 
power industry as well as independent members.6 A transition mechanism was set up to 
transfer the market management function from the PEMC—which was still the autonomous 
group market operator 5 years since WESM operations began in Luzon in 2006—to the 
planned IMO. The asset and liabilities function is expected to be transferred to the IMO under 
a competitive bidding process in 2014. The PCR for the loan was prepared in January 2012; it 
rated the project successful. 

II. EVALUATION OF PERFORMANCE AND RATINGS 

A. Relevance of Design and Formulation 

13. The TA completion report assessed the TA relevant in design and effective in 
achieving its objective. The PCR for the loan rated the project relevant because it was 
consistent with ADB’s country operational strategy for the Philippines7 and continued “to be 
relevant through its support for economic growth—an ADB priority area for assistance to the 
Philippines.” The strategy recommended that, among other things, ADB assistance focus on 
rural development; more balanced regional development, especially in the southern 
Philippines; and policies and programs particularly on greater private sector participation and 
institutional capacity building to improve the country’s infrastructure. Moreover, ADB signed a 
poverty partnership agreement with the government in October 2001, reiterating ADB’s 
support for the government’s privatization program and sector policy reforms to foster private 
sector development. 
 
14. ADB’s 1995 Energy Policy 8  was built on four key pillars: (i) poverty reduction,             
(ii) promoting private sector participation, (iii) regional and environmental impacts, and          
(iv) regional cooperation. The project was consistent with ADB’s review of the 1995 Energy 
Policy in 2000,9 specifically with the recommendation that ADB focus more on private sector 
participation—such as unbundling, restructuring, and privatization—with improved corporate 
governance. The transmission and substation components were consistent with the 
recommendation that ADB invest in enhancing the efficiency of production, transportation, and 
end use of energy. 

                                                 
5  ADB. 2009. Technical Assistance Completion Report: Transition to Competitive Electricity Market in the 

Philippines (TA No. 4073). Manila. 
6  The deferment was considered a necessary transition arrangement to ensure that all operational issues during 

the initial years of WESM operation were fully mitigated before handing over WESM administration to an 
independent operator.  

7  ADB. 1998. Country Operational Strategy Study: Philippines. Manila. 
8  ADB. 1995. The Bank’s Policy Initiatives for the Energy Sector. Manila. 
9  ADB. 2000. Energy 2000: Review of the Energy Policy of the Asian Development Bank. Manila. 
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15. The project was a central component in the government’s program of restructuring and 
privatizing the electric power industry to ensure accessible, high quality, affordable, and 
sustainable electricity supply, and creating a competitive electricity market. The project 
addressed the key constraints to the economic development of the Philippines: operational 
efficiency and capacity shortages. In the early 1990s, Luzon experienced severe power 
shortages, which prolonged blackouts and caused adverse economic impacts. Subsequently, 
the East Asian financial crisis in 1997 suppressed economic growth and reduced electricity 
demand, resulting in surplus power-generating capacity and causing debt service burdens of 
power purchasers to spiral upward. Transmission bottlenecks raised electricity prices and 
made grid power inaccessible to some businesses and households. 
 
16. In general, the project was appropriately designed to address the main issues affecting 
the sector. This validation rates the project relevant. 

B. Effectiveness in Achieving Project Outcome 

17. The PCR considered the project effective in supporting the ongoing development and 
restructuring of the power sector in the Philippines. However, the PCR did not indicate the 
number of new households connected to the grid because of the project, or the number of 
people affected by the market reform measures such as real price reductions against the 
baseline. In implementation, the transmission line was completed on time, although three of 
the six substations in Mindanao were installed 3 years later. The MMS was commissioned and 
the WESM operation increased the number of more private power generators, resulting in 
competitive electricity pricing and dampening the rising trend in electricity prices. Reliability 
surpassed the ERC’s targets in 2009 and 2010, and the PEMC produced regular and timely 
dispatch schedules, calculated market prices, and prepared settlement statements. 
Commercial WESM operation in Luzon started on 26 June 2006 after a trial period of market 
operation. However, 5 years since then, the PEMC has remained as market operator. 
Guidelines in selecting the IMO’s Board of Directors are being finalized and targeted for 
completion in 2014. 
 
18. Because of the project, grid losses were lower than the caps set by the ERC. 10 
Transmission system losses in Luzon were 2.87% in 2009 and 2.47% in 2010, and 
substantially reduced in Mindanao from 4.69% in 2009 to 3.81% in 2010. By 2009, 100% 
electrification in barangays was achieved in Mindanao. The completed transmission 
component successfully reduced congestion in Luzon and Mindanao, resulting in more reliable 
and dependable delivery of power and expanded electrification coverage in rural Mindanao. 
The large social welfare gains from the electrification and the substantial resource cost 
savings from reduced losses are reasons to conclude that the project was effective. This 
validation rates the project effective, similar to the PCR’s rating.  
 
C. Efficiency of Resource Use in Achieving Outcome and Outputs 
 
19. The PCR rated efficiency satisfactory. The PCR noted that the project opened the 
electricity market in the Philippines to independent power producers, and WESM operation 
was successful because it helped reverse the rising trend of electricity rates in the Luzon and 
Visayas grids. Completion of the transmission line and substation components in Luzon 
increased transmission and transformation capacities of the Luzon grid, enabling full dispatch 

                                                 
10  Caps set by the Energy Regulatory Commission were 2.98% for Luzon and 4.35% for Mindanao. 
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of the generating plants in northern and southern Luzon. In Mindanao, the additional 
transformers ensured reliable power supply to nearby areas as well as sufficient capacity for 
rural electrification.  
 
20. The economic analysis in the PCR assessed the economic viability of the project’s 
MMS component based on fulfillment of the Philippines’ legal requirements. The PCR noted 
that the actual MMS cost was about 43% of the initial estimate because it was purchased as 
software modules off the shelf rather than custom-made. The actual cost was $10.7 million, 
compared with $25 million at appraisal. The economic analysis of the MMS within a 5-year life 
(as was implemented) should have identified the least cost among other options. 

 
21. The PCR did not present the economic internal rates of return (EIRRs) and least-cost 
analysis of unit costs for the transmission and substation components. It should have 
calculated and presented these figures to compare with the figures in the RRP.  
 
22. Given that project implementation occurred largely as outlined in the RRP, and some 
cost savings offset delays in some substation components, this validation rates the project 
efficient. 

 
D. Preliminary Assessment of Sustainability 
 
23. The PCR rated the project likely to be sustainable. The PCR estimated the financial 
internal rates of return (FIRRs) for the MMS component at 65% and the transmission and 
substation components at 9.94%. For the MMS component, the PCR noted that the market 
operator obtained its revenue from fees from market participants, and that the MMS hardware 
and software were still operational. The PCR noted that the system infrastructure is 5 years 
old, nearing obsolescence, and will need to be replaced in the near future. The PCR should 
have assessed the WESM’s financial sustainability as an institution and its capacity to both 
finance and upgrade the MMS.  
 
24. For the transmission and substation component, the PCR assessed sustainability 
based on revenues being assured through performance-based regulation and “good 
maintenance of the facilities, and strict compliance with safety and operational procedures.” In 
this validation’s view, this assessment is insufficient. A financial assessment of the National 
Grid Corporation of the Philippines (NGCP) would have better determined whether project 
assets will be maintained in the future. The PCR should have also assessed the institutional 
capacity of the WESM and the NGCP. 

 
25. Nevertheless, the WESM and the NGCP are viable power institutions, providing 
effective oversight on the wholesale power market and the transmission grid, respectively.11 
Therefore, this validation rates the project likely to be sustainable. 
 
 

                                                 
11  Although the WESM is market-driven, many players provide oversight. For instance, the Energy Regulatory 

Commission was tasked to enforce the rules and regulations governing the operations of the electricity spot 
market, while the Department of Energy was responsible for energy policy and planning. The National Grid 
Corporation of the Philippines was granted the franchise to operate, manage, and expand the Philippine electric 
transmission grid for 25 years (from 2008), renewable for another 25 years. Ownership of the transmission 
assets (lines, substations, land, and structures) remain, however, with the Government of the Philippines 
through the National Transmission Corporation (TRANSCO).  
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E. Impact 

26. The RRP indicated that impact would be measured in terms of increase in gross 
national product per capita, reduction in national debt, and decrease in unemployment. 
Unfortunately, it is not possible to make any inferences on these indicators due to problems of 
attribution. The PCR evaluated impact by concluding that the “project has contributed to the 
reliability, quality, and affordability of power supply in the Luzon and Mindanao grids.” This 
conclusion seems correct based on the outcomes of the project.  
 
27. The PCR did not rate impact. In this validation’s view, the project’s impact on poverty, 
institutional development, economic growth, environment, and social outcomes is significant. 

III. OTHER PERFORMANCE ASSESSMENTS  

A. Performance of the Borrower and Executing Agency 

28. The PCR noted that after March 2009, TRANSCO had difficulties submitting quarterly 
progress reports and completion reports because project records and personnel were moved 
to the PEMC and the NGCP. The PCR also noted TRANSCO’s delayed procurement process 
because of its cumbersome procedures for bid evaluations and approval of contract award. 
  
29. TRANSCO complied with ADB’s guidelines and national laws for procurement, land 
acquisition, and resettlement. The valuation and compensation procedure involved information 
campaigns, data gathering, stakeholder consultations, verification of documentary 
requirements, cost valuation, negotiations, and processing of payments. Expropriation cases 
for failed negotiations were filed in courts. However, TRANSCO was unable to complete the 
land acquisition and resettlement plan within the appraised implementation schedule. The 
PCR rated the performance of the NPC as borrower and TRANSCO as executing agency 
partly satisfactory. This validation agrees with the PCR’s rating. 

B. Performance of the Asian Development Bank 

30.  The PCR stated that ADB’s performance did not contribute to implementation delays. 
ADB assisted TRANSCO in resolving issues brought to its attention during procurement and 
project implementation. However, ADB’s closer monitoring of the procurement process and the 
social engineering parts of the project would have helped minimize implementation delays. 
ADB’s project administration was rated satisfactory. This validation holds a similar view on 
ADB’s performance. 

IV. OVERALL ASSESSMENT, LESSONS, AND RECOMMENDATIONS  

A. Overall Assessment and Ratings 

31. The PCR rated the project successful. This validation gives a similar rating. The project 
was relevant, effective, efficient, and likely to be sustainable. Therefore, this validation’s 
overall project rating is successful. 
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Overall Ratings 

  Criteria PCR IED Review Reason for Disagreement and/or 
Comments 

Relevance: Relevant Relevant  

Effectiveness in 
Achieving Outcome: 

Effective Effective  

Efficiency in Achieving 
Outcome and Outputs: 

Satisfactory 
(Efficient) 

Efficient  

Preliminary Assessment 
of Sustainability: 

Likely to be 
sustainable 

Likely to be 
sustainable 

 

Overall Assessment: Successful Successful  
Borrower and executing 
agency: 

Partly 
satisfactory 

Less than 
satisfactory 

 

Performance of ADB: Satisfactory Satisfactory  
Impact: Not rated Significant  
Quality of PCR:  Less than 

satisfactory 
Shortcomings in efficiency, 
sustainability, and impact assessments 
(para. 36) 

ADB = Asian Development Bank, IED = Independent Evaluation Department, PCR = project completion report. 
Note: From May 2012, IED views the PCR's rating terminology of "partly" or "less" as equivalent to "less than" and 
uses this terminology for its own rating categories to improve clarity. 
Source: Independent Evaluation Department. 

B. Lessons 

32. The PCR identified several lessons. First, it highlighted the need to train all market 
participants to ensure their readiness. On the transmission and substation component, the 
PCR suggested that ADB and TRANSCO should have closely collaborated to prevent 
implementation delays; implementation would have proceeded quicker had TRANSCO 
appointed full-time staff for bid evaluation. A single procurement of the substation equipment 
and resolution of right-of-way issues before project commencement would have hastened 
implementation. 
 
33. The PCR noted that compensation and resettlement issues would have been resolved 
more quickly had the project made affected people better aware of the property valuation 
process and the impact of the project upon them, and established a mechanism for resolving 
disputes. Local government institutions would also have helped resolve disputes. The project 
should have activated the external monitoring group earlier to prepare it for the task of 
assisting affected people. This validation agrees with these lessons. 
 
C. Recommendations for Follow-Up 
 
34. This validation concurs with the PCR’s recommendations. This validation suggests that 
the PCR should have added a recommendation on establishing a monitoring and evaluation 
system as part of the project design, which would have helped assess outcomes and outputs. 

V. OTHER CONSIDERATIONS AND FOLLOW-UP 

A. Monitoring and Evaluation Design, Implementation, and Utilization 

35. The RRP stated that “TRANSCO will compile and analyze data to facilitate project 
performance monitoring and evaluation. It will forward this information to ADB in accordance 
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with the agreed schedule of performance measurement indicators to assess the 
macroeconomic impact and achievement of sector development goals of the Project.” The 
loan covenants did not require a monitoring and evaluation system to be established. The 
PCR did not discuss monitoring and evaluation. The absence of a monitoring and evaluation 
system was likely the main reason why the PCR did not calculate EIRRs or assess project 
impact. 

B. Comments on Project Completion Report Quality 

36. The PCR’s major shortcoming was insufficient analysis and assessment of the project’s 
efficiency, sustainability, and impact. The PCR did not calculate the EIRR for the transmission 
and substation components, and it erroneously used the FIRR as an efficiency rating rather 
than a sustainability measure. The PCR neither calculated the FIRR according to ADB 
guidelines nor did it provide a financial assessment of the implementing agencies to support its 
sustainability rating. The PCR should have provided more evidence of project impact in Luzon 
and Mindanao. Overall, the PCR’s quality is less than satisfactory. 
 
C. Data Sources for Validation 
 
37. Data sources included the RRP, the PCR, and back-to-office reports of ADB review 
missions. 
 
D. Recommendation for Independent Evaluation Department Follow-Up 
  
38. The PCR recommended that a project performance evaluation report be prepared in 
the last quarter of 2012. Since this date has passed, this validation recommends an evaluation 
to be undertaken at the earliest opportunity to verify the effectiveness, efficiency, sustainability, 
and impact of the project. 
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