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EXECUTIVE SUMMARY
Electricity is an essential commodity. In recognition of the critical role that reliable and
affordable power plays in economic development, the Asian Development Bank (ADB) has
consistently supported energy development and the power sector. Approximately one fifth of
ADB’s lending to its developing member countries is for the power sector. In the Philippines, this
ratio is higher at 27%. Starting with its first loan for the First Mindanao Power Project in 1971,1
ADB’s assistance program in the Philippine power sector has included 23 public sector loans
valued at $2.12 billion, 3 private sector loans and equity investments totaling $90.6 million, and
21 technical assistance (TA) grants for $9.42 million. ADB has been the lead development
partner in the sector, providing instrumental support for the ongoing sector restructuring and
reforms.
To assess the impact of ADB’s assistance to the sector over the past 34 years and identify
lessons for future operations, the Operations Evaluation Department included the Sector
Assistance Program Evaluation (SAPE) in its 2004 work program. The goal of the SAPE is to
identify ways to improve the Philippine power sector assistance program. ADB, Government,
private sector, and other stakeholders need to work together more effectively to provide a reliable
supply of electricity at an affordable cost, and to develop an efficient and financially viable power
sector.
Key Messages
In the past 3 decades, the power sector in the Philippines has undergone substantial
changes. The task of evaluating ADB’s performance in this complex and changing environment
represented methodological and practical challenges. Several key messages emerged from the
evaluation:
(i)

(ii)

1

ADB has tried to meet the changing demands of the sector during different periods.
The goals of the assistance program have evolved over time. Between 1971 and the
late 1980s, ADB mainly focused on (i) development of indigenous energy and energy
infrastructure to reduce reliance on imported fuel, and (ii) provision of reliable and
affordable electricity. After the power crisis in the late 1980s and the early 1990s, ADB
has mostly aimed to achieve, in addition to the two goals above, a third goal, (iii)
establishment of a financially viable power sector.
At the individual project level, 87% of ADB-financed energy projects were rated
successful or partly successful, compared with the average of 49% for all projects in
the Philippines. At the sector level, the first goal, development of indigenous energy
and energy infrastructure to reduce reliance on imported fuel, was mostly achieved,
particularly with a series of hydropower projects in Mindanao in the 1970s. These
hydropower plants still form the backbone of Mindanao’s generation capacities and
contributed to the region’s increased electrification with inexpensive hydropower. The
resulting savings in foreign exchange for fuel imports are made more substantial by
the current high energy prices in the world market. The second goal, provision of
reliable and affordable electricity, was partly achieved. Over the last three decades,
the power sector has increased the electrification rate from about 20% to 80% of the
population. However, the reliability of power supply has not been fully achieved as

ADB. 1971. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Mindanao Power. Manila. (Loan 0077-PHI, approved on 2 November 1971).
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(iii)

(iv)

(v)

(vi)

(vii)

(viii)

demonstrated by the power crisis during the late 1980s and the early 1990s and the
continued system imbalances despite significant improvement in recent years. The
affordability of power supply was not achieved as the Philippine’ electricity tariffs are
among the highest in Asia in absolute terms and relative to income. The third goal,
establishment of a financially viable power sector, was not achieved. At present, the
sector is severely indebted and financially insolvent.
The reasons for the underachievement of the sector goals were complex. There were
external factors such as the Asian financial crisis in 1997 and the archipelagic nature
of the country which makes building and maintaining power grids expensive. The
Government’s decision not to operate the Bataan nuclear power plant (partly due to
concerns over its operational safety) contributed to the power crisis starting in the late
1980s. The Government’s subsequent action in mitigating the power crisis, i.e., signing
42 contracts with independent power producers (IPPs) that were awarded based on
negotiation rather than through transparent and competitive bidding, contributed to the
high cost of electricity and the financial insolvency of the sector. Most ADB-supported
projects have achieved or at least partially achieved expected outputs, with
satisfactory to good quality but extensive delays. However, many ADB-supported
projects, both public sector and private sector projects, were appraised based on
overly optimistic demand forecasts and, thus, faced either underutilization or scope
reduction. This was partly due to ADB’s reliance on the Government’s gross domestic
product and demand forecasts as ADB does not produce independent long-term
economic forecasts.
ADB has been instrumental in supporting the Government’s sector restructuring and
reforms. However, the time required for, and risks associated with, power sector
restructuring are much greater than originally anticipated. Developing the necessary
procedures and institutions takes time, and sustained support will be required for
another decade or more. The cost of failure to the Philippine economy would be
huge, replicating the economic costs of the power crises of the late 1980s and early
1990s. This is a strong argument for continued ADB involvement in the sector. If the
power sector restructuring succeeds—something that probably will not be known for
5 years—then ADB would have made a major contribution by supporting it. If it fails,
ADB also would bear major responsibility.
While public sector lending has dominated ADB’s assistance program, private sector
investment will be a key element in the restructured power sector. ADB needs to help
create an enabling environment for the private sector that champions transparency in
privatization and the awarding of contracts to IPPs, the avoidance of onerous
contracts, and the use of competition and market forces to lower prices.
ADB should seek ways to address the issue of perceived corruption in its power
sector projects, or risk diminishing developmental impact of the projects, as well as
negative publicity.
A key element of ADB’s policy dialogue going forward should be to get the power
sector on a sound financial footing, and to reduce the fiscal burden on the
Government.
Selective public investment will continue to play a role in the power sector, particularly
in Mindanao.

Achievement of Outputs and Impacts
Strategies and Sector Goals. ADB’s assistance over the past 3 decades aimed to help
the Government achieve its developmental goals by addressing the system’s needs at each stage
of power sector development. In the 1970s and early 1980s, the strategic focus of the assistance
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was on development of indigenous energy sources, particularly hydroelectric power in Mindanao,
and energy infrastructure. The goal was to reduce the country’s reliance on imported oil and lower
the escalating costs of energy imports due to the global energy crisis. During the 1980s, ADB’s
energy policy placed more emphasis on energy infrastructure. The loans approved in the 1980s
mostly aimed to improve the country’s transmission and distribution systems. However, the
widespread electricity shortages in the late 1980s and early 1990s shifted attention back to the
need for additional generation capacity. In response, ADB adjusted its operational strategy to
reflect the urgency of augmenting generation capacity. Since the mid-1990s, ADB‘s strategy has
emphasized continued physical investment in system rehabilitation and expansion, particularly in
transmission, combined with assistance to the Government for restructuring the power sector. The
restructuring program focuses on sector unbundling, i.e., separation of the previously integrated
power companies into generation, and transmission companies, introduction of competition,
private sector participation, and financial performance improvement of the sector.
Achievement of Outputs and Objectives. Most projects achieved, at least in part, their
physical outputs of system expansion. Overall, the quality of ADB-financed facilities was
satisfactory to good, and the plants were generally well maintained. While the first sector
objective, development of indigenous energy sources and energy infrastructure to reduce
reliance on imported fuel, was mostly achieved, particularly with the hydropower projects in
Mindanao, the projects as a whole were less successful in achieving the sector goals of
providing affordable and reliable electricity, and establishing a financially viable power sector.
Most projects suffered from extensive implementation delays, significantly lower-than-expected
demand, and fiscal constraints of the executing agencies. As a result, the scope of some
transmission projects was reduced significantly. Several generation projects approved in the
late 1980s and early 1990s, though implemented as envisaged, were underutilized due to
generation overcapacity in Luzon, with most of these plants operating at 50–70% of their rated
capacities.
Technical Assistance. TAs addressed a wide range of issues related to power sector
operation, including system planning, tariff setting, and sector restructuring. The results of these
TAs were mixed. The TAs on sector restructuring had a significant impact on the direction of
sector reform—i.e., sector unbundling, privatization, and creation of the Energy Regulatory
Commission (ERC) and Wholesale Electricity Spot Market (WESM). While the early TAs on
tariffs generated some useful advice on moving from single energy charges (based on energy
sale alone) to combined capacity charge (based on demand for capacity) and energy charges,
this recommendation was not implemented until more than a decade later. Thus, the
Government and National Power Corporation (NPC) might have missed an opportunity to avert
or minimize aspects of the power crisis.
Operational Performance. The impact of ADB’s assistance was reflected partly in the
sector’s operational performance. Together with financing from other agencies, ADB’s
assistance aimed to maintain a balance between demand and supply within the system.
However, these efforts were not successful. The power crisis in the early 1990s had legacies far
beyond the crisis itself. The physical crisis, which has receded for the most part, gradually
evolved into a financial one. Today, Luzon has excessive generation capacity. While most
transmission assets appear to be underutilized, transmission constraints in southern Luzon
prevent the full evacuation of electricity generated by several major plants owned and operated
by IPPs in the region. Diminishing generation capacity margins and local transmission
constraints, particularly between islands, are affecting the Visayas and, to a lesser degree,
Mindanao.
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Financial Performance. ADB’s assistance affected the sector’s financial performance in
two key areas. First, ADB’s loans and investments impacted NPC’s financial performance.
Second, ADB’s TAs and loan covenants helped shape NPC’s accounting practices. Regarding
the first impact, ADB’s loans and investment might have improved the financial performance of
some projects and worsened others, depending on the utilization of the facilities, tariff levels,
and debt service or payment requirements. While quantifying the precise impact is difficult, the
overall impact of ADB loans and investments appears to have been less positive than what the
financial internal rates of return in the Project Completion Reports suggested considering a
significant portion of loans and investments that resulted in underutilization. The financial
insolvency of the power sector as a whole provides partial evidence of this. It has been
suggested that since ADB’s loans and investments were mostly for improving transmission and
distribution, two relatively weak links in the system, the overall performance of ADB’s portfolio
would probably be better than NPC’s investment program, which has had 42 take-or-pay
generation contracts. However, the data provided by NPC show that, with a few exceptions, the
current average loading on its key transmission lines, partly financed by ADB, are only 30-40%,
compared to maximum possible loading of 110%. These utilization rates are no better than
those for some of the IPP plants visited by the OEM, which were typically operating at 50-60%
of their rated capacities. Regarding ADB’s impact on accounting, NPC has adopted practices
that are in line with local accounting rules. However, deeper financial analysis by ADB would
have revealed problems associated with NPC’s true financial performance because of the
deferral of costs and holding down of provisions. ADB has provided some technical assistance
in this area but did not do enough to require presentation of more meaningful results.
Policy and Sector Reforms. ADB had a substantial impact on policy reforms and the
institutional structure of the sector, although its ultimate impact in improving the sector’s
performance and financial viability is still unclear. Through its only program loan and TAs, ADB
helped unbundle the vertically integrated utilities into generation, transmission, and distribution
companies. In June 2001, Congress passed an important piece of legislation, the Electric Power
Industry Reform Act (EPIRA). EPIRA mandated key institutional changes, including the
establishment of the WESM, the privatization of NPC’s generation and transmission assets, and
the creation of the ERC. In the longer term, the restructuring is intended to permit full retail
competition in the power sector. However, major questions remain as to how WESM, which is still
being tested, will work. Further, it is unclear whether the electric cooperatives, many of which are
insolvent, will be able to grasp the system’s technicalities. The soundness and authenticity of the
decisions made by ERC, which has been operating for a relatively short time with true
independence, will continue to be put to the test. These key factors could affect future investors’
confidence in the market. Although private sector investment is an established part of the
Philippines’ power market, the pace of privatization of the sector’s generation and transmission
assets has lagged behind what was envisaged in EPIRA. However, the recent privatization of the
Masinloc power plant was a sign of significant progress.
Socioeconomic Impact. Over the past 3 decades, the electrification rate has increased
the electrification rate from about 20% to 80% of the population. This rate places the Philippines
in the middle of Asian countries—behind Thailand, India, and Indonesia, but ahead of Sri Lanka
and Pakistan. Compared with the late 1980s and early 1990s, the power sector has improved
system stability and reduced outages considerably. Most customers interviewed, particularly
households, did not view outages and system stability as their main concern. The exceptions
were some industrial customers with higher quality demand, most notably the semiconductor
industry. High tariffs are widely viewed as the main problem by virtually all customers,
particularly industrial and commercial customers due to the cross-subsidies they must pay for
residential customers. A socioeconomic survey on the impact of electrification on rural (and
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some urban) users in villages across Luzon, Visayas, and Mindanao indicated that electricity
brings about significant benefits in (i) income generation, (ii) information dissemination, (iii)
reduction of birth rates, (iv) prolonged study time, (v) entertainment, and (vi) quality of life in
general. The survey also found significant regional differences in the ways electricity is used for
improving quality of life and productivity. Future electrification programs should take into
account such regional differences to maximize their developmental impact.
Overall Assessment. The power sector assistance program during 1971 and the late
1980s is rated successful, and the program from the late 1980s to the present is assessed as
partly successful. Overall the program is assessed partly successful. This assessment
recognizes that ADB-supported projects have mostly achieved their expected outputs with
satisfactory to good quality, though often with serious delays, scope reduction, or, in some
cases, cost overrun. However, the program as a whole has not achieved some of its key sector
objectives including providing reliable and affordable electricity and a financially viable power
sector.
Issues, Lessons, and the Way Forward
Issues and Challenges. Despite some progress, the power sector faces major
challenges, including (i) risks posed by power sector reforms; (ii) high tariffs, and the need for
additional increases; (iii) corruption; (iv) sector debt financing, and implications for national fiscal
balance; (v) the possibility of another power crisis; and (vi) the role of retailing in the restructured
sector.
The sector reforms carry a number of risks, including (i) political interference in setting
tariffs and day-to-day management of the power sector, (ii) unrealistic expectations of the
benefits, (iii) complexities and time requirements of the reforms, and (iv) potentially diminishing
public support when expectations are unmet. The reasons for the high electricity tariffs in the
Philippines are complex. The archipelagic nature of the country makes building and maintaining
power grids expensive. The main reasons for the high cost relate to sector mismanagement,
particularly the building of the $2 billion Bataan Nuclear Power Plant that was subsequently
mothballed partly due to safety concerns; and the many onerous take-or-pay contracts with IPPs
that created the overcapacity. Other factors include the extensive use of foreign currencydenominated loans, coupled with currency mismatch since revenues are paid in Pesos and the
Peso depreciation; corruption; underutilization of capacity; and high technical standards. Despite
the high electricity tariffs, they continue to be below actual cost of electricity supply. As a result,
higher tariffs are necessary to reduce the debt burden on the Government and avert a major fiscal
crisis. The power sector accounts for as much as 40% of the Philippines’ public debt. Corruption is
perceived to have infected the power sector. ADB could risk its reputation, as well as the
diminishing developmental impact of its projects, if it does not make more concerted and
strenuous efforts to address potential corruption in ADB-financed projects. A key recommendation
is to increase the transparency in the formulation, procurement, and implementation of ADBfinanced projects.
Lessons Identified. Lessons drawn from the evaluation include: (i) Strengthening the
independence of the power sector; (ii) demand forecasts need to be more realistic; (iii) ADB
needs to strengthen the quality of its financial review of the sector’s performance; (iv) ADB
should actively promote the use of internationally accepted and transparent procedures for
evaluating IPP bids; (v) delays in project implementation must be reduced; (vi) project costs
should be controlled by improving governance and reducing corruption; (vii) currency
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mismatches should be avoided; and (viii) greater ownership by executing agencies is needed
for policy related advisory TAs to be successful.
Future Recommendations. Given the less-than-satisfactory results and the heavy debt
that the sector has amassed, a logical question is whether ADB should continue lending to the
sector, which could worsen the sector’s indebtedness. There are several reasons for continued
ADB assistance in the sector. The Philippines is currently facing severe macroeconomic and
fiscal conditions and deteriorating investment climate. Addressing problems in the power sector
will help to resolve these issues. Power sector assistance is a top priority in ADB’s most recent
Country Strategy and Program due to the magnitude of the financial crisis facing the sector and
its impact on Government’s finance. With the sector reforms at a critical transition phase, and
the sector still needing a huge amount of liquidity to meet its financial obligations, it would be
inopportune for ADB to cease support for this important sector. For example, ADB’s partial risk
guarantee can help reduce the cost of bond issuing by the Government or the power
companies. However, the results of this evaluation also make clear that the Government and
ADB must improve the way they do business in the sector. In particular, the Government should
address the key issues facing the sector: privatization of generation and transmission
companies, stranded costs, and perceived corruption. ADB needs to improve its due diligence
through better sector financial review and analysis of the sector, and long-term demand
forecasting to support its lending. In terms of future assistance, the evaluation recommended
that ADB: (i) support sector reforms through policy-based lending and TA based on a thorough
and fair review of the sector’s true financial performance, with an aim to find out the true value
of the sector’s assets, liability, and how much is needed to recapitalize the sector; (ii) improve
the design and quality of entry of public sector lending in the power sector; (iii) support private
sector participation in the power sector through improved governance and transparency; and
(iv) continue to focus on Mindanao and Visayas.
ADB’s experience with policy-based lending in the Philippine power sector has not been
successful due to unrealistic designs. However, program loans and TAs remain ADB’s main
tools for supporting policy reforms. If another program were to be formulated to help the
Government implement its power sector reforms, the conditions should be minimized, clearly
defined, monitorable, and fully owned by the Government. The program should address four
policy objectives: (i) restructuring some of the rural electricity cooperatives, which repeatedly fail
to meet their liabilities for power purchases; (ii) privatizing transmission assets and at least 70%
of the generation assets, which is critical to making the new structure work effectively; (iii)
facilitating long-term commercial power purchase agreements between retailers, bulk
customers, and generators; and (iv) increasing tariffs.
ADB assistance from the early 1970s focused on Mindanao. The region poses some
special challenges due to the poor peace-and-order situation, and the relatively high incidence
of poverty compared with the rest of the Philippines. The region continues to have large
unserved energy demand, as demonstrated by the 60% electrification rates for Visayas and
Mindanao compared with 82% for Luzon. Due to the lack of interconnection, the Mindanao grid
will not be able to participate fully in the restructured power sector, particularly the WESM. The
majority of power generation on the island is hydroelectric, which is expected to remain publicly
owned despite the planned divestiture of NPC’s other generation assets. ADB should stay
involved in this area during and after the power sector restructuring.

I.
A.

INTRODUCTION

Background

1.
The Philippines, which has per capita gross domestic product (GDP) of about $1,000,
ranks near the middle of countries in Asia in terms of electrification. Table 1 provides some key
electricity indicators for selected countries in Asia and the Pacific. About 78% of the Philippines’
80 million people have access to electricity —a lower rate than in Thailand, India, Indonesia,
and Viet Nam, but higher than in Sri Lanka and Pakistan. Notably, India, Indonesia, and Viet
Nam achieved higher electrification rates with lower per capita GDP than the Philippines. The
Philippines consumed 578 kilowatt-hours (kWh) of electricity—more than in Indonesia, India,
Pakistan, and Viet Nam, but less than in Thailand.
2.
In recognition of the critical role that reliable and affordable power plays in economic
development, the Asian Development Bank (ADB) has consistently supported the energy sector
and the power subsector in its operations in the Philippines. Starting with its first loan for the First
Mindanao Power Project in 1971,1 ADB’s involvement in the Philippine power sector has been
extensive: 23 public sector loans totaling $2.12 billion (about 27% of ADB’s total public sector loan
portfolio in the country), 1 partial credit guarantee of $500 million, 3 private sector loans and equity
investments for $90.6 million, and 21 technical assistance (TA) grants totaling $9.42 million.
ADB’s assistance has accounted for about 20% of the noncommercial external borrowing of the
power sector, with the World Bank providing less than 20% and bilateral funding agencies (mostly
the Government of Japan) making up the remaining 60%. Traditionally, ADB has been the lead
development partner, particularly at the policy level, for sector restructuring and reforms.
3.
ADB’s South East Asia Department requested a Sector Assistance Program Evaluation
(SAPE) to review the impact of ADB’s assistance to the power sector over the past 34 years.
During this period, the economy grew modestly at an average of 3.6% per year. However, the
growth varied considerably over the years, with some periods registering zero or even negative
economic growth. The installed capacity of the electricity system expanded more than sevenfold
from 1,870 megawatts (MW) in 1971. The electrification rate increased from about 20% of the
population in the early 1970s to about 80% in 2004. Far more people now enjoy a regular power
supply. However, the power sector in the Philippines continues to suffer from poor financial health
and heavy indebtedness,2 high tariffs, and unreliable power supply. Table 1 indicates that the
household electricity tariff in the Philippines was the third highest after Japan and Hong Kong, and
two to three times more expensive than most countries. The power sector’s poor financial
performance has strained the national budget severely. The high tariffs and poor reliability of the
electricity supply often are regarded as one of the main constraints hindering the country’s
economic development.

1

2

ADB. 1971. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Mindanao Power. Manila (Loan 0077-PHI, approved on 2 November 1971).
As of the end of 2003, the total long-term debts of the National Power Corporation (NPC) amounted to more than
P461 billion (about $8.6 billion at the year-end exchange rate). With other financial commitments in the form of
interest payments and Government-guaranteed “take-or-pay” power purchasing agreements with independent
power producers (IPP), the total financial liabilities for the sector are in excess of $25 billion.
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Table 1: Cross-Country Comparison of Electricity Indicators for Asia and the Pacific (2000–2002)

Country

Installed
Capacity
Per
Capita
(kW)

Australia
Bhutan
Hong Kong,
China

2.16
0.17
1.69

India

0.11

Indonesia
Japan
Malaysia
Mongolia
Pakistan
Papua New
Guinea

0.11
2
0.64
0.32
0.11
0.11

New and
Renewable
Energy
Share of
Capacityd
(%)
21
1
—

16
8
14
0
67
38

Ratio
Between
Maximum
Demand
and
Installed
Capacity

Electricity
Consumption
Per Capita
(kWh)

Electricity
Intensity
in GDP
(kWh/$)

Electricity
Lossa Per
Generated
Unit (%)

Electrification
Rate
(%)e

Household
Electricity
Tariff (US
cents/kWh)

100
5
100

6.97
1.03
13.99

81
25
80

9,652
222
5,612

0.22

7
3
12

—

357

0.73

26

88

3.54

—
67
66
—
67
—

382
6,479
2,693

0.64
0.14
0.79
1.87
0.60
0.18

—
4
10

82
100
97

—
17.33
c
6.58

18
24
0

24
59
45

4.62
5.18
5.35

785
310
147

0.40
0.41

g

Philippines
0.18
32
54
78
13.05
488
0.40
16
Singapore
1.7
0
—
100
7,454
0.27
3
8.34
Sri Lanka
0.1
63
76
276
0.34
21
68
5.35
Thailand
0.45
17
62
99
6.38
1,589
0.34
7
Viet Nam
0.08
55
74
269
0.73
16
80
5.87
Data in italics are for the year 2002.
— = not available, kW = kilowatt, kWh = kilowatt-hour,
a
Electricity loss is the ratio of transmission and distribution losses to the total electricity generation.
b
Tariff of Hong Kong Electric Company Ltd.
c
Tariff of Tenega Nasional Berhad (Peninsular Malaysia).
d
New and renewable energy includes geothermal, hydropower, solar, photovoltaic cells, wind, combustible renewables and
waste, and fuel cells.
e
Electrification rate is calculated as the ratio of total urban and rural population with access to electricity to total rural and urban
population of the country.
g
Tariff in Rajasthan.
Source: United Nations Economic and Social Commission for Asia and the Pacific and the Conference on Trade and Development.

B.

Objectives and Scope of Evaluation

4.
The objective of the SAPE was to provide a comprehensive and independent assessment
of ADB’s assistance to the power sector, including its impact on the sector’s development as well
as on the country’s economic development and poverty reduction programs. The SAPE also
sought to identify lessons learned and areas where ADB, the Government, the private sector, and
other stakeholders could work together more effectively to achieve the goals of providing
electricity at an affordable cost, and developing an efficient and financially viable power sector.
5.
ADB’s support has been extensive, covering generation, transmission, and distribution. Of
the $2.21 billion in public and private sector lending, about $660 million (or about 27%) was used
primarily for generation. The remainder was for transmission and distribution, including rural
electrification, and sector restructuring. Before 1981, ADB did not provide any TAs. The 16
advisory TAs provided since 1981, valued at $7.85 million, attempted to tackle several areas,
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including system planning, tariff setting, asset revaluation, and sector restructuring. In addition,
ADB provided five project preparatory TAs totaling $1.57 million. A list of loans and TA projects
funded by ADB over this period is in Appendix 1.
6.
The SAPE attempted to evaluate the aggregate developmental impact of all loans,
investments, and TAs shown in Appendix 1. However, due to limited time and resources, as well
as security concerns in some parts of the country and other factors, the Operations Evaluation
Mission (OEM) visited only a small sample of project sites.
C.

Evaluation Methodology

7.
Evaluating the impact of ADB’s assistance without examining the performance of the
power sector as a whole is conceptually impossible as ADB’s assistance was not undertaken in
isolation. Rather, ADB’s assistance was accompanied by investments by other multilateral and
bilateral financing institutions, such as the Japanese Bank for International Cooperation (JBIC)
and the World Bank, and by the Government. ADB provided more TAs than other development
agencies and financial institutions. The TAs addressed a range of system-wide issues, such as
system planning, tariffs, assets revaluation, and sector restructuring. These factors require a
systemic approach to evaluating the electricity sector, looking at developments over the past 34
years. While the impact of individual projects is assessed based on available information and
site visits, the results form the basis for evaluating the patterns and common traits of ADB
power sector projects in the Philippines. By comparing individual projects in a systematic
fashion, important insights can be gained into the main issues and problems facing the power
sector today. In contrast to a project-level evaluation, a sector evaluation can help to assess the
aggregate impact of the projects and TAs on achieving sector objectives, rather than project
objectives.
8.

The OEM’s information gathering included:
(i)

Interviews and in-depth discussions with key stakeholders in the sector, including
(a) officials at the Department of Energy (DOE) and Energy Regulatory
Commission (ERC); (b) officials of all the utilities, including National Power
Corporation (NPC), National Transmission Corporation (TRANSCO), Power
Sector Assets and Liabilities Management Corporation (PSALM), National
Electrification Administration (NEA), Manila Electric Company (MERALCO), and
independent power producers (IPP), (c) development partners, including the
World Bank and JBIC; and (iv) representatives of electric cooperatives and
customer groups, including industries and households.

(ii)

Inspection of key assets, such as power stations, substations, transmission and
distribution lines, and consumer connections.

(iii)

Review of documentation, including ADB reports such as appraisal reports,
reports and recommendations of the President (RRP), project completion reports
(PCR), TA completion reports (TCR), project performance audit reports (PPAR),
back-to-office reports (BTOR), and annual reports; and accounts of the utilities,
consultants’ reports; and reports and studies prepared by other development
agencies active in the sector.

(iv)

Survey of selected rural and urban households (with and without electricity) in
Luzon, Visayas, and Mindanao to evaluate how the availability of electricity
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affects people’s quality of life and livelihood, and to identify the key factors that
deter households without an electricity connection.
9.
An evaluation matrix, which forms the framework for the evaluation, is in Appendix 2. The
framework consists of the five building blocks of evaluation, i.e., relevance, efficacy, efficiency,
sustainability, and other institutional and development impacts. For each of these criteria, a series
of questions were raised that was to be addressed through the evaluation. For example, one of
the key questions regarding relevance was: Were the policy objectives outlined in energy policy
papers appropriate in relation to the development strategies of the Philippines in the past 3
decades? Another question related to relevance asked: Were the planned power sector
interventions in the ADB country strategy appropriate to reflect the policy objectives? On efficacy,
efficiency, and sustainability, the questions focused on some of the same issues. First, to what
extent did the power sector assistance program achieve the sector objectives defined in the
country strategy documents? Second, given the poor financial performance and the heavy
indebtedness of the power sector, how has ADB assistance affected the performance, and how
can ADB help improve the sector’s financial health and project sustainability more effectively?
Third, was the high electrification rate in the Philippines achieved at an excessive cost? Related to
that, has ADB’s assistance as a whole followed a least-cost strategy? For each question, the
matrix included a list of indicators, sources of information, and collection/analytical methods.
10.
In evaluating ADB’s assistance program, a series of methodological challenges were
encountered. First, the SAPE aimed to differentiate the performance of ADB-financed projects
from the performance of power sector projects in general. Although such a distinction is not
always possible, efforts have been made throughout this evaluation to highlight such differences.
Efforts were also made to distinguish between the impact of external factors, e.g., the Asian
financial crisis, and that of policy and management errors. Second, the task of assessing ADB’s
assistance over the last three decades was complicated by the fact that the performance of ADBsupported projects varied over time. The SAPE aimed to highlight such differences. Third, the
SAPE differs from project-level evaluations such PPARs (which assessed the performance of
individual projects) by assessing the accumulative impact of the projects on the achievement of
important sector goals, e.g., reliable and affordable power supply, financially viable power sector.
Although the PCRs and PPARs provide useful information for the SAPE on project
implementation and initial operation, their usefulness for sector evaluation may be limited for two
reasons. First, the assessment of the financial and economic returns of the projects by PCRs and
PPARs depended, to a large extent, on forecasts of energy sales for the time the PCRs or PPARs
were prepared. These forecasts proved to be overly optimistic. Second, it is possible that
individual projects perform well, i.e., high success rates, but accumulatively the main sector goals
were not achieved, either because the sector goals were too ambitious or the individual projects
have limited relevance to the achievement of such goals. The SAPE aimed to draw information
from a variety of sources including PCRs/PPARs, site visits, and more updated information on the
performance of the sector and ADB-supported projects to reach a balanced assessment.
II.
A.

THE POWER SECTOR AND ASIAN DEVELOPMENT BANK’S ASSISTANCE
Philippine’s Power Sector: A Historical Perspective (1971–2005)
1.

Overview of Key Indicators

11.
The two primary forces driving electricity demand are population and GDP growth. Table 2
provides key population, economic, and electricity consumption indicators for the Philippines for
1976–2004. During this period, population grew by 96%, GDP by 130%, and electricity
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consumption by 320%. The amount of electricity consumed per 1,000 peso GDP increased by
84%, and per capita electricity consumption rose by 115%%. Figure 1 illustrates the breakdown of
electricity consumption by uses since 1991. The consumption pattern was relatively stable, i.e.,
residential use (23–29%), commercial use (18–21%), industrial use (28–36%), and system losses
from technical loss and pilferage (12–17%). Table 1 indicates that the Philippines has relatively
low system losses compared with other countries in the region, averaging 14%. That is lower than
India (30%) and Sri Lanka (21%), but higher than Thailand (9%).
Table 2: Key Economic Indicators
Economic Parameters
Average
GDP
Elasticity
(P billion
Intensity
Electricity Growth (Electricity- Electricity- Electricity
in 1985
to-GDP)a
per Capita
Constant Growth Population Consumption Rate
to-GDP
(in GWh)
(%)
(kWh)
Year
Price) Rate (%) (million)
by Decade (kWh/P'000)
1976
494.3
8.8
42.4
13,252
8.4
26.8
312.8
1977
522.0
5.6
43.5
13,833
4.4
26.5
317.9
1978
549.0
5.2
44.7
15,537
12.3
28.3
347.6
1979
579.9
5.6
45.9
17,804
14.6
30.7
387.7
1980
609.8
5.1
48.1
17,883
0.4
29.3
371.8
1981
630.6
3.4
49.2
18,583
3.9
29.5
377.5
1982
653.5
3.6
50.4
19,406
4.4
29.7
385.2
1983
665.7
1.9
51.6
21,454
10.6
32.2
416.0
1984
617.0
(7.3)
52.8
21,180
(1.3)
34.3
401.3
1985
571.9
(7.3)
54.0
22,766
7.5
39.8
421.4
1986
591.4
3.4
55.3
21,797
(4.3)
36.9
394.2
1987
616.9
4.3
56.6
22,642
3.9
36.7
400.1
1988
658.6
6.8
57.9
24,539
8.4
37.3
423.7
1989
699.4
6.2
59.3
25,573
4.2
36.6
431.4
1990
720.7
3.0
60.7
26,327
2.9
2.6
36.5
433.7
1991
716.5
(0.6)
62.1
25,649
(2.6)
35.8
413.0
1992
718.9
0.3
63.6
25,870
0.9
36.0
407.1
1993
734.2
2.1
65.0
26,579
2.7
36.2
408.7
1994
766.4
4.4
66.5
30,459
14.6
39.7
457.8
1995
802.2
4.7
68.6
33,554
10.2
41.8
489.0
1996
849.1
5.8
69.9
36,708
9.4
43.2
524.8
1997
893.2
5.2
71.5
39,797
8.4
44.6
556.3
1998
887.9
(0.6)
73.2
41,578
4.5
46.8
568.4
1999
917.4
3.3
74.8
41,432
(0.4)
45.1
553.9
2000
973.0
6.0
76.5
45,290
9.3
2.2
47.4
592.0
2001
990.0
1.8
78.0
47,049
3.9
47.6
603.2
2002
1,023.1
3.3
79.7
48,467
3.0
47.4
608.1
2003
1,070.0
4.6
81.3
52,941
9.2
49.5
651.2
2004
1,134.9
6.1
83.0
55,657
5.7
49.3
674.2
GDP = gross domestic product, GWh = gigawatt-hour, kWh = kilowatt-hour.
a
Elasticity is defined as the ratio between the percentage change of total electricity consumption and
percentage change of total GDP over a fixed period. The fixed period can be a year or a decade. Decadal
elasticity is calculated here, for the 1980s and 1990s, to avoid the volatility associated with yearly
estimates.
Source: Department of Energy.
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Figure 1: Power Consumption by Sector and
System Losses
(GWh)
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GWh = gigawatt-hour.
Source: Department of Energy.

12.
Figures 2 and 3 show the Philippines’ power generating capacities by region and fuel
type, respectively. Luzon accounted for 78% of installed and dependable capacity, while
Visayas and Mindanao each accounted for 11%. The availability or dependability of the installed
capacity ranged from 86% to 89%, much higher than in the late 1980s and early 1990s
(although detailed figures for this period are unavailable) due to the newly built capacities and
retirement of some aging plants. Figure 3 shows that the Philippines’ power generating
capacities are spread fairly evenly across different fuel types, with coal, diesel/oil, hydropower,
and natural gas accounting for about 20–25% each, and geothermal 13%. Diversity of fuel types
helps improve energy security and saves foreign exchange for energy imports.3

MW

Figure 2: Regional Breakdown of Generating
Capacities (2003)
14,000
12,000
10,000
8,000
6,000
4,000
2,000
0
Luzon

Visayas

Installed Capacity

Mindanao

Dependable Capacity

MW = megawatt.
Source: Department of

3

As indicated in Table 1, the Philippines has relatively rich resources in new and renewable energy (e.g.,
geothermal and hydropower) with 32% of its installed capacity coming from such sources—higher than Indonesia
(16%) and Thailand (17%), but lower than Sri Lanka (63%) and Viet Nam (55%).
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Figure 3: Breakdown of Generating Capacity
by Fuel Type (2003)
Natural Gas
18%

Diesel/Oil
24%

Hydropower
19%

Coal
26%

Geothermal
13%
Source: Department of Energy.

2.

1971-1986: From Vertically Integrated Utilities to National Monopoly in
Generation and Transmission

13.
In 1971, the Philippines had 1,870 MW installed capacity (about 12% of today’s level), with
less than a third in the hands of publicly owned NPC. Most NPC capacity was hydroelectric. Other
capacity was in the hands of 336 private power utilities. With 1,107 MW of capacity, MERALCO
was by far the biggest, though 121 other municipal utilities also were operating. Most private
capacity was thermal. NPC and MERALCO cooperated in trading power. Only 20% of the
population had electricity. They were concentrated in Luzon, which had 1,587 MW of capacity.
Most utilities outside Manila operated for a limited number of hours each day, and
interconnections between islands did not exist. Generation in 1971 totaled 8,266 GWh plus about
1,200 GWh of captive generation by industry.
14.
During the 1970s and early 1980s, supply and demand grew steadily. By the mid-1980s,
the electrification rate had risen to about 50% (Figure 4). In 1985, installed capacity totaled
5,783 MW, with NPC controlling 89%. Figure 5 compares the system peak demand with the
installed generating capacity from 1985 to 2003. This indicates that installed capacity
consistently has exceeded peak demand by about 80% since 1985.4 Table 1 indicates that the
Philippines had the second lowest ratio between maximum demand and installed capacity
(54%) among countries surveyed, compared with Thailand’s 62% and Sri Lanka’s 76%. Low
ratios indicate high reserve margins, underutilization of the capacities, and often high costs of
electricity.
15.
In 1971, most utilities were integrated, providing generation and transmission/distribution
services. However, a number of institutional reforms were taking place around this time. NPC was
reformed in 1971 with measures to strengthen its management, which allowed it to operate
profitably. NEA was established to promote rural electrification. The Power Development Council
was created to coordinate and plan for the sector, while the Utilities Development and Finance
Corporation was set up to assist in financing, technical planning, and management.
4

This raises a question as to why the country had a major power crisis in the late 1980s and early 1990s. Several
factors influenced effective generation and transmission capacity, including (i) low availability (dependability) of the
installed capacities, particularly in the early years with many aging plants; (ii) transmission bottlenecks; (iii)
seasonality of some of the hydroelectric plants, i.e., many of them were available for only 20–40% of the time; (iv)
geographic mismatches between capacities and demand centers; and (v) poor management of reactive power.
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16.
During the 1970s and early 1980s, as supply and demand grew steadily, the institutional
model changed. The integrated utilities of the early 1970s disappeared. The Government
pursued a nationalization program of the utility companies and NPC became the dominant
generator and took over the generation capacity of MERALCO in 1978. With considerable
growth in the transmission network, and under government pressure, most distributors took
supplies from NPC rather than self-generating. Electricity cooperatives were encouraged to take
over distribution from privately owned distribution utilities, and these cooperatives increased in
size and number as power became more widely available.
17.
The financial performance of the power sector during this period was essentially sound
even though the adequacy of returns on investment raised concerns during the 1970s and early
1980s. The Government, however, had a long-standing commitment to the World Bank and ADB
for NPC to earn a return of 8% on its revalued assets. Despite many shortcomings in the structure
of tariffs, as well as concerns over the levels of receivables and NPC’s liquidity position, the sector
was financially viable (para. 63).

Figure 4: Electrification Level
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Source: Department of Energy.

Figure 5: Capacity Demand and Supply
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3.

1986-Present: Power Crisis and Post-Crisis Sector Restructuring

18.
The election of the Aquino Government in February 1986 heralded a period of major
change in the industry. The Department of Energy was abolished in June 1986 (but was
reestablished later). The new Government decided not to operate a 620 MW nuclear power
plant in Bataan because of concerns about its operational safety, high costs and corruption,
which was nearing completion. There were no other projects planned in the short term to
provide the needed capacity. These actions were taken when the power sector was facing some
problems. Luzon had six complete power system failures between 1983 and 1986, and load
shedding, i.e., scheduled outages due to shortage of generation capacities, was a regular
occurrence. In July 1987, the Government withdrew NPC’s exclusive right to generate power.
By 1988, NPC was actively pursuing build, operate, and transfer (BOT) plants to address
capacity shortfalls. Despite these investments, the power crisis escalated. In 1992 and 1993,
Luzon experienced power outages of 4–8 hours per day. In Mindanao, regular power cuts lasted
up to 12 hours. The economic losses associated with the power shortage ran into billions of
dollars per year.5 More than 1,000 MW of new capacity was added to the system in 1993. By
the end of the year, power supplies were no longer interrupted. Virtually all the new capacity
was created through IPPs, which were contracted to sell power to NPC and, in some cases, to
distributors on a take-or-pay basis.6
19.
The crisis had two significant legacies. First, the removal of NPC’s monopoly effectively
took away the role of system planner. Distribution companies, MERALCO in particular, contracted
with IPPs as well as NPC. Second, investment continued well after the crisis had been resolved.
By the end of 1994, the private sector had completed 2,177 MW of power capacity. An additional
3,010 MW was scheduled for completion between 1996 and 1999. By the end of 1996, the private
sector had completed 3,270 MW of IPPs, with another 5,655 MW planned for 1997–2004. By the
end of 2003, the sector had 42 take-or-pay power purchasing agreements (PPA) with IPPs. The
terms of these IPPs created a growing financial crisis in the Philippine power sector as available
capacity began to outstrip demand. NPC increasingly had pay for power that it could not sell.
NPC’s financial position deteriorated gradually during the early 1990s. In 1996, the World Bank
reduced its required rate of return from 8% to 7%, in recognition of the problems NPC faced. The
Asian financial crisis of 1997 exacerbated the financial problems. Businesses scaled back
production, and power demand fell. The peso depreciated, doubling the local currency value of
NPC’s foreign debts. NPC faced an escalating financial crisis, exacerbated by delays in approving
tariff increases. From a small surplus in 1997, NPC incurred losses equivalent to 4% of turnover in
1998, increasing to 26% in 2002 and 93% in 2003.

5

6

By comparing the actual GDP growth figures for before and during the power crisis (1990–1993), the OEM
estimated that the average reduction of GDP due to the crisis was about $4.5 billion per year during the 4-year
period.
‘Take-or-pay’ refers to the contract arrangement that allows the seller or IPPs to collect a minimum capacity
charge, typically 80% of available capacity, even if the purchaser or NPC does not need the capacity.
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20.
From the early 1990s, the Government was committed in principle to reforming the power
sector. The aim was to introduce more competition and private investments in order to relieve the
financial burden that the power sector imposes on its finances. However, the new power sector
legislation, the Electric Power Industry Reform Act (EPIRA), was passed only in 2001. The delays
in passing the legislation reflected the difficulties of getting congressional approval for a complex
reform measure. The key objectives are to remove the burden of supporting the power sector from
the public sector, while ensuring reliable and reasonably priced supplies to consumers. EPIRA
established a new legal and regulatory framework, and enabled unbundling of the power sector
into generation, transmission, distribution, and supply subsectors. The Department of Energy will
be responsible for the formulation of policies for the planning and implementation of a
comprehensive program for efficient electricity supply. EPIRA also created Government-owned
corporations, such as PSALM to manage the privatization of NPC; and the National Transmission
Corporation (TRANSCO) to take over NPC’s transmission assets, which will be operated by a
private sector concessionaire. The role of NPC will be reduced to the operation of the Small
Power Utilities Group (SPUG) responsible for providing power generation and delivery systems in
areas that are not connected to the national transmission system. EPIRA provides for a universal
charge on all electricity sales to finance electrification in such areas. However, where commercial
viability can be achieved, SPUG assets will be privatized. Qualified third parties also will be able to
access funds levied through the universal charge to implement electrification work in unconnected
areas. The intention is to privatize most of NPC through the sale of its generation assets to
generating companies, and eventually to privatize TRANSCO. TRANSCO will stand between
generators and retailers, wheeling power from power stations to consumers. Retailers will
purchase power through contracts with generators or through a new wholesale market for power,
the Wholesale Electricity Spot Market (WESM). Some public funding is being made available to
support the restructuring of NPC and reduce power tariffs. The newly established Energy
Regulatory Commission (ERC) will perform the regulatory function for the power sector,
particularly approving unbundled tariffs.
21.
The WESM is not yet operational. Privatization of generation assets is delayed, though it
appears to have gained some momentum since late 2004. TRANSCO is still wholly in the public
sector, although five private sector companies have expressed an interest in acquiring the
concession for its operation. The proposed future structure of the power sector is in Figure 6
which shows the main players and their interrelationship.
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Figure 6: Power Industry Structure
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B.

ADB’s Evolving Sector Goals, Strategies, and Assistance Program

22.
ADB public sector loans were distributed evenly over the past 3 decades, i.e., 7 loans in
the 1970s, 8 loans in the 1980s, and 7 loans in the 1990s. However, the average size of the loans
has increased steadily from $30.0 million in the 1970s to $78.7 million in the 1980s and $177.5
million in the 1990s. Guided by explicit but evolving sector strategies in different periods, ADB
provided assistance to many types of projects, including generation, transmission, and
distribution.

1.

1971-late 1980s: Focusing on Indigenous Energy Development and
Infrastructure

23.
Assistance in the 1970s and 1980s focused on the strategic development of indigenous
energy and energy infrastructure in an effort to reduce reliance on imported oil and reduce the
escalating foreign exchange costs of energy imports. This was largely a response to the energy
crisis that drove up oil prices starting in the early 1970s and continuing until the mid-1980s. A
series of six loans to NPC, approved in the 1970s, for the development of hydropower in
Mindanao was the best reflection of this strategy.
24.
ADB issued its first energy policy paper in 1981,7 which emphasized energy infrastructure
and indigenous energy development. The loan portfolio partly reflected this focus as most of the
loans approved in the 1980s aimed to improve the country’s transmission and distribution
systems. Loan 0542: Rural Electrification, approved in 1981,8 was for rural electrification
throughout the Philippines, and was designed to strengthen NEA as well as increase the number
of connected rural consumers. Loan 0607: Power System Development, approved in 1982,9
aimed to improve the transmission system throughout the Philippines and enhance the capacity in
NPC. GDP shrank 7.3% in real terms in 1984 and 1985 due to the country’s political and
economic crisis. With the cessation of most forms of private foreign capital inflow, public and
private investment in the Philippines dropped dramatically. ADB’s operational strategy for the
power sector included short-term rehabilitation of existing infrastructure. Loans 0728 and 0823:
Second and Third Power System Development10 were designed to improve the reliability of
electric power service and reduce power system outages at minimum capital cost (i.e., least-cost
approach) through reinforcement, rehabilitation, and maintenance of existing facilities.

2.

Late 1980s – Present: Crisis Management and Sector Restructuring

25.
The widespread electricity shortages in the late 1980s and early 1990s drew attention to
the need for additional generation capacity. The shortages were caused by a combination of
factors, including (i) the Government’s decision in 1986 not to operate the Bataan Nuclear
Power Plant partly due to safety concerns (para. 18), (ii) the drought that curtailed hydropower
availability, and (iii) increased forced outages of aging oil-fired generating facilities. In response,
ADB adjusted its operational strategy to address the urgency of the power sector’s rehabilitation
7

ADB. 1981. Working Paper No. 2-81: Role of the Bank in the Energy Sector in the Region. Manila.
ADB. 1981. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Rural Electrification. Manila (Loan 0542-PHI, approved on 17 November 1981).
9
ADB. 1982. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Power System Development. Manila. (Loan 0607, approved on 7 December 1982).
10
ADB. 1984. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Second Power Development. Manila. (Loan 0728, approved on 20 December 1984); ADB. 1986.
Report and Recommendation of the President to the Board of Directors on Proposed Loan to the Philippines for the
Third Power System Development. Manila. (Loan 0823, approved on 18 December 1986).
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and efficiency improvement, as well as augmentation of generation capacity. The 1993
Philippines Country Operational Strategy (COS) highlighted the need for short-term solutions to
the power crisis, including development of fast-track diesel- or oil-fired power plants, which are
costly to operate. The COS also addressed the need to meet the country’s long-term demand
for reliable and efficient electricity. It emphasized improving NPC’s financial performance
(including tariff reforms), building capacity, and establishing procedures for private sector
energy projects through BOT and similar institutional structures. ADB’s actual assistance
program partly reflected this strategy with additional assistance in generation, including public
sector lending (e.g., Loan 1042: Sixteenth Power (Masinloc Thermal Power)11 and three private
sector investments.
26.
By 1994, the power crisis had largely receded. However, the sector’s financial viability
deteriorated rapidly partly due to the high costs of adding the generation capacities through
IPPs and NPC’s own construction and lower than expected energy demand after the power
crisis and particularly after the Asian financial crisis in 1997. ADB issued its second energy
policy paper12 in 1995, placing greater emphasis on restructuring public utilities and attracting
private sector investment, while continuing support for energy infrastructure. As this paper
demonstrated, ADB increasingly adopted a strategy that combined physical investment in
system rehabilitation and expansion, particularly in transmission, with assistance for power
sector restructuring. The restructuring focused on (i) unbundling the sector, (ii) introducing
competition, (iii) increasing private sector participation, and (iv) improving the financial
performance of the sector. While ADB had applied this strategy to other developing member
countries, the power sector reforms in the Philippines demanded a greater sense of urgency
due to the growing burden on the Government’s budget. The 1998 COS for the Philippines
stressed the need for investment support—in selected power transmission projects,
consolidation of distribution operations, and rural electrification—and support for restructuring of
the power sector, privatizing NPC, and developing the regulatory framework for private sector
participation. However, ADB relied largely on the Government’s or NPC’s assessments of the
investment needs, which had a record of overestimating demand. For example, the COS
projected electricity generation would grow from about 35,000 GWh in 1997 to more than
90,000 GWh by 2005, or 12% growth per year, compared with roughly 7% growth between
1991 and 1996. To meet this demand, the COS suggested that the private sector would provide
the entire additional generation capacity, but the public sector would have to finance the
required 60% increase in transmission lines from 17,000 kilometers (km) to 27,000 km.
However, the actual generation in 2003 was 52,863 GWh, about 70% of the forecast level,
partly as a result of the Asian financial crisis.
27.
In supporting private investment in the power sector, ADB became more selective and
targeted due to the increasing signs of surplus generation capacity and unsolicited bidding of
IPP projects. The 1998–2000 Program Notes indicated continued support for BOT/build-ownoperate projects if (i) they were part of the least-cost development plan; (ii) they provided
additional financial resources, implementation capacity, and experienced operations and
maintenance manpower; and (iii) their sponsors had been selected through competitive bidding.
In addition, the Program Notes indicated that ADB would consider supporting the consolidation
of small utilities and the development of an appropriate pricing and regulatory policy in a
competitive environment for the power sector. ADB’s financial assistance since 1995 has
11
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included a program loan on power sector restructuring ($300 million); a loan on developing
electricity market and transmission system expansion ($40 million); and, most recently, a partial
credit guarantee of $500 million for power sector restructuring.
28.
ADB provided its first TA in the sector in 1981. Since then, ADB has provided five
project preparatory TAs and 16 advisory TAs. The advisory TAs covered a wide range of
themes, with the focus shifting over time in accordance with the changing priorities of the sector
and ADB’s operational strategies. Before 1990, TAs focused on power system planning and
cost/tariff studies. Since the 1990s, the TAs have targeted improvements in the sector’s
regulatory and pricing environment, restructuring, and sector governance. The TAs were used
as a vehicle for conducting policy dialogue with the Government on a variety of issues facing the
sector, e.g., tariff setting, regulatory approaches, sector restructuring.

C.

Collaboration and Coordination with Other Development Partners

29.
ADB’s assistance was not carried out in isolation and has been a part of a larger
assistance program financed by several bilateral and multilateral development partners active in
the sector, including ADB, JBIC, United States Agency for International Development (USAID),
and World Bank. In terms of amount, JBIC has provided the most financial assistance by far,
followed by ADB and the World Bank (para. 2). The development partners coordinate well
through regular and frequent meetings (on average about once a month) to discuss issues and
progress in the sector, as well as the assistance priorities for each partner. The division of
responsibilities among the partners is relatively clear. ADB coordinates bilateral and multilateral
development agencies in the power sector, particularly for sector restructuring and reforms. The
World Bank has played a more prominent role in rural electrification programs. While the World
Bank has actively discussed policy with the Government, its last loan to NPC, approved in 1996,
was closed recently. However, the World Bank appears to be poised to resume its lending
program in the near future. JBIC has been the primary lender for system rehabilitation and
expansion, particularly in transmission projects, either through its own financing programs or
cofinancing (e.g., ADB projects). Its investment program is similar to that of ADB though the total
amount is about three times of that of ADB. USAID has provided financial and technical
assistance in rural electrification, and power sector restructuring and regulation. In general,
however, ADB has been acknowledged as the lead development partner, and has provided the
most comprehensive and consistent support to the sector.

D.

Overall Assessment of Philippines Power Sector and ADB Assistance Strategies

30.
Over the past 34 years, the population of the Philippines has increased by more than
80%, GDP has doubled, and power consumption has increased by 2.5 times. The electrification
ratio has increased from 20% to 80% of the population. The structure of the sector also has
undergone significant changes—from the scattered, small, and vertically integrated utilities; to
the monopolization of generation and transmission by NPC and the creation of many electricity
cooperatives for rural electrification; to the current unbundled structure characterized by the
separation of transmission assets from generation assets. The long-term aim is to privatize most
of the generation assets to create competition under a market umbrella, or the WESM.
31.
ADB’s operational strategies in energy and energy policies have tried to meet the
Government’s changing development needs, both long-term and short-term, during different
stages of this 34-year period. However, such needs are difficult to quantify in practice and the
formulation of some operational strategies may have been based on overestimated demand for
power and capacities. The assistance program has been broadly relevant in addressing the needs
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of the sector and in complying with ADB’s sector strategies and policies. The objectives and
priorities of the assistance evolved over time, in accordance with operational strategies and
policies based on perceived needs. The focus of assistance shifted from adding generation
capacity; to improving power infrastructure, such as transmission and distribution; and, most
recently, to creating an enabling environment, in terms of physical infrastructure and policy and
institutional conditions, to attract private sector investment. Although not stated explicitly and
systematically in strategy and program papers, ADB’s sector goal for the Philippines’ power sector
over the past 3 decades, as summarized by the OEM, encompassed (i) development of
indigenous energy and energy infrastructure to reduce reliance on imported fuel, (ii) provision of
reliable and affordable electricity, and (iii) establishment of a financially viable power sector.

III.

PROJECT IMPLEMENTATION AND OPERATION

32.
This section aims to assess the efficacy and efficiency of project and TA design and
implementation. The assessment was based on information drawn from ADB documents,
including appraisal reports and RRPs, PCRs, and PPARs. The subsequent discussions will
highlight some of the key issues facing project implementation and operation. In addition to
reviewing documents, the OEM inspected power stations, transmission lines, substations, and
distribution systems in Luzon, Visayas, and Mindanao. Due to time and resource limitations, as
well as security concerns, the visits and evaluation were selective and targeted, but were not
restricted to, facilities financed under ADB projects. The assessment in this section tried to
determine (i) what ADB aimed to achieve through the projects; (ii) whether ADB achieved the
project objectives; and (iii) what internal and external factors affected project implementation,
operation, and achievement of the objectives.

A.

Loans and Investments
1.

Generation

33.
Table A3.1 in Appendix 3 provides a summary of ADB-supported generation projects,
which included public sector loans and private sector investments (i.e., loans and equity
investment). ADB support for generation projects came mainly in two waves: hydropower
projects in Mindanao, approved in the 1970s; and public and private sector loans and
investment to build thermal power plants, approved in the late 1980s and early 1990s.
34.
The seven loans approved in the 1970s (Loan 0077 [footnote 1] through Loan 042713)
aimed to develop the hydropower potential of the Agus River and Pulangi River in Mindanao
under five projects. Those projects added about 690 MW of hydropower generation capacity to
the Mindanao grid—the current dependable capacity in Mindanao is 1,460 MW—as well as the
necessary transmission lines and substations to evacuate the power. The implementation of the
hydropower projects was delayed between 2 and 8 years. In addition, 65 people were
ambushed and killed during implementation of Loan 0096 due to the poor law-and-order
situation in Mindanao. The project delays and poor management resulted in cost overruns of as
much as 100% for some projects. The OEM visited one of the hydropower plants financed
under Loan 0077, Agus VI, and found that the plant is well operated and maintained. After
nearly 30 years operation, the hydropower plants still form the backbone of Mindanao’s
generating capacity. However, sedimentation has reduced the capacity (e.g., Pulangi is
operating at about 50% capacity in 2005).
13
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35.
Beginning in the late 1980s, ADB renewed its support for generation projects to address
the imminent power crisis in Luzon. A main component of Loan 0985: Fifteenth Power (Sector),
approved in 1989,14 focused on geothermal development through the installation of six 20 MW
power units. The component was delayed for 23 months, and had a 100% cost overrun. Despite
these problems, it was implemented essentially as envisaged. During a visit to one of the
geothermal units at Mak-Ban, the OEM observed that the units were operating smoothly. The
plant manager informed the OEM that the units have not required any major rehabilitation since
coming on line in 1996.15 The geothermal plant contributed significantly to savings in foreign
exchange that would have to be used to import equivalent fuels.
36.
In 1990, at the height of the power crisis, ADB approved Loan 1042: Sixteenth Power
(Masinloc Thermal Power) [footnote 11). The main objective of the project was to increase the
300 MW base load generating capacity of the Luzon grid to meet projected capacity and energy
requirements efficiently and economically.16 The project was implemented largely as envisaged,
though it was delayed by 3.5 years due to right of way, resettlement, and environmental permit
issues. The project demonstrated some important points. First, when the loan was approved in
1990, Luzon had a capacity shortage. However, because of the simultaneous efforts by the
Government and the private sector to develop more generation capacity, Luzon showed signs of
possible overcapacity by the time the loan started to be implemented in 1993. Still, loan
implementation proceeded on the premises that NPC needed the base load capacity for system
stability, and that the main IPP plant in the region (with two 600 MW units) was “too large” to
provide base load stability. Second, this project was implemented through a turnkey contract,
which facilitated high-quality work and smooth implementation. However, the cost of the project,
including two units, was about $1,200/kW—or 20–50% higher than the internationally accepted
quasi-benchmark of about $800–1,000/kW.17
37.
In addition to public sector loans, ADB supported augmentation of generation capacity
through three private sector loans and equity investments between 1989 and 1993.
Inv.7043/991: Hopewell Energy (Philippines) Corp.18 aimed to provide a short-term solution to
the power crisis by building a peaking plant of three gas turbine generators with a combined
capacity of 200 MW on a 12-year BOT contract. It was hailed as the country’s first BOT IPP
project, and a successful example of private-public partnership. The OEM visited Mirant
Philippines, which purchased the generation assets from the original owner, Hopewell Energy
(Philippines) Corporation. The assets Mirant bought included the 200 MW plant, plus another
plant (with two 350 MW units) at Pagbilao Grande Island, Quezon Province that was partly
14
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financed under Inv.7089/1230.19 The Mirant officials interviewed informed the OEM that the first
200 MW plant was transferred to NPC after 12 years’ operation, and NPC closed the plant due
to surplus capacity in Luzon. During a visit to the second plant in Pagbilao, the OEM observed
that the plant was well maintained and operated. However, the plant was operating at half of its
rated capacity at the time of the visit because of the system’s overcapacity in generation.
38.
Under Inv. 7090/1231: Batangas Power Corporation,20 approved in 1993, ADB aimed to
help mitigate the power shortage facing the Philippines through the construction of a 123 MW
Bunker C-fired diesel power plant. ADB’s participation was seen to give other lenders
confidence to assist the Philippines in promoting private sector investment in the power sector.
At the time of PPAR, the operator maintained a high plant availability and received the
maximum capacity fee from NPC, which was more than 97% in dollars and based entirely on
the nominated capacity irrespective of output. The PPAR concluded that the project extracted a
high cost from the economy because of (i) the duration and inflexibility of its contract terms; (ii) the
foreign exchange risks posed by dollar-denominated contract payments; and (iii) the decline in
electricity demanded by NPC from this project. While locked into a costly source of electricity for
10 years, NPC drew on less than 60% of the electricity projected at appraisal.21

2.

Transmission and Distribution

39.
From 1980 to 1997, ADB provided 15 loans with components on transmission and
distribution, and for 12 of those loans the primary objective was improving the transmission and
distribution system. Table A3.2 in Appendix 3 provides a summary of the transmission and
distribution projects.
40.
The transmission and distribution projects generally were implemented as envisaged.
However, the following observations were made. First, there was substantial cancellation of
components mainly due to lower-than-expected load growth and financial constraints of NPC.
For example, eight out of the 13 projects, i.e., Loans 048222, 0607 (footnote 9), 066623, 0728
(footnote 10), 0985 (footnote 14), 128824, 1398 (footnote 16), and 159025, had scope reduction.
The extensive cancellation of components partly reflected poor appraisal quality. Second,
principally due to the cancellations of components and possibly over budgeting, virtually all
projects experienced cost underruns. Third, all transmission and distribution projects
experienced implementation delays, ranging from 2 to 5 years.
41.
The field visits to selected transmission and distribution facilities revealed that they
generally were well maintained. Information provided by PCRs and PPARs on the operations of
19
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the facilities indicated that the facilities have generally contributed to economic growth and
recovery by reducing transmission and distribution losses and improving plant availability
However, the PCRs and PPARs also indicated a general low capacity utilization for many
facilities due to less-than-expected demand for energy and constraints in generation capacity.
As an example, Loan 0482 (footnote 22) had a load of only 16%-35% of the forecast at the time
of PCR. Other projects, for example, Loans 0607 (footnote 9), 0666 (footnote 23), 0823
(footnote 10), 1398 (footnote 16), also experienced underutilization although no quantification
was made in the PCRs and PPARs. Data provided by NPC on the current loading of its main
transmission lines also indicated serious underutilization for most of its transmission lines,
including those financed by ADB, with a few exceptions (para. 61).
42.
The PCRs and PPARs did not recalculate the financial internal rates of return (FIRR)
and economic internal rates of return (EIRR) for a significant portion of the transmission and
distribution projects (Table A3.2 in Appendix 3). For projects that had such estimates calculated,
PPAR estimates generally were lower than PCR estimates. Furthermore, the recalculated
FIRRs by PCRs ranged from 11% to 34%, averaging 18%. Similarly, the recalculated EIRRs by
PCRs ranged from 10% to 56%, averaging 26%. Although strictly speaking the average FIRRs
and EIRRs are methodologically flawed,26 they provide a simple and rough indicator of the
projects’ average anticipated performance at PCR. However, there are reasons that suggest
that the actual FIRRs and EIRRs may be considerably lower than PCR and PPAR estimates.
Take Loan 0666: Negros-Panay Interconnection as an example. The project allowed
transmission of electricity from Negros, which had a surplus geothermal generation capacity at
the time, to Panay. Both PCR and PPAR estimated FIRRs and EIRRs, ranging from 33% to
56%, using savings in foreign exchange for importing fuel to generate the equivalent electricity
transmitted from Negros to Panay. In reality, since the completion of the Negro-Panay
interconnection, Negros has gradually turned into capacity-deficit area. The Negros-Panay
interconnection forms a link in the Cebu-Negros-Panay gird that receives electricity from Leyte
with surplus geothermal capacity. This means that although the envisaged savings in fuel has
probably materialized, it was achieved with much higher costs than what the PCR and PPAR
suggested, i.e., the costs of building Leyte-Cebu and Cebu-Negros interconnections. Had such
additional costs been incorporated, the resulted FIRRs and EIRRs would have been much
lower. On a more general note, although PCR forecasts of energy sales were typically based on
2-3 years operation data and, thus, were probably more accurate than appraisal forecasts, they
were still likely to be overoptimistic judging by the overall low utilization rates of NPC’s
transmission facilities (para. 61).

3.

Sector Reform and Restructuring

43.
Two loans were approved aimed at sector reform and restructuring. The first one, Loan
1662: Power Sector Restructuring Program, approved in 1998,27 was a program loan aimed at (i)
creating competitive electricity markets by unbundling generation and transmission, and (ii)
restoring NPC’s financial sustainability in the period prior to privatization, and achieving
operational improvements and increased efficiencies in distribution operations. The $300 millionloan had 9 policy objectives and 59 conditions. The loan was closed in 2002, after 2.3 years
delay, with full disbursement. Under the Program, the legal and regulatory framework was put in
place for the introduction of competitive electricity markets and the integrated generation and
26
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transmission system was unbundled prior to NPC’s privatization (Appendix 3). However, even with
the extension of the loan closing date by 1 year, the financial viability of the sector was not
achieved given the delay in privatization of NPC. The competitive markets have not yet been
established and no significant improvements have been registered in the operational efficiencies
of the generation, transmission, and distribution utilities.
44.
In 2002, ADB approved a second loan on sector restructuring, Loan 1984: Electricity
Market and Transmission Development.28 To support the development of the power sector, this
loan aimed to (i) provide the infrastructure for the establishment of the WESM, which would allow
the privatization of electricity generation companies to meet the power demand at a lower cost;
and (ii) reinforce and upgrade critical transmission lines and substations in Luzon and Mindanao.
This project is still going on. The physical infrastructure of WESM, which was procured using loan
proceeds, is being installed and tested. However, more training is needed for potential users and
customers, particularly the 119 electric cooperatives around the country. Several other key
ingredients needed for the market to function are lacking, including software and hardware
(computers) for individual market participants, risk management mechanisms and software, and
prudential (cash) requirements to guarantee the costs of market electricity purchases.

B.

Technical Assistance

45.
Among multilateral and bilateral development agencies, ADB is the largest provider of TA
to the Philippines’ power sector. In addition to helping Government and NPC to improve its
capacities in key areas of power sector planning and management, the TAs were an important
tool for ADB to carry out policy dialogue on important issues such as tariff setting and sector
restructuring. Since 1981, ADB has provided 21 TAs (16 advisory and 5 project preparatory). The
TAs can be clustered into five groups: (i) systems planning, (ii) tariffs, (iii) power sector
restructuring, (iv) rural electrification, and (v) power sector training and environmental capacity
building. Appendix 4 provides detailed assessments of the TAs based on the available TCRs or
PCRs, as well as the OEM’s observations and assessment.
46.
For systems planning, a total of 6 TAs were provided aimed to improve the design of
future investment programs in generation and transmission. The key outputs from these TAs were
up-to-date demand forecasts, and investment and design plans. In addition, the TAs had
important roles in achieving skills transfer to the NPC to improve internal planning capabilities.
The planning TAs helped to build capacity for energy sector planning in the Government and
NPC, judging by their present capacities. Separate up-to-date plans are available for the
development of power generation and the transmission grid. Prepared by the DOE and
TRANSCO, respectively, these plans are good quality. However, the demand forecasts proved to
be optimistic, partly due to the perennial underperformance of the economy and the poor law-andorder situation in the south.
47.
Four TAs were provided for tariff setting. The first one, approved in 1984, recommended
tariff structures and levels based on long-run marginal cost (LRMC) pricing principles and
elimination of many of the cross-subsidies, which favored domestic consumers at the expense of
industrial consumers. Wide-ranging proposals for changes to tariff structures included more
widespread use of time-of-day and seasonal metering, and relating tariffs to supply voltage. In
practice, however, few changes were made. A second TA was approved in 1988 which reached
28
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the same conclusion. The TA recommended (i) higher demand charges, offset by lower energy
charges; (ii) elimination of many cross-subsidies; and (iii) increase of time-of-day related charges.
Rates in Luzon were finally restructured in 1994 to increase capacity demand charges to 28% of
total tariffs. However, this was a decade after the first TA commenced, and followed a period
when NPC and the industry had been suffering from massive capacity shortfalls. The power crisis
could have been less severe if maximum demand tariffs had been put in place earlier. Indeed,
with the high rate of generation plants coming on stream in 1994, the tariffs arguably were
restructured at exactly the time when this offered least benefit, because the system was no longer
subject to capacity constraints.
48.
In 1990, ADB provided a small TA to improve NPC’s asset valuation methodology for
tariff setting. In 1992, following receipt of the TA report, NPC revalued its assets based on the
modified results of an external appraisal carried out in 1988. In 1994, NPC changed its
depreciation policy29 following a review by consultants of its approach to current cost accounting
and a decision by the NPC Board to accept the consultants’ recommendations. The effect of the
changes in policy was to reduce the depreciation provision from P8.5 billion in 1993 to P7.2 billion
in 1994. This may be compared with the appraised value (at current cost and before
depreciation) of NPC’s utility assets at 31 December 1994, which was P335 billion or more than
40 times the depreciation provision. Since then, revaluation surpluses have been treated as
permanent assets. While this approach complies with local accounting standards, it is fundamentally
different from the principles that NPC had followed in previous years. Over the long term, this can
make accounts misleading even though the policy was permitted by local accounting rules until
2003 and followed by many local companies. The changed approach to depreciation had the shortterm effect of masking the deterioration in NPC’s rate of return. Profits increased to P7.5 billion in
1994. However, this was only a short-term improvement, and NPC moved into loss by 1998 and has
incurred a loss every year since then.
49.
In 1998, ADB provided a TA related to power sector restructuring as well as to tariffs. The
TA produced estimates of LRMC in the Philippine power sector, and examined the consumer
impact of tariffs based on these LRMC estimates. The LRMC estimates are based on the
discounted future cost of constructing new capacity. Because the system already has substantial
excess capacity—and the unpaid costs of these capacities will have to be recovered from future
revenue—the new construction is several years off. As such, the discounted costs are low. This
resulted in LRMC estimates which were too low relative to the true cost recovery needs. Although
the TA results helped the Government promote the acceptance of the sector reforms by the
public, setting tariffs based on such LRMC estimates was bound to lead to financial losses in the
short term and be unsustainable in the long term. This study created the illusion in the Philippines
that restructuring and privatization could reduce tariffs without Government subsidies once
problems of stranded cost and historic debt were resolved. As a result, tariffs were allowed to fall
to unsustainable levels. The deficiencies in the LRMC analysis, which were apparent from
previous LRMC calculations, should have been identified by ADB.
50.
What is notably missing from the range of issues that the TAs aimed to address was
assistance to the Government and NPC in evaluating IPP tendering and bids based on
internationally accepted standards. Specifically, ADB’s policy dialogue did not help to guard
against the acceptance of onerous unsolicited bids. This is inconsistent with one of ADB’s stated
strategies for the power sector in the early 1990s on establishing procedures for private sector
energy projects through BOT. By not providing TA on this issue (although it is unclear whether the
29
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Government would have welcomed such a TA), ADB arguably lost an opportunity to help prevent
the overcapacity and onerous take-or-pay contracts signed by the Government. 30 These contracts
are paralyzing the power sector and the Government’s fiscal balance.

C.

Overall Assessment of Project Implementation and Results

51.
At the individual project level, despite various problems encountered during
implementation and operation as discussed, on average, 87% of ADB-financed energy projects
were rated successful or partly successful by PCRs or PPARs, compared with the average of
49% for all projects in the Philippines.31 This result indicates that power projects generally perform
better than ADB-financed projects in other sectors in the Philippines. However, as discussed
(para. 42), the assessments of individual projects were likely to result in certain biased estimates
in favor of the projects. Such bias would become more evident when taking a system or sector
view, by taking into account the system’s overall performance and impacts from other projects,
and with the advantage of hindsight.
52.
The developmental objectives of the projects often were not well defined; they were either
too vague or too ambitious. For example, the earlier loans on hydropower development in Mindanao
often did not have a development-related objective. Loans 0077 (footnote 1) to 019632 had a stated
objective “to finance the foreign exchange cost of procurement and construction of the proposed
hydropower station.” Although the developmental objectives of later loans were defined more
explicitly, they often were expressed as sector objectives, i.e., exploitation of renewable indigenous
energy or providing low-cost and reliable electricity. Since any single project is likely to have
relatively small impact on these sector objectives, the actual achievement of these objectives by
single projects would be difficult to measure. However, taking the projects and TAs as whole and
assessing them against the three sector objectives (para. 31), the first one, i.e., development of
indigenous energy and energy infrastructure to reduce reliance on imported fuel, has been mostly
achieved with the earlier hydro and geothermal projects in Mindanao and elsewhere. Although
Philippines still imports about 50% of its energy (coal and oil) for power generation (Figure 3),
hydro and geothermal energy accounts for 22% of the total energy mix. The saving in foreign
exchange to import the equivalent fuel has been substantial particularly in view of the current oil
prices exceeding $60 per barrel. The second objective, i.e., provision of reliable and affordable
electricity, has been partly achieved. Since 1971, the Philippines’ electrification ratio has
increased from 20% to 80%. The reliability of the power supply has improved greatly over the last
30 years but is still relatively poor compared to other countries (Figures 7 to 9). However, cost of
power in the Philippines is one of the highest in Asia (Table 1). The last objective, establishment
of a financially viable power sector, was not achieved (paras. 62–66).
53.
The following factors contributed to the underachievement of the objectives. First, evidence
showed that ADB-supported projects were based mostly on overly optimistic load growth
forecasts, while the utilization rates were low. Figure 7 highlights the extent of the overestimation
of the peak system demand of Luzon, Visayas, and Mindanao during the 1980s, as documented
in the appraisal report for Loan 0607 (footnote 9). The overestimation for 1989 ranged from 125%
30
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for Visayas to 43% for Luzon. The overestimations in forecasting at appraisal, partly caused by
the lower–than-expected economic growth and poor law-and-order situation in the south, resulted
in reductions in scope or underutilization of the facilities. This, in turn, contributed to high electricity
costs. The other cause of low utilization was imprudent spending by the Government and NPC.
An example was Loan 1474: Leyte-Mindanao Interconnection (Table A3.2).33 While deciding not
to proceed with a project after the feasibility study and design were completed generally is not
unreasonable, this project was clearly a case of insufficient thinking before committing a
significant amount of resources for the study. No concessionaire could reasonably be expected to
commit the amount of resources required for the interconnection project, and the option of
constructing a coal-fired power plant should have been assessed better before conducting the
costly study. The record also shows that ADB needs to improve its due diligence and analytical
work in project formulation and design. ADB relied heavily on the Government’s and NPC’s
demand forecasts and system planning. ADB could have done a better job in terms of least-cost
planning, need assessment, and value engineering.
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54.
Second, project implementation delays associated with public sector loans in the power
sector are the norm than the exception with no apparent improvement over time. The delays ranged
from 1 year to 8 years, averaging 4 years. Delays in the implementation of the public sector projects
contrasted dramatically with the three private sector projects, which averaged delays of about 2–3
months. While project delays are common for most ADB public sector loans across countries and
sectors,34 the magnitude, impact, and causes of such delays in the Philippine power sector might
need special attention. The impact of the delays included deferred project benefits and charges for
higher interest during construction (IDC), rendering the projects untimely in terms of meeting the
envisaged demand and inducing excessive investments in the sector.
33

ADB. 1996. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Leyte-Mindanao Interconnection Engineering. Manila. (Loan 1474-PHI, approved on 30
September 1996). The proposed interconnection was another unsolicited project. The proponent of the project
offered to build two 250 kVA conductors for $400 million, which would be capable of transmitting 200 MW for an
average cost of $2,000/kW for transmission only. Power generation was additional.
34
As a comparison, the average delay for power sector projects in Bangladesh is about 3.5 years. Across sectors
and countries, since 1998, the average delays for ADB-financed projects (measured by loan closing dates) for all
sectors is 0.8 year for the People’s Republic of China, 1.4 years for Sri Lanka, 1.7 for Thailand, and 2.4 years in
the Philippines.
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55.
Third, cost overruns were more common relative to appraisal estimates for generation
projects than cost underruns (Table A3.1). Under Loan 0985, for example, the six 20 MW
geothermal power generating units were constructed at a cost of $218.2 million—more than
double the appraisal estimate of $106.0 million. The construction cost averaged $1,800/kW, about
twice the internationally accepted benchmark of $800–1,000 per kW. Under Loan 1042: Sixteenth
Power (Masinloc Thermal Power), the cost of the building two 300 MW units was about
$1,200/kW, with nearly $12 million spent on construction supervision alone. Transmission and
distribution projects (Table A3.2) experienced cost underruns mainly due to reductions in project
scopes for many of the loans. Other factors that contributed to cost underruns in dollar terms
included intense competition among suppliers, and depreciation of the local currency during
project construction.
56.
Fourth, ADB’s participation in private sector generation projects through loans and equity
investments had mixed results. On the one hand, ADB helped arrange the country’s first IPP
project, which provided swift alleviation to the power crisis in the early 1990s. On the other
hand, ADB could have done more to safeguard the country’s interest in negotiating PPAs to
avoid allowing excessive profits by the private investors. All three ADB-supported IPP projects
were procured on a fast-track basis without competitive bidding. Typically, the Government
negotiated with unsolicited bidders, and agreements were reached hurriedly. ADB was then
approached for possible cofinancing.
57.
Fifth, the only program loan appeared to be overly ambitious, poorly designed, and based
on incomplete analysis of the causes of the problems facing the sector. ADB underestimated the
potential complexity and difficulties of carrying out such far-reaching sector reform. Moreover, the
loan included too many conditions (9 policy objectives and 59 conditions), many of which were
non-binding and ineffective. Compliance with all the conditions would not have guaranteed the
achievement of the main purpose (i.e., financial viability of the power sector).

IV.

SECTOR PERFORMANCE AND ASIAN DEVELOPMENT BANK’S CONTRIBUTION

58.
The next two sections aim to assess the accumulated impact of the assistance program
on the performance of the Philippines’ power sector and economic development, respectively.
Because of the joint interventions by the Government and other development agencies,
separating ADB-financed projects from others would not be practical. Thus, the assessment will
take a holistic approach by examining the macro-level performance of the power sector.

A.

Maintaining System Balance and Meeting Capacity Requirements

59.
Over the past 30 years, ADB and other financing agencies, mainly JBIC and the World
Bank, have supported many projects to address the mismatches between demand for and
supply of generation, transmission, and distribution capacities. Figures 7–9 provide key
indicators for measuring the system performance for the Philippines, by region, over time, and in
comparison with international benchmarks.
60.
Figures 8 and 9 show the reliability of the power systems between 1994 and 2003. Both
indicators, the number of trippings (i.e., forced outages) and outage duration, exhibited similar
patterns. In general, Luzon has improved in both areas since 1994, the end of the power crisis.
However, outages in southern Luzon have been increasing since 1997, even though the
number of trippings has remained more or less constant or increased only slightly. This probably
reflects the increasing transmission constraints and weakness in the region to meet the growing
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demand. Mindanao also experienced improvements, particularly in outage duration. In contrast,
both indicators have deteriorated in the Visayas, which did not experience the same power
crisis as Luzon in the early 1990s. This indicates Visayas’ diminishing reserve margins in
generation capacity and increasingly stressed transmission lines. Figure 10 provides
international benchmarks using one widely adopted index, System Average Interruption
Duration Index.35 It indicates that the Philippines’s power system is significantly less reliable
than those of other countries included in the diagram, including Thailand’s two utilities (PEA for
rural electricity supply and MEA for Bangkok and other major cities). Although the Philippines
has made significant improvements in system performance since the power crisis in the early
1990s, these indicators clearly indicate that more remains to be done to achieve a reliable power
supply on a par with international levels. The situation is particularly alarming in the Visayas,
where reliability has been deteriorating.
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35

This is defined as the average interruption duration for customers served during a specified time period. It is
determined by adding the customer-hours off for each interruption during a specified period, and dividing the sum
by the average number of customers served during that period. The index enables utilities to report how many
hours customers would have been out of service if all customers were out at one time.
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Figure 10: System Average Interruption Duration Index
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61.
The Philippines’ power system today has excessive generation capacity, concentrated
mostly in Luzon. Peak load in Luzon reached 6,149 MW in 2003, well below the 9,447 MW of
available capacity. The transmission system in the Luzon grid, with the exception of some
transmission constraints in southern Luzon that prevent the full evacuation of a large supply of
IPP capacity in the region,36 is underutilized. Data provided by TRANSCO for 2004–2013
indicates that the current (2004) average loadings for the 230 kV and 500 kV lines are about
40.7% (maximum 181.5%37 and minimum 5.5%) and 30.8% (maximum 37.2 and minimum
21.8), respectively. Looking ahead, 3–4 circuits could be overloaded in the projected system
during the 2005 peak. By 2013, however, the only potentially overloaded line in the proposed
system is Duhat-Hermosa, a 230 kV circuit with a peak load at 123.7% of the capacity. The
anticipated seventeen 500 kV circuits (an additional 8 circuits from the 2004 base) are loaded at
as little as 11 % of their capacity, with an average of 22%. The highest loading for any 500 kV
circuit is about 32% at the 2013 peak. The 500 kV transmission lines, partly financed under ADB
Loan 1288 (Table A3.2), represented a considerable expense to be utilized at such a low
capacity. The predicted loading on the 230 kV lines will average 27% by 2013, even lower than
the 2004 base of 40.7%.38 In the meantime, Visayas and Mindanao (to a lesser degree) are
facing diminishing generation capacity margins and local, particularly inter-island, transmission
constraints. In 2003, system peaks reached 924 MW for Visayas and 1,130 MW for Mindanao,
compared with their respective available capacities of 966 MW and 1,318 MW. The gross
reserves were only 4.3% for Visayas and 14.3% for Mindanao. In general, the power systems in
the Philippines are out of balance. The imbalances stem from poor system and investment
planning, and the archipelagic nature of the country. Appendix 5 provides an assessment of
priority areas for the power system’s reinforcement and expansion.
36

The aggregate dependable capacity from IPPs in southern Luzon is about 2,487 MW, or about 38% of the Luzon
grid’s peak demand. As of 2004, under normal operations, about 450 MW of the available generation in southern
Luzon is constrained from delivery to Metro Manila. Full dispatch from generation units in the north of Metro Manila
is constrained by about 325 MW.
37
The 230 kV line from Mak-Ban-A to Mak-Ban-B is highly stressed.
38
Maximum peak loads can be 90–110% of rated load depending on the duration of the loading. Typical line design
would be for 60% average loading with 90% load at peak in "first contingency" grid status. The figures shown are very
low and tend to call into question the decision to build a 500 kV line (and series of 500 kV lines), as opposed to
significantly less expensive 230 kV lines that would later be updated to 500 kV when loads require.
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B.

NPC Financial Performance and Accounting Practices

62.
All except two ADB loans went to NPC and its derivative companies. NPC also was the
main recipient of ADB’s TAs. In assessing ADB’s impact on NPC’s financial performance, the
scale of the assistance must be noted. ADB’s provided about $2 billion over the past 3 decades,
accounting for about 20% of the total noncommercial external assistance that the sector
received (para. 2). ADB’s assistance affected the sector’s financial performance in two key areas.
First, ADB’s loans and investments impacted NPC’s financial performance. Second, ADB’s TAs
and loan covenants helped shape NPC’s accounting practices. Regarding the first impact, ADB’s
loans and investment might have improved the financial performance of some projects and
worsened others, depending on the utilization of the facilities, tariff levels, and debt service or
payment requirements. While quantifying the precise impact is difficult, the overall impact of ADB
loans and investments appears to have not been as “positive” as the FIRRs in the PCRs and
PPARs suggested, based on the significant portion of loans and investments that resulted in
underutilization. The financial insolvency of the power sector as a whole provides partial evidence
of this. It has been suggested that since ADB’s loans and investments were mostly for improving
transmission and distribution, two relatively weak links in the system, the overall performance of
ADB’s portfolio would probably be better than NPC’s investment program, which had more than
42 take-or-pay contracts in generation. However, the data provided by NPC show that, with a few
exceptions, the current average loading on its key transmission lines is only 30-40%, compared to
maximum possible loading of 110%. These utilization rates are no better than those for some of
the IPP plants visited by the OEM, which were typically operating at 50-60% of their rated
capacities.
63.
Tables A3.3 and A3.4 summarize some key aspects of NPC’s financial performance
over the past 2 decades, which reflects the accumulated results of NPC’s investment program
(including ADB-supported projects), the macroeconomic environment, and NPC’s accounting
practices. The figures have to be interpreted with considerable care, because of changes in
NPC’s strategic role over the period and changes in its accounting policies. Table A3.3 indicates
that NPC appeared to be stable financially for the entire 1980s and most of the early 1990s, with
the exception of 1990 and 1991, when the company posted its second operating loss in history
partly due to the power crisis.39 NPC earned its biggest net income in 1994 at P7.46 billion.
Since then, as the table shows, NPC’s finances have deteriorated steadily to the point where
the company is clearly insolvent and in need of financial restructuring. One of the main causes
for the deterioration is the Asian financial crisis in 1997. Energy demand for the newly built
generation capacities by the IPPs after the financial crisis fell far short of the expectations. Many
of the IPP plants have been operating at half of their rated capacities while NPC is obliged to
pay on average 80% of the capacity charges during the contract periods. More recently, the
soaring fuel prices further add to its financial difficulties.
64.
In addition to changes in the macroeconomic environment, two changes occurred in
1994 that affected the financial performance. First, a growing number of IPPs that had long-term
PPAs with NPC began undertaking a larger proportion of generation that year.40 Until 1994,
39
40

The first one occurred between 1970 and 1971 due to peso depreciation.
NPC recorded its BOT plants as fixed assets in the balance sheet under the account “Electric Plants under Capital
Lease” and the corresponding set-up of Lease Obligation on the liabilities portion of the balance sheet. The
accounting treatment is in accordance with the provisions of the International Accounting Standards No. 17, the
accounting standard on Leases. BOT contracts of NPC fall under this category since it substantially transfers all
the risks and rewards incident to ownership. The ownership of BOT plants shall be transferred to NPC (from the
BOT contractor) at the end of the cooperation period.
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NPC owned and operated the majority of generating capacity. As a result, the value of
generation plants on long-term lease rose rapidly compared with assets owned by NPC.
Similarly, lease obligations accounted for an increasing proportion of long-term obligations
compared to debt. The second change that took place in 1994 involved NPC’s accounting
policies (para 48). NPC had been following a policy of current cost accounting. NPC’s revised
accounting policy with effect from 1994 was based on consultants’ recommendations and was
consistent with local accounting rules. The new straight-line depreciation method led to lower
depreciation provisions and, thus, increased profits.
65.
Throughout the 1990s, NPC followed an accounting policy which deferred recognition of
foreign exchange losses. NPC has numerous foreign loans and, when the peso depreciates, the
local currency value of these loans increases. This creates a loss for NPC which needs to be
written off through the profit and loss account. NPC pursued a policy of writing off these losses
over the life of the loan rather than immediately as incurred. This policy was consistent with local
accounting standards and normal practice in the Philippines. However, the impact was to create
an “asset” in NPC’s balance sheet which was clearly of no real value. The size of this “asset”
increased substantially in the late 1990s with the Asian financial crisis and the resultant
depreciation of the peso. In 2002, NPC had deferred costs of some P289 billion resulting from this
accounting practice which was also followed by many local companies (Table A3.4). As a result of
a change in local accounting standards, local companies, including NPC, were forced to change
their accounting policies in 2003 and write off such losses as they were incurred.41 This is the
major reason for NPC’s higher loss in 2003.
66.
NPC’s financial statements for both before and after 2003 are compliant with the local
accounting standards, particularly the Statements of Financial Accounting Standards 8/8a, which
are consistent with the International Accounting Standards. The statements are subject to the
review of NPC’s creditors and the annual audit of the independent auditor, the Commission of
Audit, which is a separate constitutional body. The profitability or underestimated losses of NPC
before 2003 mostly reflects the less-than-prudent local accounting standards. Nevertheless, NPC
adopted optimistic interpretations of its financial results within the limits of the accounting rules. In
reviewing NPC’s results over the past decade, ADB took a mechanistic approach without looking
behind the figures to see how they have been presented. ADB did not undertake a sufficiently
thorough analysis when undertaking its financial due diligence. Had ADB looked more closely at
NPC’s figures, such as the implied unrealistically long average asset life of 30 years and
revaluation reserve that does not change in value over time, it would have recognized the pending
financial crisis earlier and might have been less willing to accept tariff caps based on estimates of
long-run marginal cost (para. 137). A better financial analysis would have provided an analytical
basis in which ADB could base a serious policy dialogue with NPC to address its increasingly
difficult financial position. If such a policy dialogue had been successful, ADB might have helped
the Government to avoid the financial crises currently prevailing in the power sector.

41

NPC’s accounting treatment on foreign exchange differences and recorded as “Deferred Forex” in the balance
sheet were in accordance with the Statement of Financial Accounting Standards No. 8 which was adopted
pursuant to the provisions of International Accounting Standards No. 21, the accounting standard on the Effects of
Changes in Foreign Exchange Rates. Under this accounting standard, deferral of exchange differences arising
from long-term foreign currency monetary items is permitted. Of the NPC’s total Deferred Charges of P289 billion
as of 31 December 20021, P271 billion pertains to the accumulated deferred foreign exchange account. Effective 1
January 2003, however, NPC started implementing Statement of Financial Accounting Standards No. 8A, which no
longer permits the deferral of exchange rates differences. Hence, all foreign exchange losses of NPC resulting
from the evaluation of loans and lease obligations for 2003 were charged as an expense in its profit and loss
statements that resulted to the significant increase in losses for that year. The P271 billion was charged as an
adjustment to NPC’s retained earnings.
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C.

Policy and Institutional Reforms: Unbundling and Privatization

67.
The institutional structure of the power sector has changed substantially over the past 30
years (paras. 13–21). The EPIRA legislation is ushering in a new unbundled structure for the
power sector. A combination of local priorities and the evolving policy recommendations of
development partners through policy dialogues and TAs, including ADB, have supported these
structural changes. However, different civilian groups and nongovernment organizations have
examined closely and critically ADB’s role in the Philippine power sector restructuring and
reforms. The main argument for many critical voices is that external borrowing including from
ADB adds to the country’s increasing debt and in some cases fuels corruption and
mismanagement. This in turns causes high electricity prices and affects the poor most.42 The
OEM feels that EPIRA has mandated a sensible and modern overall structure of the industry
model that conforms to international norms which were largely developed in developed
countries. However, questions remain whether such a model is suitable for meeting the
Philippines’ needs, or feasible in a developing country. Figure 11 is a schematic illustration of
the paths of power sector reforms in some pioneering countries or states. Beginning in the
1980s, England and Wales, followed by California and New Zealand, launched their power
sector reforms to move from a regulated monopoly to a more market-driven structure. However,
after nearly a decade’s practice and several crises (physical and/or financial), a reversal
appears to be occurring in the initial heavy reliance on spot market models characterized by
short-term (e.g., half an hour) trade. For example, in England and Wales, more than 90% of the
power trade is conducted through long-term PPAs, rather than through the spot market. After
the power crisis in 2000 and 2001, California mandated the use of long-term PPAs for bulk trade
to hedge against volatility in prices and supplies. New Zealand also underwent similar rerecognition of the value of long-term PPAs after the 2001 and 2003 hydropower shortage, which
created extreme volatility in spot market prices. The Scandinavian electricity market, or Nord
Pool, is one of the most successful electricity spot markets in the world, involving Denmark,
Finland, Norway, and Sweden. Nord Pool handles about 60% of electricity trade, while the
remaining 40% is conducted through long-term PPAs.
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A recent article coauthored by Malaluan N. and J. J. Chavez presents this discussion. Private Power Failure, The
ADB and Policy (Mis)governance in Asia. Focus on the South: May 2005, pp. 13–19.
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68.
Given these experiences, a prudent approach for the Philippines, as ADB recommended,
would be appear to be the one represented by the curve marked by “reform path based on market
conditions.” This path would use intermediate steps to ensure that market players are well
prepared for the market. One important step is to ensure the majority of the distribution companies
and bulk industrial and commercial customers sign long-term commercial PPAs with generation
companies before WESM is commercially commissioned.
69.
The track record of the Philippines’ power sector in implementing institutional changes has
not been positive over the review period. First, changes have not been thought through fully, as
illustrated by the events of the early 1990s. The decision to introduce IPPs as the preferred
approach to increasing generation capacity made considerable sense in the context of the
supply shortages of the late 1980s, and the financial constraints on NPC and the Government.
However, the loss of a system planner in this process caused significant damage. As a result,
excess generation capacity was built in the mid- to late-1990s, and in many cases the
transmission capacity did not match the generation. Similarly, all IPPs were contracted without
proper competitive bidding procedures. Second, institutional changes have been slow. Although
the IPPs did help resolve the power crisis, they came too late to prevent it. The debate over
reform in the 1990s, and the slow progress in passing the EPIRA legislation, further illustrates this
point. The excess capacity created in the power system in the early 1990s gave the Philippines
some breathing space to proceed with restructuring. However, that advantage is at risk of being
lost, and the restructuring process is far from complete with respect to the sale of TRANSCO and
privatization of generation assets. Third, the necessary changes have not covered the whole
industry, particularly the electricity cooperatives. While problems with the performance of many
electricity cooperatives have been recognized for more than a decade, action has not been taken
to introduce new structures.
70.
Although the WESM is being tested, it cannot become fully operational or effective until
more companies offer generation capacity. In addition, an unrestricted grid is required. A
committee has been established to oversee the market, and hardware and software have been
procured to manage day-to-day trading. The system is expected to be ready for market trials
sometime in 2005. The local power sector clearly does not understand the WESM fully
understood, and small electricity cooperatives likely will never grasp the technicalities of such a
system.43 Moreover, when the vast majority of generation capacity is in the public sector, doubts
over the transparency of the market are likely in the short term. Finally, a number of the
cooperatives that will be participating in the market are insolvent, and they can be expected to
default on their obligations to the market in the same way as they are in default to NPC. EPIRA
permits NEA to guarantee the obligations of cooperatives, for a fee. However, NEA’s
guaranteeing debts after continuing defaults would make little sense. Aside from market
exclusion, no mechanism is in place for dealing with defaults. This is likely to lead to the closure
of cooperatives and supply interruptions, which would exact a political cost that would be too
high to bear.
71.
An independent and competent regulator is a key to all successful power market models.
As the ERC has been operational for only a short period, it is too early to reach any definitive
conclusions about its independence. ADB provided a TA for ERC to improve its rate-setting and
regulatory capacities (i.e., TA 312644). Partly as a result of that assistance, performance-based
43

Currently, retailers will arrange for a 60-day credit period within the trading regime, suggesting limited
understanding of such a market. The market is designed for spot trading, which should be accompanied by rapid
settlement. It is separate from the retailers’ needs for working capital, which should be obtained from other sources.
44
ADB. 1998. Technical Assistance to the Philippines for the Study on Electricity Pricing and Regulatory Practice in a
Competitive Environment. Manila. (TA 3126-PHI, approved on 16 December 1998).
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rate-setting principles have been incorporated into the rates for TRANSCO. The key factors that
analysts and investors look for when evaluating a regulator are independence, authority, and
sound decision-making. Independence can be demonstrated by giving the regulator an
independent revenue source, and by the independence of the chairperson and other senior
officials. In practice, Congress provides the budget of the ERC. The chairperson does have
independence through the EPIRA, which makes his or her removal difficult. In practice,
however, the ERC chairpersons have served brief tenures. The ERC has had three
chairpersons since being established in 2001. The appointees tended to have political
backgrounds and inadequate experience in regulation or in the power sector. However, there is
a lack of experienced power regulators with experience in competitive markets, something that
is not unique to the Philippines considering that energy regulation is a relatively new activity.
The pool of experienced power candidates from which the regulators are selected is limited.45
The current chairperson, with a strong political and legal background and dedication to this
important position, has played an instrumental role in pushing through a series of important
decisions including application of time-of-use (TOU) rates.
72.
ERC currently does not have an independent counsel as ERC’s internal counsels are
deputized by the Solicitor General of the Department of Justice. This casts doubts on its true
independence, particularly when facing court cases related to its decisions. The Court of
Appeals, the Supreme Court (over the tariffs of MERALCO), and the President (requiring tariff
reductions in May 2002) have intervened recently in electricity pricing issues. Part of ERC’s
problem with the courts appears to be that its work in analyzing rate cases is not made public.
Hence, the courts cannot find any documentation to justify and support ERC’s decisions. Learning
from its mistakes, the ERC has improved its transparency and the soundness of the analyses
behind its decisions. The recent decision on NPC’s TOU rates application provides a good
example. ERC published its decision on its Web site, backed with detailed factual and analytical
presentations. With time and experience, ERC will gain the confidence of market participants in
its decision-making.
73.
Private sector investment is an established part of the Philippines power market. Table
A3.5 provides information on the contract values and available capacities of the 42 IPP
contracts that NPC signed in the 1990s. The average cost per unit of available capacity varied
significantly by fuel type, contract type, and operation scheme. On average, NPC pays about
$1.1 million for MW capacity, or $1,100 per kW, which is about 10–20% higher than the
international benchmark levels of $800–1000 per kW. ADB supported private investments in
generation through BOT, and the results have been mixed (paras. 37–38). From an investor’s
perspective, the IPPs have been beneficial. The power plant has operated reliably, and NPC
and other utilities have met their financial commitments. For the society’s point of view,
however, even though each contract was not necessarily overpriced (many of them were), the
many take-or-pay contracts and underutilization of generation capacity locked the Philippines
into very costly sources of electricity. Since the early 1990s, the international environment for
power sector investment and the international perception of the Philippines as a destination for
investment have deteriorated. With neither attractive contract terms nor government guarantees
on offer, attracting investors might prove difficult.
74.
The prospects of attracting existing investors to buy NPC generation assets and to
invest in new projects are reasonably bright, although the progress on privatization of
generation companies has been slower than envisaged. EPIRA mandated the privatization of
45

The EPIRA stipulates that the chairperson and four members of must have recognized competence in any of the
following fields: energy, law, economics, finance, commerce, and engineering.
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70% of NPC’s generation capacity, as a minimum requirement for the open access scheme,
within 3 years of enacting the legislation. In one encouraging development in 2004, PSALM sold
to an Australian consortium one of its flagship generation assets, the 600 MW Masinloc power
plant financed under Loan 1042-PHI and Loan 1398-PHI (Tables A3.1 and A3.2) for $561
million. If the transaction is completed, the winning bid would be about $30 million more than the
costs of construction.46 The privatization of TRANSCO still faces considerable political
resistance.

D.

Overall Assessment of Impact of ADB’s Assistance on Sector Performance

75.
Despite the significant increase of electrification rate and improving quality of power
supply, the system has had significant imbalances between demand and supply in power
system—both shortages and excess capacities—as well as geographic mismatches between
supply and load centers. External borrowing might have contributed to the worsening of the
financial performance of the power sector due to a combination of factors, including
underutilization of the capacities, peso depreciation, and low tariffs. ADB has played an
instrumental role in helping to set the direction of Philippines’ power sector unbundling and
market-driven reforms in an effort to relieve the Government of the burden of power sector
subsidies. However, the long-term effectiveness of the market model in the Philippine context
still remains to be seen.

V.
A.

IMPACTS ON ECONOMIC DEVELOPMENT AND POVERTY ALLEVIATION

Impact on Industrial and Commercial Activities in Urban Areas

76.
Figure 12 shows that foreign direct investment (FDI) in the Philippines declined after the
Asian financial crisis, and was the second lowest in the group after the negative FDI of
Indonesia.

46

Some lawmakers have opposed the Masinloc sale, but the Government insists that it has complied with Supreme
Court jurisprudence and the Commission on Audit rules. Quotation of the Masinloc example does not imply that
the OEM endorses the way that the bids were conducted and evaluated.
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77.
Several surveys were conducted recently on the Philippines’ investment climate
compared with neighboring countries. Table 3 summarizes the results of surveys sponsored by
the American Chamber of Commerce (AmCham) in the Philippines. The surveys identified
corruption, stable government and political system, and infrastructure (transport and power) as
the top three main areas of dissatisfaction. Another survey by ADB47 of 716 business
establishments in the Philippines produced similar results: about 33% of the firms viewed
electricity supply as a major or severe constraint, behind macroeconomic stability (40%) and
corruption (34%). Specifically, the survey indicated that the high cost and potential shortage of
electric power, as well as poor transportation infrastructure, are the principal infrastructure
concerns of investors. It also suggested that electricity is a more critical concern than
transportation (18% of firms) or telecommunication (10% of firms). Losses from power failures
amounted, on average, to 8% of production—higher than in Indonesia with a similar frequency
of power outages. Power outages cost small and medium firms the equivalent of about 8% and
11% of production, respectively, compared with 6% for larger firms.

Table 3: Areas of Dissatisfaction by AmCham Members (%)
Ranka
1
2
3
4
5
6
7
8
9

Issue
Corruption
Stable government and political system
Infrastructure (e.g., transport and power)
Laws and regulations
Tax structure
New business incentive by Government
Local protectionism
Personal security
Free movement of goods

2003
91
70
69
48
49
45
40
44
29

a

Measured by the percentage of respondents expressing dissatisfaction with the area or issue.
Source: AmCham Philippines Advocacy Paper 2004.
47

ADB. 2005. Philippines: Moving Toward a Better Investment Climate. Manila

2004
86
70
67
61
58
57
53
39
33

33

78.
To get a closer look at the impact of electricity supply on industries, the OEM visited a
small sample of industrial establishments and sector associations, including the Philippine
Chamber of Commerce and Industry (PCCI) and Semiconductor and Electronics Industries in
the Philippines, Inc. (SEIPI) in Manila; Philippines Economic Zone Authority (PEZA) in Baguio;
and a major multinational corporation in the Cebu Export Processing Zone. The interviews,
which focused on several key sectors of the economy, complemented the findings of the
surveys.
79.
With more than 865 firms (72% foreign and 28% domestic) and 346,000 employees in
2003, the semiconductor industry has been the country’s top exporter for many years. The
industry is one of the largest industrial consumers of electricity, and has the most rigorous
quality requirement in terms of voltage stability. Between 20% and 45% of the industry’s
operating expenses are for electricity and energy, followed by labor (about 20–25%). Most
foreign investors in the sector came to the Philippines between the 1970s (mostly American)
and early 1990s (Japanese). SEIPI reported that the main investment concerns of its members
are the price and quality of the power supply. Most of its members have their own generator
sets as backups. Some use generators regularly, using the grid supply (most from MERALCO)
as backup. SEIPI considers the current retail electricity tariff for industrial customers, P5.20 per
kWh, too high to be competitive. It has petitioned ERC to remove the cross subsidies that
penalize industries and favor households.
80.
The OEM visited PEZA in Baguio, where a major American semiconductor corporation
started its operations in 1978 to take advantage of the area’s relatively cool climate. The company
has a capacity demand of 19 MW, which accounts for 90% of PEZA’s load, and has a power
factor of 85%. Its production is highly sensitive to voltage spikes and interruptions, and each
outage reportedly costs the $50,000–$100,000 from lost products. PEZA receives electricity
directly from TRANSCO at a special price of P3.25 per kWh.48 A PEZA official interviewed told the
OEM that TRANSCO and PEZA regularly inspect the lines, which has reduced power
interruptions greatly. The company recently issued a letter of appreciation to TRANSCO,
recognizing its efforts to improve the power supply.
81.
Compared with SEIPI, PCCI has wider representation that includes all sectors of the
economy, foreign and domestic. PCCI officials reported that the primary concerns of its
members are the price and stability of the electricity supply. They stated that some foreign
investors might have left the Philippines, because of the poor investment environment
compared with neighboring countries. However, most small and medium enterprises (SME) do
not have the option to leave, and have to bear the high costs. In the textile industry, for
example, roughly 30% of operating expenses in the Philippines are for electricity, compared with
about 12% for a counterpart in Indonesia. PCCI officials did not believe that Luzon and the
country need more redundancy to improve stability, but should add capability to isolate potential
interruptions as they occur. They were also concerned with the lack of consolidated leadership
in the power sector due to the multilayer hierarchy (Figure A3.1 in Appendix 3)—DOE, ERC,
Joint Congressional Power Commission, and NPC, etc.—with no one really in charge. PCCI
officials expressed deep concern with the direction of power sector restructuring, the pace of
privatization, and the potential impact on its members, particularly financially weaker SMEs and
electricity cooperatives. PCCI officials had limited knowledge of the working of WESM, and how
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Despite the special discount, this price is still higher than some of the competing economies in the region, e.g.,
Taipei,China, according to the PEZA official interviewed.
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it will affect business. PCCI disagreed with the Government’s approach to privatizing NPC and
TRANSCO, and is unsatisfied with its slow pace.49
82.
In Cebu, the OEM talked with a major multinational corporation with headquarters in the
United States and operations in the Philippines and elsewhere in the world. The company is
considering expansion, but has concerns over the price, availability, and (to a lesser extent)
quality of power supplies. Although the company has a backup generator, it cannot keep its
production line operating with this resource alone. Based in the Cebu Export Processing Zone,
the company is satisfied with the management of the zone. However, it is dissatisfied with
TRANSCO as it is not accessible by telephone when problems occur. The company is
concerned by the increasing risks of power failures in the Visayas.
83.
In General Santos, the OEM met the largest industrial establishment in Mindanao. The
company specializes in processing fruit products, mainly pineapple, taking advantage of
Mindanao’s unique climate and other factors suitable for the crop. It employs about 4,000
regular workers and an additional 4,000 contracted employees, and processes 640,000 tons of
pineapple a year. The company has a capacity requirement of 9 MW, and uses its 7 kW
generator only for emergencies. Under a 10-year PPA with NPC, the company pays P3.19 per
kWh for its power supply. Although price does not appear to be a main concern, and the voltage
of supply is reportedly improving, the company still faces periodic cuts of electricity supply,
which cause productive losses since the products and raw materials are highly perishable. It is
concerned about the future power supply situation in Mindanao and a possible power shortage.

B.

Electrification and Economic Development

84.
Since 1971, when ADB began its assistance program, the Philippines has improved
electrification substantially, with the electrification rate increasing from 20% to 80% of the
population. However, as Figure 13 demonstrates, the electrification rates has strong regional
disparities, with Mindanao the lowest at 62% in terms of connections50 versus 82% in Luzon.
Although only one ADB loan and three ADB TAs targeted rural electrification directly, other
power projects, through augmenting generation and transmission capacities, have been equally
important to the country’s electrification program. ADB’s single loan on rural electrification (Loan
0542, [footnote 8]) was designed to support the Philippine Electrification Program of the
Government, which had several explicitly stated goals: (i) providing economic opportunities and
improving the quality of life in rural areas, (ii) substituting kerosene lamps to generate
considerable savings, (iii) increasing educational activity through a school wiring program, (iv)
improving peace and order through street lighting, and (v) improving medical care facilities.
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PCCI Officials expressed the view that NPC’e generation units should not be privatized as individual plants free of
liabilities, as the Government is trying to do, because this approach will take a long time (and, in the meantime, the
power sector will accumulate more debt). If completed, this approach would not achieve the best results in terms of
net government fiscal impact. Instead, PCCI supports privatization as a whole with liabilities, although specific level
of liabilities should be subject to more discussion. On privatization of TRANSCO, PCCI feels that the present
regulated margin, 12% return on rate base with no liability, is too generous for TRANSCO and gives no incentive
for privatization. The Government should try to outsource at least the management of TRANSCO in the short term.
50
Electrification rate by connections is defined as the percentage of total connections in the total potential. This is
conceptually different from electrification rates by population.
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Figure 13: Electrification Rate by Region (as of June 2004)
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85.
A questionnaire was used to investigate the socioeconomic impact of electrification, and
to assess the extent to which some of the key goals of the electrification program were
achieved. Fourteen rural villages from the country’s three main island groups were selected—4
each in Luzon and Visayas, and 6 in Mindanao. The sample villages were grouped as “with” and
“without” electricity. The key points are summarized below while more detailed findings of the
survey are presented in Appendix 6.
86.
For rural areas, electricity clearly provides significant benefits in terms of income
generation, reduced birth rates, longer studying and working time, and quality of life in general.
The survey results also show significant regional differences across the three main island
groups in the ways electricity is used to improve quality of life and productivity. Overall, the
electrification program helped improve the quality of life in rural areas and achieved a series of
other socioeconomic benefits. It was, however, less successful in helping to create economic
opportunities in rural areas. More innovative uses of electricity for improving productivity and
income generation are needed to maximize the opportunities created by electricity in
manufacturing and other sectors. To maximize the potential from improving the availability of
electricity, the Government needs to alleviate other economic development constraints in the
system, including the poor law-and-order situation, road access and other infrastructure,
corruption, birth control, etc. High initial installation fees are the main impediment to greater
electrification. Given the potential savings from switching from other energy forms to electricity,
some form of Government assistance to unconnected households for installation would appear
to be feasible with the costs redeemed through monthly payments.
87.
During the OEM’s meetings with electricity cooperatives, virtually none reported any
problems in paying TRANSCO bills. Further, a majority said they pay within 15 days after the bill
is issued to take advantage of TRANSCO’s discount for prompt payment. However, the OEM
met with mostly better-performing electricity cooperatives. In addition, most electricity
cooperatives interviewed reported relatively high collection efficiency (90–99%) and moderate
losses of 13–14%. This might enable some of them to recovering operating expenses. However,
it is inadequate to recover capital expenses on lines and substations. Under EPIRA, the
Government recently condoned all the loans that NEA made to the electricity cooperatives in an
attempt to give them a fresh start. Still, it is unclear whether this will be sufficient for many of
them to achieve financial viability. The role of electricity cooperatives in the new business model
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under WESM is crucial. However, the relatively small size and weak financial strength of the
electricity cooperatives might be an impediment to the WESM’s adoption.
88.
The distinct geographic and socioeconomic conditions of the three island groups present
different challenges to achieving greater electrification. In general, the southern provinces in
Visayas and Mindanao face environmental and social hurdles in addition to the financial
challenges found in Luzon. These additional challenges are caused by the archipelagic nature
of Visayas and the poor law-and-order situation in Mindanao. Electricity cooperatives
interviewed in Visayas and Mindanao made clear that the region, particularly Mindanao, faces a
large amount of unmet demand for electricity. Total peak capacity demand and energy sales for
Mindanao as a whole have been growing about 5–6% per year over the past 3 years. However,
the load growth for many electricity cooperatives met in southern Mindanao (General Santos)
has been around 10%.

C.

Summary of Impact on Economic Development

89.
For urban areas, high tariffs and poor quality are the two primary concerns for industrial
and commercial customers with respect to the electricity supply. The impact of high prices differs
for larger corporations and SMEs—the former having more leverage in terms of price negotiation.
Some foreign corporations have the option of leaving the country. SMEs have fewer options.
Power supply clearly has been an impediment to attracting investments. Additionally, the
restructured power sector, particularly WESM and how it will affect their operations, is not
understood. This has caused anxiety, which has been exacerbated by concerns of a possible
power crisis in the near future. Rural electrification has brought significant benefits in quality of life
and productivity. Such benefits vary significantly across regions. More remains to be done to
expand electricity coverage and make the best use of electricity for economic development and
poverty reduction.

VI.

MAIN ISSUES FACING THE SECTOR

90.
The power sector faces a series of challenges today, which needs to be addressed to
ensure that the sector reforms are not derailed.

A.

Risks Facing Power Sector Reforms

91.
Table 4 summarizes key risks facing power sector reforms in developing countries in
general, based on a recent article on the related experience of several countries in Asia, Latin
America, and Africa,51 as well as the OEM’s assessment of risks in the Philippines. This
framework will help to assess the chances of success for Philippines’ power sector reforms, and
to design and implement mitigation measures to improve their implementation. Worldwide the
experience is that the risks of sector reforms are usually underestimated and that
implementation takes longer than anticipated. These general conclusions apply to the
Philippines.
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Rosenzweig, M. B., S.P. Voll, and Pabon-Carlos. 2004. Power Sector Reform: Experiences from the Road. The
Electricity Journal. Elsevier Inc.
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Table 4: Assessment of Risks to Philippines’ Power Sector Reforms

Risks
1. Inconsistent objectives
by development partners
and host governments

2. Failure to appreciate
the implications of the
chosen models: voluntary
investment of private
capital and government’s
new role

3. Unreasonable
expectations by
development partners,
governments, and
investors

4. Complexity of the
reforms: unrealistic
timeframe for
implementation and
government’s will to make
necessary changes
5. Complexity of the
market models and
regulatory regimes and
mismatch between the
capability of the
sector/country and what is
desired
6. Challenges in
managing the transition
period

Typical Examples
Development partners want to end the funding of inefficient power
sectors so that public resources can be dedicated to more
essential public services, and ultimately improvement in efficiency
would result in lower prices. Governments want the investment,
but rarely bought into the theoretical schema of introducing market
mechanisms and competition as fundamental solutions to the
sector’s woes.
Governments or sectors desiring private investment must attract
the capital. The investors, who are expected to provide a reliable
and safe service, also expect to earn an adequate return, including
compensation for risks. Governments must recognize that its new
role is to (i) set policy, not electricity tariffs, which must be set to
ensure the sector’s financial viability, not reelection; (ii) pay its own
bills in a timely fashion; and (iii) cede managerial control of the
enterprise.
Development partners expect the transfer of state ownership to
private hands would do more than shifting fiscal responsibility and
improving productive efficiency. It would also imbue managers
with an entrepreneurial spirit, motivate the workforce, create
incentives to enter new markets and exit unprofitable ones, and be
responsive to the needs of customers. Host governments assume
that privatization would free up public funding, while reducing and
improving service. Investors thought they could make above
normal profits by out-bargaining host governments, and they could
lower the costs through better management.
The staff of development partners, politicians, regulators, and
sector participants never understood the scale and scope of
needed changes and constraints imposed by realities on the
ground. Windows of opportunity often were perceived based on an
interested politician who faced an impending reelection. Little time
was available to design a reform that recognized the capability of
the sector participants and the need to educate them.
State-of-the-art market-based models designed in countries with
highly developed power systems and compatible legal systems
have tended to be implemented. Consultants, who are eager to
demonstrate their modern thinking, often recommend these
models. For example, a power system less than 2,500 kW may
not be viable for more than one retailer.

The reforms often require the transformation of operationally and
financially challenged utilities into commercially viable ones, which
represents enormous challenges and invariably take time. Without
mechanisms to deal with the intermediate state, the reforms might
fail due to the inability to control developments that disappoint
customers and politicians, e.g., increased tariffs and need to
reduce thefts.
7. Persistence of a
Transforming the mindset of the staff of newly restructured or
noncommercial mentality
privatized utilities from the former nonprofit, Government budgetoriented thinking to bottom-line driven mentality can be difficult.
kW = kilowatt-hour, OEM = Operations Evaluation Mission.
a
Risk severity includes three categories: negligible, moderate, and severe.
Source: Rosenzweig et al (2004) and OEM’s Own Assessment.

OEM’s
Assessment of
a
Risk Severity for
the Philippines
Moderate

Severe

Severe

Severe

Severe

Severe

Moderate

92.
To address Risk #2, failure to appreciate the implications of the chosen models, the
Government must play a new role as policymaker, foregoing involvement with setting electricity
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tariffs and day-to-day management of NPC and TRANSCO. The Government should ensure the
true independence of the ERC and maintains the relative stability of the chairperson’s tenure. It
also should refrain from imposing caps on tariff increases. On Risks #3 , unreasonable
expectations by development partners, governments, and investors, Risk #4, complexity of the
reforms (unrealistic timeframe for implementation), and Risk #5, complexity of the market
models and regulatory regimes and mismatch between the capability and what is desired, ADB
and the Government have expected unrealistically that sector restructuring would lower
electricity prices. In addition, ADB and the Government underestimated the complexity and time
required for change, as illustrated by the power sector restructuring program. The WESM, the
state-of-the-art market model and a centerpiece of EPIRA, might not address the key problems
facing the power sector, such as high costs and reliability. The bulk of electricity sales will not be
channeled through WESM, and Mindanao will not be part of the WESM initially due to the lack
of inter-island connections. These limitations must be recognized. Key components of power
sector restructuring which must be given greater attention include long-term PPAs between
generators and retailers and large customers, and open and full access to reliable transmission
systems. With respect to Risk #6, challenges in managing the transition period, the Philippine
power sector is entering a transition period. The privatization of NPC GENCOs and TRANSCO,
which might take years to complete, will determine the pace of sector reforms. Diminishing
public support and opposition from special interest groups still could stall the reform program.
To mitigate this risk, the Government should speed up the privatization program, demonstrate
benefits to the public such as improved services and develop a public relations campaign to
build public support for the reforms.

B.

Why Tariffs Are High, and Why They Should Be Even Higher?

93.
Several factors influence the high costs of electricity in the Philippines. First, the country
is an archipelago, which creates an intrinsically expensive environment for supplying electricity.
Numerous islands are best supplied with small, but expensive, generating plants. Even larger
islands are expensive to supply when they are separate from the national grid, because reserve
margins have to be higher to maintain supplies in emergencies. Further, inter-island
connections using submarine cables are expensive. Even within islands, the terrain is often
mountainous, which makes transmission and distribution expensive.
94.
A number of policy decisions, management failures, and corruption have raised power
costs in the Philippines. For example, the Government mothballed the Bataan Nuclear Power
Plant, which cost $2.1 billion because of concerns about safety and corruption. Although the exact
reasons for the decision were complex, including concerns over its operational safety and
allegations of corruption, the direct impact of this decision went beyond the high cost of the project
and its implication for public expenditure.52 It also triggered the generation capacity deficits that
led to the power crisis of the early 1990s. The Government’s response (i.e., construction of
excess capacity in the generation system) has had an adverse impact on cost levels and sector
finances. Furthermore, the capacity in Luzon cannot be dispatched due to transmission
constraints, which raises costs due to the low plant factors for the IPPs plants affected.
95.
Several less visible, factors also influence the situation. First, power retailing is in the
hands of a large number of distributors. Some are small and inefficient, incurring excessive
technical and non-technical losses, which tends to increase costs. Second, the recently completed
Grid Code demands high technical standards from distributors connected to the grid. Some of
these standards arguably impose unreasonably high costs in a country such as the Philippines.
52

The Government is still paying about $155,000 a day in interest charges for this facility.
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The code also demands a high level of redundancy in the transmission system to guard against
outages. Such standards are not affordable for most consumers in the Philippines. Third, NPC
overstaffing has been acknowledged and is being addressed. While the workforce has been
reduced substantially in recent years, NPC still bears the restructuring costs, which inevitably has
an adverse impact. Fourth, NPC has had difficulty in effectively using ADB assistance. Delays
have occurred on virtually every project, many loans have not been disbursed fully and balances
have been cancelled. Procurement procedures are complex and time consuming. Fifth, NPC
consistently has carried over a year’s worth of investment equivalent as capital work in progress.
At that stage, a project is earning no revenue but creates funding costs, particularly higher interest
during construction and commitment charges. Sixth, NPC has borrowed heavily in foreign
currency to fund its investment program. Yen-denominated loans provided by official Japanese
sources and private commercial financing have been a major source of funding. The yen has
appreciated significantly against the Peso. Finally, funding to NPC generally has been through
loans on commercial terms rather than injections of equity or subsidies by the Government.
Many other Governments have subsidized utilities in the region on an ongoing basis, often
through equity injections that earn no returns. With its more commercial structure, the
Philippines inevitably would have higher apparent costs and tariffs.
96.
Despite having one of the highest tariffs in Asia, the current wholesale rates (Table 5)
are inadequate to cover NPC’s expenses. On 19 June 2004, NPC applied to ERC to increase
rates for Luzon, Visayas, and Mindanao based on its estimates of TOU costs of supply for the
three island groups (Figure 14). The ERC approved rates, averaging 0.9798/kWh that were
substantially lower than NPC sought. However, the ERC accepted NPC’s TOU concepts,
though they have not been implemented yet at the retail level. Thus, consumers have no
incentive to consume electricity in accordance with the different prices in effect within a day. On
22 April 2005, the ERC approved an additional average net increase of P0.0556/kWh, bringing
the national average tariff to P3.4791/kWh (Table 5). The new rates probably are still lower than
the real LRMC. The increases likely will help cover only the interest payments of NPC, without
helping with the principal, let alone future capacity expansions. The question now is whether
more increases will be necessary in the next few years and, if so, how much. The answer
depends partly on how much of NPC’s debt the Government will absorb (Section D).

Table 5: Wholesale Rates Charged by NPC to Retailers
(P/kWh)

Luzon
Visayas
Mindanao
National Average

Current Wholesale Rate
(as of September 2004)

Proposed Rate to ERC
(19 June 2004)

Approved Rate by ERC
(Effective 26 April 2005)

2.5736
2.8172
1.8035
2.4886

4.5567
4.5885
3.1318
4.3586

3.8966
2.8879
2.1030
3.4791

ERC = Energy Regulatory Commission, NPC = National Power Corporation, P/kWh = peso per kilowatt-hour.
Source: Energy Regulatory Commission.

40

Luzon

Visayas

12:00

11:00

p.m

10:00

9:00

8:00

7:00

6:00

5:00

4:00

3:00

2:00

1:00

12:00

11:00

a.m.

10:00

9:00

8:00

7:00

6:00

5:00

4:00

3:00

2:00

1:00

Peso/kWh

Figure 14: NPC's Time-of-Use Cost of Supply
10
8
6
4
2

Mindanao

kW = kilowatt, NPC = National Power Corporation
Source: National Power Corporation.

97.
At the retail level, the tariffs include cross-subsidies from industrial and commercial
customers to residential customers, with heavily subsidized lifeline rates for those residential
customers consuming 100 kWh per month or less. Cross-subsidies conceal price signals,
encouraging excessive consumption by the parties being subsidized and stifling consumption by
the parties who subsidize others. Industrial and commercial customers, such as SEIPI and
PCCI, have requested the removal of such cross-subsidies, arguing that they make electricity
prohibitively expensive to attract new investors or keep existing ones. The recent unbundling of
electricity rates has underscored the need to remove cross-subsidies. When customers receive
their monthly bill, they know exactly how much they are being subsidized or subsidizing other
customers. Table 6 shows the current cross-subsides at MERALCO, which are targeted for
removal by October 2005.

Table 6: Cross-Subsidies at Retail Level (MERALCO)
Type of Customers
Residential, General Service
Commercial, Small
Commercial, Medium
Commercial, Large
Commercial, Very Large
Industrial, Small
Industrial, Medium
Industrial, Large
Industrial, Very Large
Industrial, Extra Large

Subsidies
(P/kWh)a
(0.7130)
0.3165
0.5780
0.6958
0.7822
(1.0155)
0.0892
0.2738
0.5139
0.6306

P/kWh = peso per kilowatt-hour.
a
( ) indicates being subsidized.
Source: Energy Regulatory Commission.

C.

Perception of Corruption in the Power Sector

98.
Perception surveys of business communities consistently have identified the Philippines
as one of the most corrupt countries in Asia.53 Corruption has become a major deterrence to
53

In 2003, the Philippines was ranked 97th of the 133 countries and regions compared by Transparency International
using its Corruption Perception Index. Bangladesh, Myanmar, Indonesia, and Viet Nam in East or South Asia were
ranked lower or poorer. In 2005, the Political and Economic Risk Consultancy ranked the Philippines as the second
most corrupt country in Asia after Indonesia.
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foreign direct investment and domestic investment. Perceptions are important insofar as
investment decisions often are based on perceptions as much as reality. To assess corruption in
the Philippine’s power sector, and the potential impact on ADB project implementation and
operation, Transparency International (TI)–Philippines was engaged to (i) identify potential
sources of corruption in power sector projects in the Philippines; (ii) conduct a preliminary and
aggregate assessment of the scale of corruption in the sector and its impact on project costs,
implementation, and operation; and (iii) recommend effective procedures and measures for ADB
and the Government to improve their fight against corruption. Several important caveats should be
made. First, TI–Philippines was engaged as a consultant in the same way as other consultants,
and provided research and information based on the methodology designed by the Operations
Evaluation Department of ADB. As such, the Department is accountable for the resulting findings
and recommendations. Second, the study was not designed to target individual corruption cases.
Rather, the study aimed to conduct a process analysis by identifying where and how corruption
could occur at different phases of a typical project cycle, and how to curb corruption. Finally, the
assessment focused on ADB-supported projects, including the components of ADB-supported
projects financed by Government’s funds. However, other power sector projects also were
examined as ADB-supported projects were not implemented in isolation. Wherever possible and
appropriate, efforts were made to distinguish different parties involved. The main findings are
presented in Appendix 7.
99.
The Arroyo administration has taken several anti-corruption initiatives, including
undertaking lifestyle checks on Government officials, setting up a presidential task force on moral
value formation, and establishing a revenue integrity protection service. A recent initiative includes
the appointment of Mr. Tony Kwok, a retired official of the Independent Commission Against
Corruption of Hong Kong, China, as the President’s chief advisor on anti-corruption under a
European Union-funded program. The program will target public procurement, public works, and
revenue collections as the key areas of anti-corruption initiatives.
100. Nevertheless, anecdotal evidence, interviews with key informants, and a review of
newspaper articles, as part of the study, indicate a significant risk of corruption in the power
sector.54 The nature of the sector (i.e., large projects, highly technical, and a dominant
Government role for much of the period under review) helps to create an environment in which
corruption may take place. Based on some of the information generated, the study could not rule
out the possibility that corruption might have affected some ADB-supported projects. Two case
studies were used to highlight how ADB-financed projects could be exposed to the risks of
corruption, fueled by the perceived breach of Government and ADB procurement rules. The study
also suggests that, while corruption can occur at all stages of a project cycle from project
identification and formulation, it seems to be alleged most frequently during project tendering
and bidding, operation and maintenance, and policy and regulatory formulation. In particular, the
restructuring of the power sector could open up new areas for corruption. The perception of
corruption in these areas, as shown by the newspaper articles reviewed by the study, is growing.
For example, corruption has been alleged in the privatization process, award of contracts for IPPs,
negotiation of commercial contracts related to the sale and price of electricity, and regulatory
decisions related to the structure and level of tariffs.
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Despite having a relatively complete legal and institutional framework, prosecution and conviction for corruption in
the Philippines is rare (only 6% of cases have led to a conviction). While newspaper articles on corruption do not
prove the existence of corruption, the media does help to form people’s opinions. The extensive media coverage of
corruption indicates a reasonable probability that some corruption exists, even if individual cases discussed in the
media are not proved in a court of law.
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101. The limited prosecution of corruption cases and low conviction rates in the country do little
to deter potential corrupt practices. The Government and ADB might be most effective in fighting
corruption by adopting the “keep it simple and transparent” principle at all stages of the project
cycle, though particularly during tendering and bidding. Several specific approaches should be
considered. First, as part of its broader policy dialogue with the Government, ADB should
encourage the adoption of a Freedom of Information Act, as well as transparency and speedy
decision-making, particularly related to contract awards. Second, ADB and the Government
should use the framework in Appendix 7 (Figure A7.1) to identify more clearly the possibility for
corruption at each stage of the project cycle and design mitigating measures. Third, ADB is
revising its Guidelines for Procurement to require borrowers to make more information on the
details of ADB-financed contracts available to the public via the Internet. Once these revisions are
approved, ADB should ensure that borrowers comply with the new requirements. Fourth, ADB
should consider building capacity in civil society to monitor and provide external oversight of ADB
power projects, and to report on possible instances of corruption to ADB and the media. Fifth,
although ADB requires all payments made to and by agents associated with companies bidding
for ADB-supported projects to be disclosed in bid documents, more efforts should be made to
monitor its implementation. Finally, ADB should harmonize its anti-corruption rules and regulations
with other development partners. This is crucial to avoid a situation where the relatively relaxed
anti-corruption rules of one partner might render the efforts by the others less effective by allowing
the borrower to secure alternative financing when confronted with more transparent and more
difficult procurement rules.

D.

Different Options for NPC Financing and Implications for National Fiscal Balance

102. The poor financial position of NPC can be remedied through a combination of cost
reductions, increased tariffs, and Government write-off of its losses. Although NPC recently was
granted a tariff increase (Table 5), the adjustment will not be enough to restore the sector to
viability. With current tariffs, NPC projects a net operating loss of P8.9 billion and a net loss of
P48.5 billion in 2005. This is after allowing for the impact of cost-cutting measures, such as staff
reductions, increased use of local coal, increased load dispatch and plant efficiency, and more
competitive procurement. NPC also estimated that the net loss could be eliminated by an
additional tariff increase of P1.31 per kWh with effect from the beginning of 2005. Thereafter,
tariffs would need to keep pace with inflation in the sector to sustain viability. Alternatively, a
Government debt write-off could reduce the need for tariff increases. A write off of P200 billion, as
proposed in EPIRA, could reduce the required tariff increase by P0.230 per kWh in 2005. Thus,
the tradeoff for the Government is clear. An immediate capital injection to write off old debts can
reduce tariffs by about P0.115 per kWh for every P100 billion spent. Timing is also important.
Delays in increasing tariffs or writing off debts will make the eventual burden greater. With no tariff
increase, Government debt absorption, or privatization, total debt will increase by about P100
billion per year over the next 3 years. Each year of delay is equivalent to an additional P0.115 per
kWh added to tariffs or a further P100 billion debt write-off by the Government. This illustrates the
importance of making rapid decisions. Figure 15 schematically illustrates the tradeoff between
tariff increases and Government debt write-offs. It indicates, inter alia, that if no further tariff
increase is applied, the Government would have to write off P1.14 trillion by 2005. The
Government was contemplating a write-off of P500 billion of NPC’s debts but quickly decided
against it due to its severe strain on the Government’s finance. Even though this would have
been a very large sum for the economy to absorb, an additional P0.735/kWh tariff increase still
would be needed to achieve NPC’s financial breakeven. The Government has recently approved
a P200 billion write-off. This means that a P1.080/kWh tariff increase will be needed to achieve
the breakeven.
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Figure 15: Financial Breakeven:
Tariff Increase Versus Government Debt Write-Off
B a s e T a riff = P 3 .4 6 8 4 /k W h (a p p ro v e d in S e p te m b e r 2 0 0 4 )
Base
Tariff = P3,4864/kWh (approved in September 2004)
T a riff In c re a se
(P /k W h )
1 .5 4 0
1 .4 2 5

If ta riff in c re a s e
im p le m e n te d in
J a n u a ry 2 0 0 7

1 .3 1 0

If ta riff in c re a s e
im p le m e n te d in
J a n u a ry 2 0 0 6
0 .7 3 5

If ta riff in c re a se
im p le m e n te d in
Ja n u a ry 2 0 0 5

0 .5 0

1 .1 4

1 .2 4

1 .3 4

G o v e rn m e n t D e b t W rite O ff
(in trillio n p e so )

P/kWh = peso per kilowatt-hour.
Source: National Power Corporation and OEM’s Own Analysis.

103. The eventual privatization of NPC assets, as well as the imposition of universal charges
mandated by EPIRA for the stranded cost/debt, will decrease the need to make such choices.
Still, this analysis is useful for two reasons. First, the planned NPC privatization has been
significantly delayed and could take years, or even a decade, to complete. Second, inadequate
tariff increases and/or Government debt write-offs will increase the stranded costs to be covered
by the planned universal charges. The impact of power sector finance on the Government’s fiscal
balance is severe, considering that Philippine Government debt, including contingent liabilities,
totaled P4 trillion as of 2003 (or about $72 billion). By some estimates, the Government spends
about 40% of its revenue on interest payments. The proportion incurred by the power sector is
estimated between 25% and 40%. From the perspective of maintaining the Government’s fiscal
balance, a tariff increase would be the preferred approach, followed by imposition of universal
charges.

E.

Another Power Crisis Looming?

104. Business leaders, consumers, and the power sector participants have expressed concerns
that another power crisis is looming, possibly around 2007. The reasons cited for such a crisis are
(i) uncertainties associated with the WESM; (ii) the lack of incentives for new investors in
generation; (iii) transmission bottlenecks, particularly in southern Luzon, that prevent full
evacuation of power generated by IPPs; (iv) delays in ongoing transmission projects; and (v)
tightening capacity margins in Visayas, particularly the Cebu region. Given the current plans for
transmission grid enhancement and reserve generation margins, no significant danger of
shortages exists due to a lack of dependable installed capacity or grid limitations in the main load
centers of Luzon through 2008. This view is reinforced by the fact that the 2004 Luzon peak
demand is lagging projections by as much as 9%. However, the southern regions seem to be at
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risk sooner due to interconnection delays, combined with delays in the planned Cebu 100 MW
generation. In the longer-term, two fundamental issues have to be resolved to avert a potential
future power crisis. First, effective market-based system planning is needed by one (not multiple)
national authority. Second, a functional power market must be established that provides reliable
and adequate (but not excessive) returns to potential investors. In the long run, as the power
market becomes more developed, the role of system planning might be shifted gradually to
retailers from one national authority.

F.

Role of Retailing in the Restructured Power Sector

105. Power sector restructuring transforms the system from a “predict and provide” business
model into a far more decentralized model. In a predict and provide model, key decisions are
made and implemented top down. A single or several central authorities (e.g., NPC, with
Government support) determine the level of generation and transmission capacity, and initiate
projects to provide it. In the new industry structure, the key players are the power retailers and
major consumers, who contract with suppliers and generators to ensure their power supplies. The
OEM found that many retailers, particularly the electricity cooperatives, show little appreciation of
their central role in the new structure. They might be too small to discharge their responsibilities.
For example, under the new structure, retailers will be expected to (i) manage 69 kV distribution
lines and transformers that previously were the responsibility of NPC and/or TRANSCO, (ii) enter
into contracts with generators for power supplies, (iii) participate in the WESM, and (iv) manage
the significantly increased complexity of their finances arising from these changes. This will be a
significant challenge for smaller retailers, however well managed they are, and will not be feasible
for poorly managed cooperatives. Moreover, electricity cooperatives appear unlikely to obtain the
funds to carry out significant investment, given their current financial and managerial structure.
Different organizational forms, with elements of a corporate structure, probably will be needed to
make the restructured industry work effectively. Some retailers will need to merge, or at least work
together to contract effectively with IPPs.

V.
A.

CONCLUSIONS, LESSONS, AND FUTURE RECOMMENDATIONS

Overall Assessment
1.

Relevance

106. Reliable and affordable power supply is vital to economic development and sustainable
poverty reduction. In an increasingly integrated world with unprecedented mobility of capital
based on a number of production factors, power supply is an even more critical consideration.
Over the past 3 decades, ADB’s consistent and comprehensive support for the Philippine power
sector set it apart from other development partners. The priorities of ADB’s assistance evolved
in response to the changing needs of the sector, as well as ADB policy changes.

a)

1971-Late 1980s

107. Before 1980, the Government’s main objective was to reduce escalating foreign exchange
costs of energy imports due to the first and second oil shocks. As such, ADB’s assistance focused
mainly on the expansion of generation capacity, particularly hydropower development in
Mindanao. During the 1980s, the Government’s main objective shifted to the provision of reliable
and affordable electricity to more people. Consequently, ADB placed more emphasis on energy
infrastructure and indigenous energy development. Most of the loans approved in the 1980s
aimed to improve transmission and distribution. The strategies during this period responded to the
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sector’s needs well. In particular, with hindsight, ADB’s support for the hydropower projects in
Mindanao was instrumental for electrification in Mindanao by harnessing its relatively inexpensive
hydro power. Site visits conducted by the OEM to Mindanao and Visayas also suggested that the
transmission projects supported by ADB during this period play an important role for maintaining
the system balance in the south. However, some ADB projects may have “overshot” the target
based on overestimated demand. Consequently, loan components have been canceled, and
transmission and generation capacities have been underutilized. The assistance program during
this period is assessed as relevant.

b)

Late 1980s-Present

108. The Government’s decision in 1986 to abandon the Bataan nuclear power plant, partly
due to safety concerns, directly triggered shortages in generation capacities in the late 1980s and
early 1990s. The shortages once again drew attention to need for additional generation capacity.
In response, ADB’s operational strategy stressed the power sector’s rehabilitation and efficiency
with augmentation of generation capacity. A series of fast-track generation projects were
formulated which set the precedent for using private sector investment for generation capacity
augmentation. As the power crisis receded, the poor financial performance and massive debts of
the power sector have been a severe drain on the Government’s finances particularly since 1995.
ADB has adopted a strategy of continued physical investment in system rehabilitation and
expansion, particularly in transmission, combined with assistance for power sector restructuring.
The program focuses on sector unbundling, introduction of competition, greater private sector
participation, and improved financial performance of the sector. Due to the increasingly evident
generation overcapacity in Luzon, ADB became more selective in supporting private investments
in generation.
109. It was difficult for ADB to predict power crisis particularly when the Government’s
decision on Bataan were the direct trigger for such a crisis, even though it became increasingly
evident in the early- and mid-1980s that many of the aging plants were facing retirement and
there were increasing outages, scheduled and forced (para. 112). ADB adopted a two-pronged
strategy for dealing with the crisis after it occurred, short-term solutions, i.e., fast-track
generation projects, and long-term strategy, i.e., sector restructuring. However, ADB’s strategy
lacked the foresight to deal with the aftermath of the power crisis. For example, ADB did not
provide assistance in helping the Government on developing transparent and competitive
procedures for evaluating IPP bids. This has indirectly contributed to the large number of
onerous IPP contracts in the country that effectively converted the power crisis into a financial
one. Although there is little doubt that the long-term sector restructuring strategy based on
competition and private sector investment conform to international best practices, the
effectiveness and practicality of specific market models in the Philippine context still remain to
be seen. The assistance program during this period is assessed as partly relevant.
110.

Overall, the sector assistance program is assessed as partly relevant.

2.

Efficacy
a)

1971-Late 1980s

111. During this period, ADB’s main assistance modalities were public sector loans and TAs.
The loans were aimed at augmenting and rehabilitating generation, transmission, and
distribution capacities. They achieved most of their physical outputs with satisfactory to
excellent quality by international standards. Project implementation was consistently delayed,
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and in many cases required a reduction in scope due to lower-than-expected demand and
financial constraints of NPC. The facilities helped resolve system bottlenecks and weaknesses
in generation, transmission, and distribution. This helped to reduce power outages and
transmission failures, and improve the reliability. The TAs during this period focused primarily on
system planning and tariff setting, and generated some useful results in system planning and
sound recommendations in tariff setting that would provide more incentive for energy
conservation. However, the recommendations were not adopted until much later and failed to
have any impact in averting the power crisis in the late 1980s and early 1990s or reducing its
severity.
112. The main objective during this period, development of indigenous energy and energy
infrastructure, was mostly achieved. The hydropower projects in Mindanao played a pivotal role
in providing relatively inexpensive power to Mindanao and contributed to the region’s significant
increase of electrification rate from less than 20% in the early 1970s to the present 60% (Figure
12). The hydropower has achieved significant savings in foreign exchange needed to import fuel
over the last three decades and such savings are made even more significant by the current
high coal and oil prices. The second important objective during this period, provision of reliable
and affordable electricity, was only partly achieved. The reliability of power supply in the mid1980s, although improving compared to earlier periods, was not satisfactory. According to the
Appraisal Report for the Third Power System Development Project,55 between 1983 and the end
of 1985, Luzon experienced six complete blackouts, one every six months. During the same
period, Luzon had 169 generating plant outages per year, 58 transmission line outages per year
and 85 load shedding per year due to shortage of generating capacity. These statistics were
poor by modern utility standards at the time and compared to neighboring countries. In terms of
the affordability of electricity in the mid-1980s, electricity was less affordable, at the wholesale
level, relative to income in 1985 than 2005.56 Finally, the power sector was mostly financially
viable and profitable during this period. The sector assistance program during this period is
assessed as efficacious.

b)

Late 1980s-Present

113. The power crisis in the late 1980s and early 1990s reshaped ADB’s assistance strategy.
ADB’s short-term objective was to help alleviate the power crisis through a series of fast-track
generation projects. This was achieved with three private sector loans and investments approved
in the late 1980s and early 1990s. The first loan helped ease the crisis and facilitate the entry of
private investment into the sector. The facilities financed under the other two loans were
operating at about half their rated capacities, and contributed to the overcapacity in Luzon. ADB
missed an opportunity to encourage and help the Government negotiate and award IPP
contracts transparently. In addition to the three private sector loans and investments, ADB also
provided a public sector loan to build the Masinloc thermal power plant. The implementation
experienced three-year delay, and the delay of the Masinloc plant indirectly contributed to the
large number of IPP plants which were approved to fill the generation capacity shortfall.
114. When the power crisis receded in 1994, it quickly became evident that the financial costs
of having a large number of IPP contracts was too high and the sector’s financial performance
rapidly deteriorated. To help restore the sector’s financial viability, ADB provided a program loan
55
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ADB. 1986. Appraisal of the Third Power System Development in the Philippines. Manila.
The wholesale price that NPC sold to utilities and industries averaged at P1.1 per kWh for the Philippines in 1985.
The per capita GDP in 1985 was P10,590 per year. In 2005, the same rate is about P3.5 per kWh, compared to the
per capita GDP of about P55,000 per year. In other words, the nominal whole electricity price increased by about
three times, while the nominal per capita GDP increased by about five times.
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to the sector, Power Sector Restructuring Program. It failed to achieve the objective. This failure
was due mainly to its overly ambitious design, and underestimation of the complexity and duration
of implementing far-reaching reforms. However, the legal and regulatory framework was put in
place for the introduction of competitive electricity markets. The integrated generation and
transmission system also was unbundled, though the privatization of NPC is being implemented
at a slower pace than envisaged. ADB provided another loan for financing the computer-based
system, both hardware and software, and associated training needed to operate the WESM, the
center piece of the proposed competitive power market. The implementation has been delayed
and is still being tested. The “jury is still out” on the overall effectiveness of the WESM in
improving the sector’s efficiency, quality of services, and financial viability
115. All but two of ADB’s 16 TAs were approved after 1986, which targeted a wide range of
key issues for the power sector, including system planning, rural electrification, tariff setting and
reforms, sector restructuring, and training/capacity building. The TAs achieved mixed results.
TAs on sector reform supported ADB’s strategic policy dialogue, and helped set the direction
that the sector reform is taking toward unbundling and privatization. However, TAs on tariff
structure and setting failed to yield results. The failure contributed to the worsening of sector’s
financial performance. The assistance program during this period is assessed partly efficacious.
116. Overall, the assistance program is assessed as partly efficacious. This assessment is
based on the following considerations. ADB’s assistance helped to increase electrification from
about 20% in the 1970s to the current 80%, and improved the quality of the power supply.
However, electricity tariffs in the Philippines are among the highest and least affordable relative
to people’s income in Asia, the financial position of the sector is precarious, and the power
sector done severe damage to the Government’s fiscal position. As a result, the Government
has less money to spend on other essential public goods, such as health, education, the
environment, and poverty reduction.

3.

Efficiency

117. Realized project EIRRs are one of the key indicators for assessing the efficiency of the
assistance program. Consistent with ADB practice at the time, many of the earlier projects did
not have EIRR estimates at appraisal, PCR, and PPAR. For those with such estimates, all had
EIRRs higher than 12%. However, many of these estimates, including those in PCRs and
PPARs, were based on overly optimistic demand forecasts. The power sector’s massive debt
has been a drain on the Government’s limited fiscal resources, a convincing indicator of wider
inefficiencies. It should be noted that the power sector’s overall efficiency does not necessarily
equate to that of ADB’s assistance program for the sector. Still, ADB could have done a better
job in helping the Government and NPC in least-cost planning and value engineering. For some
ADB-supported generation projects, for example, the costs per kW of installed capacity were
30–100% higher than corresponding international benchmarks.
118. Another indicator for measuring efficiency is project delays, which delays the realization
of economic benefits and increases the cost of capital. The recalculated EIRRs partly capture
these impacts.57 The delays in public sector project implementation ranged from 1 year to 8
years, with an average of 4 years, compared with an average of 3–4 months for the three ADB57

It has been suggested by some that since many projects experienced lower-than-expected demand growth, project
delays may be “beneficial” since the capacities being built were not needed anyway at least during the initial
periods. However, considering the high IDC and commitment charges that the executing agencies have to pay, this
is not a cost-effective way to achieve reduce the overcapacity. For example, for Loan 1042: Masinloc Power
Project, NPC paid $32.2 million as IDC with a three-year delay, about 7.5% of total project cost.
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supported private sector projects. The average project implementation delays for ADBsupported power projects in the Philippines were more severe than in PRC, Sri Lanka, and
Thailand. Loan 1042 (footnote 11) illustrates the adverse impact of project delays. By the time
this project came online 3 years behind schedule, the power crisis was receding and Luzon was
facing overcapacity in generation. Delays in the Batangas transmission project put at risk the
timely and full evacuation of the power generated by major IPP plants, potentially leading to
another power crisis. In the Philippines, project delays can have the undesirable effect of
causing over-investing. The large number of IPPs in Luzon is partly the result of delays in
bringing online NPC’s key generation projects, including the Masinloc power plant built under
Loan 1042.
119. Overall, ADB’s assistance program is assessed as less efficient for the entire evaluation
period.

4.

Sustainability

120. After inspecting a sample of power plants, substations, and transmission lines, the OEM
generally was impressed by the well-maintained facilities. The technical engineering and
operations of ADB-supported projects have been in accordance with international standards or
accepted practices, although timely availability of spare parts sometimes has been a problem due
to budget constraints and lengthy approval procedures. The quality of construction and
maintenance was consistently high over time. For example, the hydropower power plants in
Mindanao were well constructed and maintained.
121. Sustainability is questionable due to sector finances. Before the late 1980s, the sector
was mostly profitable. Since then, the sector’s financial viability deteriorated and it has
accumulated massive debt. Even so, despite the relatively high retail tariffs compared with other
Asian countries, power tariffs are still below LRMC and not enough to enable power companies
to self-finance replacement investments. The sector loses significant money and requires heavy
Government subsidies, without which the sector and ADB-financed projects clearly would be
unsustainable. Nevertheless, without sector reform, the status quo cannot be maintained
indefinitely as the power sector severely drains the resources of the Government.
122. To sum up, the program’s sustainability during the 1970s to late 1980s was assessed as
likely, and the sustainability of the program since late 1980s was assessed unlikely. Overall, the
program’s sustainability was assessed less likely (without subsidy).58

5.

Institutional, Socioeconomic, and Other Impact

123. ADB’s assistance program aimed to achieve a variety of institutional, socioeconomic,
and other impacts. The focus of such intended impacts varied over time.
124. Since 1971 and continuing through today, ADB’s assistance program for the power
sector has primarily aimed to achieve positive socioeconomic impact through supporting
electrification across the country. Power sector investments have had significant socioeconomic
impact in rural areas with a 60-percentage-point increase in the electrification of the population
over the last 34 years, averaging about 2% increase per annum. The socioeconomic impact
survey conducted by the OEM partly captured the benefits of electricity. It confirmed the
58

The sustainability may be theoretically achieved with continuous and indefinite supply of operating capital from the
Government. However, given the poor state of the Government’s finance, this clearly will not be the case.
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significant benefits of electrification in improving quality of life and productivity. High initial
installation fees have been the main deterrence for the unconnected households. Regional
differences in use of electricity to improve quality of life and productivity are evident. Much
remains to be accomplished to expand electrification and make the best use of electricity for
economic development.
125. To assess the impact of electricity supply on industrial and commercial activities, the
OEM interviewed a small sample of customer representatives across the country. The top two
concerns of industrial and commercial customers surveyed are high tariffs and, to a lesser
extent, quality of supply. High prices tend to have different impacts on larger corporations and
SMEs, with the former having more leverage in negotiating prices. In addition, some foreign
companies have the option to leave the country. SMEs, on the other hand, face higher prices
and fewer options. Compared with other economies in the region, power supply is an
impediment to attracting investment to the Philippines. Some existing investors are also
contemplating leaving, or have left already. Overcapacities in the power sector have had a
major unintended impact: the massive debt and long-term commitments created by overinvestment effectively have paralyzed the Government’s financing of other essential programs,
such as roads, education, and social services. Electrification in the Philippines was achieved at
a high cost, relative to international standards and the Government’s financing capability. Poor
infrastructure and high electricity costs have had an adverse impact on the reputation of the
Philippines as a destination for foreign investment.
126. In terms of institutional impact, before the late 1980s, ADB aimed to improve power
sector system operations and planning as well as financial management through TAs and loan
projects. Since the late 1980s, particularly after the power crisis, ADB shifted its focus on sector
restructuring and creation of a competitive power market through its TAs, policy dialogue, and
loan covenants. The power sector today is very different from how it was three decades ago: (i)
the vertically integrated utilities have been unbundled, (ii) the legal framework for further sector
privatization of utilities is in place, (iii) regulatory agencies and market operating mechanisms
are in place, and (iv) private sector participation has materialized. ADB has been the principal
development partner in facilitating sector reforms. However, the institutional and policy changes
have not yet translated into improved reliability and efficiency.
127. Environmental impact of the power sector operation has received increased attention
since the late 1980s. ADB has financed two main types of generation projects: hydropower
development and coal-fired generation. The projects have had some negative environmental
impacts, including the adverse ecological effects of hydropower dams, e.g., sedimentation, impact
on fish migration and reproduction, and the adverse environmental impact of coal-fired generation,
e.g., air emissions. However, ADB-supported generation projects generally installed state-of-theart pollution abatement equipment. In addition, a TA was provided to monitor and address air
pollution from coal-fired projects. ADB-financed transmission and distribution projects are
environmentally neutral, or even beneficial by reducing the need for many smaller and relatively
inefficient and polluting power plants. On the whole, ADB’s assistance program has had moderate
institutional, socioeconomic and other impact over the last 34 years, even though specific impacts
varied over time.

6.

Overall Assessment

128. The power sector assistance program during 1971 and the late 1980s is rated
successful, and the program from the late 1980s to the present is assessed as partly
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successful. Overall the program is assessed partly successful.59 This assessment recognizes
that ADB-supported projects have mostly achieved their expected outputs with satisfactory to
good quality, though often with delays, scope reduction, or, in some cases, cost overrun.
However, despite efforts, ADB’s policy dialogue has not always achieved its objectives. The
program as a whole has not achieved some of its key sector objectives including providing
reliable and affordable electricity and a financially viable power sector. ADB has played a
leading role in promoting power sector restructuring. This has proven to be more complex and
has taken longer than anticipated. It is too early to draw firm conclusions on whether the power
sector reforms will be successful.

B.

Assessment of Asian Development Bank and Government/EA Performance

129. ADB has played a pivotal role in shaping the power sector of the Philippines. ADB has
provided consistent and comprehensive support for the sector, which helped achieve a
substantial increase in electrification over the past 30 years. However, ADB also should accept
some of the responsibility for the current unfavorable situation. ADB responded to the needs of
the sector during different periods, adjusting its strategies and policies in accordance with the
changing needs. However, ADB adopted strategies that largely reacted to crises, i.e., the power
crisis in the late 1980s and early 1990s and the subsequent financial crisis continuing today,
rather than developing strategies based on sound analysis that identified steps that could be
taken in advance to avoid these crises. Formulation of specific projects was often beset by
overly optimistic demand forecasts and overly ambitious objectives. Two main factors
contributed to this situation: (i) inadequate ADB appraisal and due diligence, partly because of
inadequate technical expertise of ADB staff in such key areas as financial sector analysis and
power sector engineering; and (ii) demand forecasts based on Government forecasts of GDP
growth, which typically turned out to be overly optimistic.
130. Responsibility for the physical and financial problems of the power sector lies with NPC
and the Government as the problems go beyond the sector itself. They are the accumulated
results of years of macroeconomic underperformance and fiscal problems, corruption, and the
poor law-and-order situation. The Government also decides how much to borrow, from whom,
and for what purposes. The power sector’s current financial problems started with the decision
to mothball the $2.1 billion Bataan Nuclear Power Plant due to concerns about operational
safety and corruption. The resources were wasted and invested in non-productive assets. The
resulting lack of generating capacity contributed to the power crisis in the late 1980s and early
1990s. The crisis led to excessive investments in generation, often under take-or-pay contracts
that were not awarded transparently. Project delays and the lack of resources for investing in
transmission added to the electricity shortage in some areas, as well as the higher costs of
electricity for consumers since some IPPs cannot fully dispatch power due to transmission
bottlenecks.
131. Overall, the performance of ADB and the Government is assessed as less than
satisfactory. However, many observations regarding sector performance that were evident
during this assessment were much less clear at the time of decision-making. While significant
progress has been made in the ongoing power sector restructuring and unbundling, it is too
early to assess the long-term effectiveness of the restructuring program with respect to
improving the sector’s operational and financial performance.

59

The rating scheme has four categories: highly successful, successful, partly successful, and unsuccessful.
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C.

Lessons Learned

132. The evaluation of ADB’s 34-year assistance program in the Philippine power sector has
generated the following lessons:

1.

Strengthening the independence of the power sector

133. The Philippines experienced severe political turbulence during the review period. Two
presidents were forced out of office by popular revolts known as People Power. Mindanao has
been a focus of continuing peace-and-order problems. The Asian financial crisis affected the
Philippines significantly. These factors adversely affected the power sector. In addition, many
sector decisions, such as setting tariff caps, construction and abandoning of the Bataan Nuclear
Power Plant, were made under political influence. As long as a majority of power assets are in
the hands of the Government, such interference will be likely to persist. The manner in which
the sector privatization program is conducted will be a key test of the Government’s resolve to
withdraw political influence by the executive branch and the legislative branch. The recent
dispute over the privatization of the Masinloc power plant, led by some lawmakers, illustrates
the difficulties likely to be encountered.60

2.

Demand forecasts need to be more realistic

134. ADB-supported generation and transmission projects resulted in capacity
underutilization and canceled components. In the Philippines, DOE is responsible for electricity
demand forecasts. The demand forecast is typically estimated for major regions or island
groups, and forms the basis for generation and transmission capacity planning. Two basic
approaches are used to forecast demand: econometric (macro) approach and end-use (micro)
approach.61 The DOE’s Philippine Power Development Plan is based mostly on the macro
approach using per capita GDP, population growth, and assumptions about energy elasticity.
Table 2 indicates the relative stability of energy elasticity when measured over a decade, with a
slight decline from the 1980s (2.6) to the 1990s (2.2). Population growth also can be projected
with satisfactory accuracy. The most important variable, which is also the most difficult to
forecast, is the growth rate of per capita GDP. Governments around the world generally
overestimate GDP growth, and the Philippine Government has not been an exception. The
National Economic Development Authority (NEDA) is responsible for long-term and midterm
GDP forecasts. The forecast is often done using different scenarios (e.g., high or low). DOE and
other users of the forecast can exercise discretion when applying these forecasts.
135. Table 7 compares the forecast62 and actual annualized growth of per capita GDP, as
well as peak system demand, between 1993 and 2000. It shows that the growth rates of per
capita GDP and peak system demand were overestimated by five times and twice respectively.
Although the Asian financial crisis occurred during this period, which was not forecast by
anyone including ADB, a general lesson is to adopt more conservative demand forecasts,
particularly when using Government GDP forecasts. ADB needs to exercise more due diligence
in this area. In the case of the Philippines, an average discount of 3–4 percentage points of the
60

The Philippine Star. 2004. P28-B Napocor Plant Sale a Scam. Manila.
The macro approach, which is widely used for aggregate energy demand for all consumers in the Philippines, is
based on statistical (regression) relationship between electricity demand and two key socioeconomic variables, per
capita GDP and population growth. The micro approach, which is more adapted for estimating energy demand for
a particular consumer group, is based on demand forecast for each demand category based on operational and
technological variables, such as floor space and energy conservation initiatives.
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DOE. 1993–2000. Philippine Energy Plan. Department of Energy, Manila.
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Government’s long-term higher bound GDP estimates would not be unreasonable based on
experience. Wherever possible, more neutral sources of forecast should be used.63 However,
long-term GDP forecasts for the Philippines are not readily available in the market. Until
recently, ADB economists working on the Philippines did not have the tools to produce
independent long-term growth forecasts. This is a major weakness of the economic work
undertaken by ADB, which prepares 2–3 year forecasts. However, the analysis of capital
investments that dominate ADB lending requires 10–20 year forecasts to assess their viability.

Table 7: Forecast and Actual Annualized Growth of Key Variables (1993–2000)
(%)
GDP/Capita
Forecast
Actual

7.1
1.4

Population
Growth
—
2.4

Peak System
Demand
12.3
6.2

— = not available.
Source: Department of Energy.

136. When formulating projects, ADB and the executing agencies should assess different
forecasts to determine least-cost options. While visiting substations and electricity cooperatives,
the OEM detected a bias toward using the “N-1” principle specified in the Grid Code as a
surrogate for sound cost-benefit analysis before selecting projects. This legalistic approach to
managing a grid, rather than a cost-benefit analysis based on a realistic demand forecast, only
will add more redundancy and greater cost to the system.

3.

The quality of ADB’s financial review of the sector’s performance needs to
be strengthened

137. Changes in Government managed financial and accounting policies since 1994
contributed, in part, to the current financial state of the power sector. That year, NPC effectively
gave up current cost accounting by ceasing to charge depreciation on revalued assets, thus
restricting depreciation provisions to the historical cost of assets. At the same time, until 2001 in
accordance with the local accounting standards NPC deferred its losses on its loans due to the
devaluation of peso. The combined effect of these changes in accounting method was to create a
balance sheet that suggested NPC was in better financial shape than it was. ADB failed to
recognize fully these problems, and continued to calculate the return on rate base using the same
formula as before 1994. These financial problems were compounded by the unrealistically low
power tariffs. The LRMC estimates produced under an ADB TA were important as they created
the misleading impression that power tariffs would fall in a competitive supply environment. As a
basis for setting tariffs, the analysis was flawed, and ADB did not detect the flaws. ADB
recognized the issue, although addressing it will require changes in staff recruitment and training,
and better use of staff resources. ADB’s weaknesses in financial analysis extend well beyond the
Philippine power sector. ADB’s Governance and Regional Cooperative Division recently circulated
a draft paper,64 which assessed the overall quality of ADB’s financial due diligence (based on a
review of 53 RRPs) as “barely adequate.” Financial management was assessed as the weakest of
the seven areas of the due diligence work. The paper recommended four areas of improvement:
deepening support to operations, institutional arrangement, moving to country systems, and
adjusting RRP template.
63

One such source is Consensus Economics Inc., based in London, which surveys a large number of prominent
financial and economic forecasters for their estimates of a range of variables, including economic growth, inflation,
foreign trade, and exchange rates, on both short-term and long-term bases.
64
ADB. 2005. 2004 Financial Due Diligence Retrospective. (A draft paper for interdepartmental comments.) Manila
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4.

ADB should have actively promoted the use of internationally accepted and
transparent procedures for evaluating IPP bids

138. Facilitating private investment in the power sector rightfully became a part of ADB’s
strategy in the late 1980s for generation to attract resources and improve sector operational
efficiency. ADB supported three IPP projects with private sector loans and investments. The ADBsupported IPP projects were procured on a fast-track basis without competitive bidding. Typically
the Government negotiated with unsolicited bidders, and agreements were reached hurriedly.
ADB then was approached for possible cofinancing. For the first IPP, which was hailed as the
country’s first BOT project and a successful example of private-public partnership, this approach
was justified to alleviate the power crisis. While the initial use of negotiated IPPs was appropriate
given the severity of the power crisis, this method of awarding IPPs continued to be used for far
too many years. The two subsequent IPPs that ADB supported should have not been procured on
a fast-track basis, given the clear signs in 1993 that Luzon was heading for a generation
overcapacity. Competitive bidding for these franchises should have been encouraged.
139. When faced with increasing signs of overcapacity in Luzon, ADB did little to help arrest the
trend. The last two of ADB-supported IPP projects contributed to the overcapacity. ADB did not
offer TA to the Government to establish internationally accepted and transparent procedures for
evaluating private sector projects in the power sector, with particular attention to guarding against
onerous, unsolicited bids. (It is not clear the Government would have welcomed such TA.) The
Philippine experience with IPPs highlights the importance of system planning by a single national
authority. Without such planning, even if each take-or-pay contract is negotiated perfectly, the
damage to the national economy can be tremendous because of the magnitude of the obligations
for the Government.

5.

Delays in project implementation must be reduced

140. As illustrated in Table 8, delays occur in all phases of the project cycle. Although the two
examples were approved in the 1970s, the experience is still representative of the situation today.
The delays at the prequalification and tendering phase were approximately the same as delays
during construction—about 19–20 months for both projects. In the case of Loan 0291,65 prequalification took 21 months, instead of 4 months as scheduled, due to lack of clarity in the
prequalification documents and disagreement between NPC and ADB on a wide range of issues.
Difficulties also were experienced in tendering for the two projects, particularly for civil works
contracts. The construction phase of both projects was delayed 20 months, mostly due to (i) land
acquisition and resettlement problems; (ii) breakdown of civil contractor’s aged equipment; (iii)
financial problems of the contractors; (iv) lack of experienced labor; (v) unfavorable weather and
geological conditions; and (vi) local currency constraints of NPC, which added to the financial
problems of the contractors.

65

ADB. 1976. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Fourth Mindanao Power. Manila. (Loan 0291, approved on 21 December 1976.
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Table 8: Breakdown of Project Delays for Loans 0291 and 0326
(Months)

Prequalification
Tendering
Subtotal
Construction
Total

Loan 0291: Fourth Mindanao Power
Scheduled
Actual
Delay
4
21
17
7
10
3
11
31
20
49
69
20
60
100
40

Loan 0326: Fifth Mindanao Power
Scheduled
Actual
Delay
7
22
15
8
12
4
15
34
19
33
53
20
48
87
39

Source: Asian Development Bank.

141. The reasons for delays in implementation are complex. The roles of the parties involved
should be examined separately to find ways to minimize future project delays. First, the
Government and executing agencies must recognize that “time is money” in project
implementation, increasing IDC costs and limiting benefits when projects are not completed on
time. Executing agencies also should improve their capabilities to administer and coordinate the
implementation of complex projects. Due to the large number of representations received from
losing bidders, rebidding is common. The differences and complexities of procurement
procedures of ADB and the Government delay the review of evaluation results. Settling
differences through correspondence and meetings between the executing agencies and ADB
takes time. ADB procurement guidelines and procedures were designed to facilitate fair
competition and reduce corruption. The difficulties that executing agencies have in complying with
these procedures for whatever reason (i.e., lack of familiarity with them, or deliberate attempt to
bypass them for personal gain) have caused excessive delays. ADB plans to reduce the
transaction costs by simplifying its procurement procedures and increasing transparency and
harmonization, while maintaining necessary checks and balances. ADB also should help the
Government and executing agencies devise realistic project schedules, and should not approve
loans or making it effective when the necessary conditions for starting project implementation are
not in place.

6.

Project costs should be controlled by improving governance and reducing
corruption

142. Power projects in the Philippines, including ADB-supported projects, are generally more
expensive than international norms. Several reasons contribute to this, including (i) extensive
project delays resulting in higher IDC and commitment charges,66 (ii) heavy reliance on
international consultants and contractors, (iii) corruption, and (iv) extensive use of foreign
currency loans. Costs associated with project delays and heavy reliance on consultants can be
reduced with more efficient project management and greater participation by NPC technical
staff. Corruption is widely perceived to contribute to higher project costs in the Philippines’
power sector (Appendix 7). While corruption can occur at all stages of a project cycle, project
tendering and bidding, operation and maintenance, and privatization and award of IPPs are the
most common stages involving corruption. Given the country’s poor record of prosecution of
corruption cases, a more effective way for the Government and ADB to reduce corruption might
be to adopt the ”Keep It Simple and Transparent” principle at all stages of the project cycle,
though particularly for tendering and bidding. By reducing the time required and the number of

66

ADB charges 0.75% per annum applied on the undisbursed balance of its loans as commitment charges. As of the
end of 2004, the Philippines has paid $40.2 million to ADB as commitment charges for 34 ADB-supported projects
during a 15-year period.
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people and layers of bureaucracy involved, opportunities for corruption can be reduced (para.
101).

7.

Currency mismatches should be avoided

143.
One of the major lessons of the Asian financial crisis is that currency mismatches should
be avoided. Over the past 30 years, the Philippines has borrowed heavily from different
international financing agencies, including ADB, the World Bank, and Japanese agencies. All of
these loans were denominated in foreign currencies, mainly dollar or yen. The dollar and yen
have appreciated several-fold during this period against the peso. These currency mismatches
create major problems for power sector projects in the Philippines.67 ADB has become
increasingly aware of the dilemma, and has devised strategies to meet the challenge. Local
financing was one of the new financing instruments and modalities currently being developed by
ADB under its Innovation and Efficiency Initiative.68

8.

Greater executing agency ownership is needed for policy related advisory
TAs to be successful

144. Much of the TA provided by ADB to the power sector has produced reasonable analysis,
but has resulted in limited impact and change. Mechanisms have not been put in place to act on
the recommendations. This is illustrated by delays in implementing tariff reforms, as
recommended by several TAs starting in the early 1980s and the slow pace of the sector reform
program during the 1990s. Had tariff reform—switching from the single energy charge to both
capacity and energy charges—occurred in the early 1980s, the subsequent power crisis might
have been alleviated. In many cases, the reasons for delays have been outside the control of ADB
and the power sector—for example, awaiting actions by the legislature. ADB should do more to
ensure that reasonable implementation mechanisms are in place to support the implementation of
the recommendations resulting from TAs. This might require greater consultation and disclosure
during TA implementation to build consensus among stakeholders and a more explicit recognition
of political economy issues.

D.

Recommendations: ADB’s Future Assistance Priorities
1.

A lending moratorium or continued support?

145. ADB has consistently supported the power sector reform process since the early 1990s.
Given the unsatisfactory results and the heavy debt burden that the sector has amassed, a logical
question is whether ADB should continue lending to the sector, which might worsen the sector’s
indebtedness. To answer this question, a comparison of the relative pros and cons of a lending
moratorium versus continuing financial assistance is needed. The Philippines is currently facing
severe macroeconomic and fiscal conditions and deteriorating investment climate. Power sector
assistance is a top priority in ADB’s most recent Country Strategy and Program due to the
magnitude of the financial crisis facing the sector and its impact on Government’s finance.
Improvements in the power sector have consistently been identified as an important element in
improving the enabling environment to private sector investment. The sector reforms clearly have
entered a critical transition period. Experience in other countries’ suggests that far-reaching
reforms take time and perseverance to generate benefits. ADB has helped initiate the reforms,
67

The financing of projects in the Philippine power sector and repayments are mostly in foreign currencies, while the
revenue is in local currency. Therefore, the exchange rates of the peso against foreign currencies affect the
projects’ financial viability.
68
ADB. 2005. Pilot Financing Instruments and Modalities. R194-05. Manila.
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and is the most dependable development partner. As such, this would be inappropriate to exit the
sector. The sector continues to require a huge amount of liquidity to meet its financial obligations.
The Government will continue to float more bonds in the international market to finance the power
sector’s operations and debt payments, with or without ADB’s assistance, at a cost substantial to
the Philippine tax payer. ADB’s partial risk guarantee would make it easier and cheaper to
mobilize these funds.69 In view of these factors, ADB should continue its financial and technical
assistance to the sector.
146. The results of this evaluation, however, make it clear that “business as usual” is not an
acceptable scenario for future ADB involvement in the Philippine power sector. The Government
and ADB must improve their ways of conducting business in the sector. In particular, the
Government should take necessary actions to address the key issues facing the sector: privatizing
of generation and transmission assets in an open and transparent manner using internationally
accepted procedures, financing stranded costs, and reducing corruption. For its part, ADB needs
to improve its due diligence work through better sector financial review and analysis, as well as
long-term demand forecasting to underpin its lending assistance. ADB’s future assistance should
focus on the following priority areas:70

2.

Supporting sector reforms through policy-based lending and technical
assistance based on a thorough and fair review of the sector’s true
financial performance

147. Sector reform has been understandably difficult, because it covers so many areas and is
of great political and economic significance. The pace of reform needs to accelerate, and will
require that increasingly difficult decisions be made. The OEM identified the four key areas of
reform that will be critical in determining overall success and reaping the benefits of reforms.
148. First, since insolvent power retailers cannot survive in a competitive private sector
environment, a plan is required for restructuring some of the rural electricity cooperatives that
continuously fail to meet their power purchase obligations. Second, the privatization of TRANSCO
and at least 70% of the generation assets is critical to making the new structure work effectively.
Privatization must proceed even in cases when the sale of power sector assets does not attract
the level of interest that the Government wishes and sale prices are below expectations. Third,
long-term commercial PPAs will be important to attracting continuous investment to the sector,
and hedging against the high price volatilities likely associated with the WESM. Retailers and bulk
customers should be encouraged to sign long-term contracts with generators. Fourth, the crisis in
the power sector cannot be resolved without higher tariffs—higher than the most recent tariff
increases approved by ERC (Table 5)—and a significant write-off of NPC debt by the
Government. These elements should be preconditions for any ADB loan to help refinance the
overall indebtedness of the sector. The level of the required write-off of debt is interrelated with the
tariff decisions (Figure 15 and para. 102). By raising tariffs significantly (e.g., a further
P1.080/kWh), Government could improve sector finances and restrict the need for debt write-offs
to the P200 billion. Higher tariffs also would develop an enabling environment for the private
sector. Without further tariff increases, all of NPC’s debt and most of its liabilities to IPPs might
need to be written off at a cost to the Government of about P1.1–1.2 trillion.
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In 2000, NPC sold a $300 million bond in six-year floating rate notes at a spread of 425 basis points over the threemonth London Interbank Offered Rate. At that level, it paid a premium of around 50 basis over comparable
Philippine government bonds, and probably even more compared to the scenario with ADB’s partial risk guarantee.
70
These recommended areas are meant to be strategic areas rather than blueprints for ADB’s future pipeline
projects.
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149. The Government might seek further support for the power sector because of its parlous
financial condition. Such requests will relate to the current financial crisis in the power sector, as
well as the wider macroeconomic and fiscal conditions. ADB must make clear why it is lending
and what it is lending for. ADB’s policy-based lending was used to support the power sector
reforms in the case of Loan 1662 (footnote 27). However, this loan failed to achieve the financial
viability for the sector, a main objective. ADB underestimated the complexities and duration of
implementing far-reaching power sector reforms. The program loan was overly ambitious, and
included many inconsequential conditions. Despite the unsatisfactory results from Loan 1662,
program lending remains ADB’s main policy-based lending tool. If another program were to be
formulated to help the Government fulfill its power sector financial obligations, the conditions
should be minimized, clearly defined, monitorable, fully Government-owned, and address the
four areas outlined in para. 148. Most importantly, the program should be based on a thorough
and fair review of the sector’s true financial performance with an aim to find out the true value of
the sector’s assets, liability, and how much is needed to recapitalize the sector. ADB in the past
had overlooked some important changes in the sector’s accounting practices which, while
compliant with local accounting rules, had the effects of masking the sector’s true profitability
and losses.
150.
ADB has supported more than 20 TA projects addressing a wide range of issues
relevant to the sector’s development. The results have been mixed. A key area that has been
missing is support for the awarding of franchises for IPPs using internationally accepted
tendering procedures. The upcoming privatization of TRANSCO and the generation assets
might require support. ADB involvement should give prospective bidders confidence that
corruption will not dominate the decision-making process. Past TAs have demonstrated that, to
the extent possible, the Government must buy-in to the TA results in a timely fashion by
agreeing on a TA implementation mechanism and a timeframe.

3.

Improve the design and quality of entry of public sector lending in the
power sector

151. Public-sector project lending has been the main instrument ADB has used to support
system rehabilitation and expansion. While ADB-supported projects have helped meet the
growing system demand, they also have contributed to sector’s increasing financial losses and
indebtedness by creating overcapacity in generation and transmission. ADB should ensure that
future lending not support entities that are insolvent. Furthermore, before making any further
loans, ADB should determine by rigid cost-benefit analysis what improvements are necessary for
the grid versus what have been mandated by the Grid Code without serious consideration of
value. Careful coordination among development partners will be required, which could be ADB’s
most valuable contribution to the Philippine power sector. As outlined in Appendix 5, a number of
investments can help to improve system balance in the short term and yield high effective rates of
return. For Luzon, the dispatch of all power from plants constructed by IPPs is not possible,
because of transmission constraints. Investments in metering, which enable maximum-demand
metering and time-of-day metering of large power consumers, are cost effective as they help to
reduce system maximum demand. Some other investments are unlikely to improve sector
finances. The Grid Code seems to be imposing excessive costs on the distribution system, for
example, by requiring circuit breakers to be installed in locations that are at the end of
transmission lines.
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4.

Support private sector participation in the power sector with improved
governance and transparency

152. Private sector participation will be the central feature of an unbundled and competitive
power sector. ADB should support private sector participation in several ways. In addition to
helping create an enabling environment through policy-based lending and TA, ADB’s Private
Sector Operations Department should facilitate private investment by providing loans, equity
participation, or partial political risk guarantees. The most obvious possibility is investment in
generation projects. ADB’s involvement in IPPs should champion processes that (i) result in the
transparent award of franchises, (ii) reduce opportunities for corruption, and (iii) use market forces
to decrease costs. ADB support for the WESM has been proposed by providing insurance against
default by market participants. Such insurance should be restricted to market participants that are
capable of operating commercially, and should not be provided to insolvent cooperatives. Other
possibilities include potential interconnection and transmission projects, e.g., Leyte-Mindanao.
However, a rigorous cost-benefit analysis would be required to compare different alternatives to
meet load forecasts.
153. Power retailers such as MERALCO are showing little inclination to sign long-term
contracts for power purchase. New power stations are unlikely to be constructed in the absence
of such contracts. Most equity investors and lenders would consider the risks of constructing a
merchant power plant in the Philippines without any future sales contracts excessive. ADB and
the Government/NPC can play a role in encouraging such contracts. ADB can use loan
conditions to ensure that any finance to the retail sector is linked to firm power purchase
contracts by those retailers. NPC can offer retailers contracts on existing power plants to
support privatization and promote power purchase contracts with retailers.

5.

Continue the Focus on Mindanao and Visayas

154. In the early 1970s, ADB assistance focused on the south, particularly Mindanao. The
region has special issues, such as the poor peace-and-order situation and the relatively high
incidence of poverty compared with the rest of the Philippines. Security has improved recently,
and anecdotal evidence suggests that such improvements might be connected to the availability
of electricity (Appendix 6). Despite past efforts, the region continues to have large unserved
energy demand. The Visayas and Mindanao have about 60% electrification rates by potential
connections, compared with Luzon’s 82%. In some barangays (i.e., local government units) in
Mindanao, almost half the people are without electricity. The socioeconomic survey found that
providing electricity to these people would profoundly improve their lives. Much remains to be
accomplished in Visayas and Mindanao to help rural residents connect to electricity and use
electricity to improve productivity, education, birth control, and quality of life. Unlike Luzon,
Visayas and Mindanao face thin margins in reserve capacities and insufficient inter-island
connections. Due to the lack of interconnections, the Mindanao grid will not be able to
participate with full effectiveness in the restructured power sector, particularly the WESM. The
majority of power generation on the island is hydroelectric, and is expected to remain publicly
owned despite the planned divestiture of NPC’s other generation assets. ADB should stay
involved in this area during and after the power sector restructuring.
155. As in other parts of the Philippines, power retailers and major users, such as the
electricity cooperatives, are either too weak financially or unwilling to enter into contracts with
IPPs. This is particularly true in Mindanao, where electricity tariffs are low due to the high
percentage of hydropower. New IPP thermal capacities using natural gas or imported coal will
be more expensive than hydropower. However, without such IPPs, further electrification is
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difficult to envisage due to the diminishing spare hydropower capacity. Retailers responding to
the new industry environment are encountering difficulties in raising money for, for example,
small-scale hydropower projects. The cooperative business model for retailers is not suitable for
major capital investments. ADB’s TA and lending instruments have a continuing role to play in
encouraging signing of long-term contracts, consolidating the rural electricity cooperatives, and
sustaining and developing the supply network in Mindanao.
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Appendix 1

ASIAN DEVELOPMENT BANK LOANS AND TECHNICAL ASSISTANCE IN THE POWER
SECTOR, PHILIPPINES
Table A1.1: Loans and Investments

Project Title

Year of
Approval

Partial
OCR
Equity
Credit
Amount Investment Guarantee Scope
($ million) Category
($ million) ($ million)

Loan 0077: Mindanao Power

1971

23.40

—

—

G, T, D

Loan 0096: Second Mindanao Power

1972

21.00

—

—

G

Loan 0196: Third Mindanao Power

1974

1.00

—

—

G

Loan 0223: First and Second Mindanao Power (Supplementary)

1975

22.70

—

—

G, T, D

Loan 0291: Fourth Mindanao Power

1976

52.00

—

—

G

Loan 0326: Fifth Mindanao Power

1977

29.00

—

—

G

Loan 0427: Sixth Mindanao Power

1979

60.70

—

—

G, T

Loan 0482: Negros and Mindanao Power Transmission

1980

60.50

—

—

T

Loan 0542:Rural Electrification

1981

87.50

—

—

R (D, G)

Loan 0607: Power System Development

1982

32.75

—

—

T, G

Loan 0666:Negros-Panay Interconnection

1983

43.80

—

—

T

Loan 0728: Second Power System Development

1984

33.00

—

—

T

Loan 0823: Third Power System Development

1986

92.00

—

—

T, G

Loan 0914:Fourteenth Power (Sector)

1988

120.00

—

—

T, G

Loan 0985: Fifteenth Power (Sector)

1989

160.00

—

—

G, T

Loan 1042: Sixteenth Power (Masinloc Thermal Power)

1990

200.00

—

—

G, T

Loan 1207: MERALCO Distribution

1992

138.00

—

—

D

Loan 1288: Power Transmission

1993

164.00

—

—

T

Loan 1398: Northern Luzon Transmission and Generation

1995

244.00

—

—

T, G

Loan 1474: Leyte-Mindanao Interconnection Engineering

1996

5.35

—

—

T

Loan 1590: Power Transmission Reinforcement

1997

191.40

—

—

T

Loan 1662: Power Sector Restructuring Program

1998

300.00

—

500.00

S

Loan 1984: Electricity Market and Transmission Development

2002

40.00

—

—

S, T

Inv. 7043/991: Hopewell Energy (Philippines) Corp.

1989

10.00

1.10

—

G

Inv. 7089/1230: Hopewell Power (Philippines) Corp.

1993

40.00

10.00

—

G

Inv. 7090/1231: Batangas Power Corp.

1993

26.50

3.00

—

G

2,198.60

14.10

500.00

Total

2,712.70

D = distribution, G = generation, MERALCO = Manila Electric Company, OCR = ordinary capital resources, R = rural, S = sector
restructuring and reform, T = transmission.
Source: Asian Development Bank.
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Table A1.2: Technical Assistance

TA No./Title (Advisory)
TA 0431: Rural Electrification (Financial Study)
TA 0611: Electricity Tariff Study
TA 0775: Mindanao Power System Development
TA 0834: Luzon Power System Development
TA 1015: Development Study of the Visayas Power System
TA 1050: Power Sector Cost Structure and Transfer Pricing Study
TA 1372: Review of National Power Corporation's Asset Revaluation
TA 1966: Long-Term Power System Planning Study
TA 2435: Formation of Power Transmission Subsidiary
TA 3126: Study on Electricity Pricing and Regulatory Practice in a Competitive
Environment
TA 3127: Consumer Impact Assessment
TA 3422: Rural Electrification Institutional Strengthening
TA 3820: Competition Policy for the Electricity Sector
TA 4073: Transition to Competitive Electricity Market
TA 4151: Promoting Good Governance in the Restructured Power Sector
TA 4174: Rehabilitation of Renewable Energy Projects for Rural Electrification
and Livelihood Development

Year of
TA
Approval Amount ($)
1981
1984
1986
1986
1988
1988
1990
1993
1995

120,000
229,000
350,000
260,000
358,000
230,000
96,000
600,000
500,000

1998
1998
2000
2001
2002
2003

600,000
720,000
750,000
990,000
800,000
800,000

2003

450,000

Total

TA No./Title (Project Preparatory)
TA 0430: Rural Electrification (Dendro-Thermal Study)
TA 0496: Cagayan River (Mindanao) Hydropower Study
TA 1169: Power Sector Training
TA 2653: Leyte-Mindanao Interconnection Engineering
TA 3516: Rural Electrification

Total
TA = technical assistance.
Source: Asian Development Bank.

7,853,000

Year of
TA
Approval Amount ($)
1981
1982
1989
1996
2000

150,000
150,000
93,000
575,000
600,000

1,568,000

A. Relevance of ADB
assistance to the
power sector
development in the
Philippines and
development goals of
the country

Questions

Sources of
Information

Data Collection/
Analysis

Were the policy objectives outlined in the energy
policy papers appropriate to the development
strategies of the Philippines in the past 3 decades?

Information on evolution of
ADB’s energy policies
overtime

ADB documents (RRPs,
TA papers, BTORs, PCRs,
and PPARs.)

Desk review of ADB’s policy
papers, operational strategies,
and other related publications.

Were the planned power sector interventions in the
ADB country strategy appropriate to reflect the policy
objectives?

Information on ADB’s country
operational strategy and
Government’s development
strategy

Country operational
strategy and assistance
plan documents

Preliminary evaluation of the
relevance of individual projects
and TAs based on PCRs and
PPARs.

Did the types of power sector projects shift
significantly in the context of policy changes at ADB
and in the country? Were such shifts appropriate in
terms to address system needs and long-term
developmental impact, taking into account the
power system being interconnected?

B. Efficacy, efficiency,
and sustainability

Indicators and Information
Required

Given the increase in electrification from 20% to 80%
of population over the past 3 decades and the
transition from generation capacity shortage to
surplus, to what extent did the power sector
assistance program achieve the sector objectives
defined in the country operational strategy
documents?
To what extent did the individual projects/TAs
achieve their objectives? How do they compare with
ADB power projects in other countries in terms of
quality of implementation taking into account project
design, construction quality, delays, etc.
Were the ADB tools and instruments adequate to
achieve the policy and project objectives?
Are the outcomes of ADB’s power sector assistance
sustainable? What are the key factors affecting
sustainability, or lack thereof?

ADB energy policy papers
Indicators for measuring the
historic performance of the
power sector in relation to
overall economic growth, e.g.
per capita electricity
consumption, percentage of
overall and rural population
with access to electricity
Indicators for measuring
progress in achieving sector
development objectives, e.g.
length of distribution and
transmission network, added
generation capacities,
percentage of system losses
and changes overtime, load
shedding, collection-togeneration and collection-toimport ratios, estimated
percentage contributed by
ADB projects.
Economic internal rates of
return of ADB projects;
financial performance
indicators, such as net income
or loss for major utilities;
operating ratios; debt service
coverage ratio; return on net
fixed assets, etc.

Published studies on the
power sector in the
Philippines

Interviews with the
Government and EAs to get
their perspective on how well
ADB’s assistance has
addressed their needs.

Government statistical
yearbooks

ADB documents (RRPs,
TA papers, BTORs, PCRs,
PPARs)
Country operational
strategy and assistance
plan documents
Published studies on the
power sector in the
Philippines
Annual reports or other
publications of the key
utilities MERALCO, NPC,
PSALM, etc.

Field inspections to assess the
quality of implementation,
operation and maintenance,
and long-term sustainability of
ADB’s power sector projects in
the Philippines.
Interviews with the
Government and EA officials
on issues related to
implementation, operation and
maintenance, and long-term
sustainability.
Review of the financial and
economic internal rates of
return of selected projects
estimated in the PCRs and
PPARs.
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EVALUATION MATRIX

Issues

Questions
Given the poor financial performance and the heavy
indebtedness of the power sector, how has ADB
assistance affected the performance? How can
ADB help improve the sector’s financial health and
project sustainability more effectively? In this
context, ADB’s sector strategy will be assessed with
respect to meeting the sector’s needs in financial
management, policy reforms, and private sector
operations.

Indicators and Information
Required

Sources of
Information

Data Collection/
Analysis
Interviews with IPPs, other
development agencies, and
ADB’s Private Sector
Operations Department.

Information on key bottlenecks
of the system
Information on IPPs and ADB’s
private sector operations, e.g.,
tariff levels, take-or-pay
contracts, etc.

Given that ADB’s public sector loans primarily have
targeted transmission and distribution improvement
since 1980, areas still considered bottlenecks, how
effective has ADB’s assistance been (loans and
TAs) in power sector development and planning?
Was the high electrification rate in the Philippines
achieved at an excessive cost compared with other
developing member countries? Has ADB’s
assistance as a whole followed a least-cost
strategy?
C. Development and
institutional impacts
of ADB assistance to
the power sector

Have ADB power projects/TAs contributed
significantly to improving the country’s investment
environment and facilitated economic growth?
How did improvement in power supply affect
economic activities (e.g., development of SMEs,
agriculture, export sectors)?
How did improvement in power supply affect quality
of life?

Information on staffing,
reorganization, and
compliance with ADB loan
covenants related to
restructuring by MERALCO,
NPC, PSALM, TRANSCO, etc.

Main beneficiaries of ADB
power projects, including
residential, commercial,
and industrial customers,
as well as unconnected
households
Main utilities, including
MERALCO, NPC,
PSALM, etc.
Published information,
including national
statistics

Review information on the
socioeconomic the impact of
electricity supply.
A socioeconomic survey of
approximately 150 residential,
commercial and industrial
customers and would-be
customers, as well as
nongovernment organizations,
on the impact of power supply
(i.e., availability, quality, and
costs) on their economic
activities and well-being.
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Interviews with EAs on the
impact of ADB assistance,
particularly TAs, on capacity
building and sector
restructuring.
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Has ADB made a difference in lifting the capacities
of the country’s key utilities/agencies including
DOE, ERC, MERALCO, NPC, PSALM, etc?

Socioeconomic indicators for
the project areas vis-a-vis
unconnected areas, including
income, literacy rate, average
number of TVs/radios per
household, number of working
hours per day, schooling ratio,
number of SMEs, and
productivity improvement and
employment generation in the
agriculture, industrial, and
commercial sectors

Questions

Indicators and Information
Required

Sources of
Information

Data Collection/
Analysis

D. Lessons for future
ADB assistance to
the power sector in
the Philippines

What lessons can be learned from the 30-year
experience in terms of selecting relevant projects,
design and implementation, and maximizing
impacts?
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The power sector in the Philippines clearly needs
restructuring to relieve the huge financial burden it
has imposed on Government resources. ADB
provided loans, including policy-based lending (i.e.,
Loan 1662)a and TAs, to support the sector reforms.
Was the assistance effective? What can be done to
stimulate interest from potential private investors
that is currently lacking?
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Issues

Government strategies and
priorities in power sector
development

Given the performance of the sector, does ADB
need to do more of the same to achieve greater
impact or does it need to improve the design and
implementation of the projects/TAs?

ADB’s operational strategy for
future Philippines power sector
(to determine if the lessons
learned are incorporated or
not)

Over the long run, should ADB select a few priority
areas to provide more in-depth assistance (larger
amounts) or cover all key areas as in the past?

Experience, policies, and best
practices of other development
agencies

Policy dialogue with the
Government during the
Country Programming
Mission
Other development
agencies

Extensive consultations with
other development agencies
active in the power sector in
the Philippines, including the
World Bank, DFID, JBIC, etc.,
on division of subsectors for
financing by different agencies,
different approaches, and
operational strategies.
Holding two dissemination
workshops to be participated
by key government
departments, EAs, and key
development agencies to
discuss future assistance
strategies and aid
coordination.

ADB = Asian Development Bank, BTOR = back-to-office report, DFID = Department for International Development, DOE = Department of Energy, EA = executing agency,
ERC = Energy Regulatory Commission, JBIC = Japan Bank for International Cooperation, MERALCO = Manila Electric Company, NPC = National Power Corporation, PCR
= project completion report, PPAR = project performance audit report, PSALM = Power Sector Assets and Liabilities Management Corporation, RRP = Report and
Recommendation of the President, SME = small and medium enterprise, TA = technical assistance.
a
ADB. 1998. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the Philippines for the Power Sector Restructuring Program.
Manila. (Loan 1662-PHI, approved on 16 December 1998).
Source: The Operations Evaluation Mission.
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SUMMARY OF ASIAN DEVELOPMENT BANK-SUPPORTED GENERATION PROJECTS
Table A3.1: Summary of ADB-Supported Generation Projects

Project

Installed Capacity

Implementation
Schedule and
Cost

Loans 0077 to Loan 0427
(seven loans for Mindanao
hydropower development)

690 MW (from five
projects)

About 2–8 years
delays;
actual costs
ranged from 20%
underrun to 121%
overrun compared
with appraisal
estimates

Loan 0985: Fifteenth Power
(Sector)

6 x 20 MW = 120
MW

Loan 1042: Sixteenth Power
(Masinloc Thermal Power)
and part of Loan 1398: North
Luzon Transmission and
Generation

2 x 300 MW = 600
MW

About 2 years
delay;
100% cost
overrun; cost per
kW installed
capacity was
$1,800
3.5 years delay;
about 3% cost
underrun; cost per
kW installed
capacity was
$1,200

Inv.7043/991: Hopewell
Energy (Philippines) Corp.

200 MW

0.5 year delay;
1.5% cost
underrun

Inv.7089/1230: Hopewell
Power (Philippines) Corp.

2 x 350 MW = 700
MW

No delay;
0.4% cost overrun

Inv. 7090/1231: Batangas
Power Corporation

123 MW

0.2 year delay;
15% cost overrun

FIRR/EIRR and
Overall Rating

Operation and
Maintenance

Only two PCRs
and PPARs
contained FIRR
estimates, 18.6–
22.3%, and no
EIRR estimates.
Two PPARs
rated Loan 0077
and Loan 0236
generally
successful and
partly successful,
respectively.
PCR:
FIRR = 10.1%
EIRR = 14.7%
Rating: partly
successful

Forms the backbone
of Mindanao power
generation. After
more than 20 years
of successful
operations,
capacities eroded
somewhat by
sediment.

PCR:
FIRR = 17.2%
EIRR = 19.7%
Rating: generally
successful
PPAR:
FIRR = 21.4%
EIRR = 29.7%
Rating:
successful
PCR:
FIRR = n.a.
EIRR = n.a.
Rating = n.a.

Well maintained but
operating at less
than 70% of the
capacity at the time
of PPAR in 2002.

PCR:
FIRR = 16.6%
EIRR = 20.1%
Rating: n.a.
PCR:
FIRR = 17.5%
EIRR = n.a.
Rating: generally
successful
PPAR:
FIRR = 16.1%
EIRR = 18.0%
Rating: partly
successful

Well maintained and
operated.

Operated
successfully for 12
years as base load
plant (rather than
peak plan as
envisaged);
mothballed by NPC.
Operating at half
capacity at OEM’s
visit in 2004.
Operating at less
than 60% capacity at
the time of PPAR in
1999.

Total Generation Capacity
2,433 MW
ADB Helped Finance
EIRR = economic internal rate of return, FIRR = financial internal rate of return, Inv. = Investment, MW = megawatt,
n.a.= not available, NPC = National Power Corporation, OEM = Operations Evaluation Mission, PCR = project
completion report, PPAR = project performance audit report.
Source: ADB Project Documents
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Table A3.2: Summary of ADB-Supported Transmission and Distribution Projects

Project

Scope Change

Implementation
Schedule and
Cost

FIRR/EIRR and
Overall Rating

Operation and
Maintenance

PCR:
FIRR = 17.2%
EIRR = 19.7%
Rating: generally
successful
PCR:
FIRR = 11.2%
EIRR = 10.5%
Rating: n.a.
PPAR:
FIRR = 4.1%
EIRR = 6.5%
Rating: partly
successful
PCR:
FIRR = n.a.
EIRR = n.a.
Rating: n.a.

Actual loads in 1989
were16%–35% of
the appraisal
estimates.

Loan 0482: Negros
and Mindanao Power
Transmission

Reduction of 15%
transmission lines and
6% substation capacities

5.5 years delay;
38% cost
underrun

Loan 0542: Rural
Electrification

Increased extension and
rehabilitation of
distribution lines by 38%
and rural connections by
2%; cancellation of 100
support vehicles and
minihydro development.

5.5 years delay;
52% cost
underrun

Loan 0607: Power
System Development

About 34% of the project
scope was implemented,
i.e., transmission system
expansion, due to the
economic and fiscal
crisis faced by the
country in the mid1980s.

4.5 years delay;
72% cost
underrun

Loan 0666: NegrosPanay Interconnection

Only Negros-Panay
interconnection was
implemented. The
Negros transmission
reinforcement
component was
deferred.

3.6 years delay;
40% cost
underrun

PCR:
FIRR = 33.8%
EIRR = 56.6%
Rating: n.a.
PPAR:
FIRR = 39.1%
EIRR = 49.4%
Rating: generally
successful

Achieved the
objective through
maximizing
indigenous thermal
power, and
displacing the
costlier imported
diesel. The load
growth was much
less than the
appraisal estimates.

Loan 0728: Second
Power System
Development

Reinforcement of Luzon
transmission, and
provision of spare parts
and equipment for
maintenance
implemented. The
components on
management information
system and
telecommunications
system deleted.

2.3 years delay;
42% cost
underrun

PCR:
FIRR = n.a.
EIRR = n.a.
Rating: n.a.
PPAR:
FIRR = 9.1%
EIRR = 12.9%
Rating: generally
successful

Benefits of the highly
reliable transmission
lines built included (i)
additional energy
available from the
Luzon hydropower
stations because of
the project, and (ii)
reduced energy
losses by
strengthening
transmission lines of
the Luzon grid.

Loan 0823: Third
Power System
Development

Components on Luzon
transmission system
upgrading and spare
parts and maintenance
equipment implemented
as envisaged, but with
increased scope on
SCADA upgrade, partly
financed under Loan

About 2 years
delay;
11% cost
underrun

PCR:
FIRR = n.a.
EIRR = n.a.
Rating: n.a

The benefits of the
project were not fully
evident at
completion due to
NPC’s deficit of
generating capacity
in the early 1990s.

590,000 new
consumers were
connected under the
project.

No quantification of
benefit. Project
objectives generally
were met, although
to a lesser extent
than envisaged.
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Project

Scope Change

Implementation
Schedule and
Cost
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FIRR/EIRR and
Overall Rating

Operation and
Maintenance

5 years delay;
1.2% cost
underrun

PCR:
FIRR = 13.3%
EIRR = 20.2%
Rating: generally
successful

The project
contributed to the
economic upturn
since 1994 by
reducing average
transmission losses
from 8.3% in 1989 to
6.3% in 1997,
increasing average
plant availability
factor from a low of
0.72 in 1992 and
1995 to a high of
0.84 in 1997, and
reducing unserved
energy.

985. Also, some
contracts for procuring
spare parts originally
under Loan 914 and
Loan 985 were
transferred to this loan.
Loan 0914: Fourteenth
Power (Sector)

The project was
implemented mostly as
envisaged. It had a
diverse scope, including
building the SCADA
system for Mindanao
and rehabilitation of
about 10 subprojects
comprising hydropower
plants, thermal power
plants, transmission
lines, and substations,.

Loan 0985: Fifteenth
Power (Sector)

See Table A3.1 for Part
A on geothermal
development. Other
components on interisland connection and
installation of small
diesel generators were
mostly canceled.

Loan 1207: MERALCO
Distribution

The project, which was
to provide parts and
hardware (including
transformers, meters,
cables and wires, street
lights, capacitors,
voltage regulators, etc.)
was implemented as
envisaged with an
increased scope to
include
telecommunications
equipment.

4 years delay;
14% cost
underrun

PCR:
FIRR = 17.7%
EIRR = 19.3%
Rating:
successful

The Project
improved and
expanded
MERALCO’s
distribution system to
meet demand
growth; electricity
sales consistently
exceed appraisal
estimates.

Loan 1288: Power
Transmission

Part A and Part B on
Luzon and Mindanao
transmission expansion
were implemented as
envisaged with some
modifications. Parts C,
D, and E on study of
watershed management,
computer enhancement,
and demand-side
management were
dropped.

5 years delay;
30% cost
underrun

PCR:
FIRR = 13.8%
EIRR = 28.1%
Rating:
successful

The upkeep of the
transmission lines
and substations is
good. The project
facilities have been
vital in evacuating
the electricity
generated by IPP
plants in different
parts of Luzon
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Project

Scope Change

Implementation
Schedule and
Cost

FIRR/EIRR and
Overall Rating

Operation and
Maintenance

Loan 1398: Northern
Luzon Transmission
and Generation

Parts A, B, and C on
North Luzon
transmission expansion
and Masinloc generator
II were implemented as
envisaged. Part D on
institutional support was
mostly canceled.

1 year delay;
27% cost
underrun

PCR:
FIRR = 14.6%
EIRR = 29.8%
Rating:
successful

The project achieved
designed outputs,
but have not
achieved the full
economic benefits
due to poor
economic
performance and
lower-than-expected
demand.

Loan 1474: LeyteMindanao
Interconnection
Engineering

The project, which
comprised planning and
designing an
interconnection between
the Leyte and Mindanao
transmission grids, was
implemented as
envisaged.

2.5 years delay;
9% cost underrun

PCR:
FIRR = n.a.
EIRR = n.a.
Rating: partly
successful

The Government
decided to defer the
construction of the
interconnection
project due to lack of
demand and planned
construction of a 200
MW coal-fired plant
in Mindanao. The
outputs of the project
have not been
utilized.

Loan 1590: Power
Transmission
Reinforcement

Part A on Leyte-Cebu
230 kV submarine
transmission was
canceled for alternative
financing. Part B
Batangas transmission
reinforcement still
ongoing due to
procurement delays.

Scheduled to be
PCR:
The delays risk the
closed in
FIRR = n.a.
full evacuation of
December 2001,
EIRR = n.a.
about 2000 MW of
but still ongoing.
Rating: n.a.
IPP power
Only about $54
generation in
million (of $191.4
Batangas area.
million approved)
has been
disbursed, and the
balance is likely to
be canceled.
EIRR = economic internal rate of return, FIRR = financial internal rate of return, kV = kilovolt, IPP = independent
power projects, MERALCO = Manila Electric Company, MW = megawatt, n.a.= not available, NPC = National
Power Corporation, PCR = project completion report, PPAR = project performance audit report, SCADA =
supervisory control and data acquisition.
Source: ADB Project documents.
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Table A3.3: NPC’s Key Financial Indicators

Total Income
(P million)

Year
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

—
—
—
—
—
—
—
—
—
59,659
60,692
72,904
79,146
98,066
99,144
116,608
136,746
130,973
125,502

Operating
Expenses
(P million)
—
—
—
—
—
—
—
—
—
38,569
40,919
50,317
65,520
79,697
81,197
94,682
108,861
115,911
124,527

Net Profit/Loss
(P million)
1,100
720
980
1,670
1,660
(70)
(2,930)
4,120
1,370
7,460
3,914
5,543
3,054
(3,617)
(5,953)
(12,964)
(10,377)
(33,735)
(117,015)

Net Cash
Provided from
Operating
Activities
(P million)
—
—
—
—
—
—
—
—
—
16,455
22,632
21,161
12,626
24,010
29,102
34,119
33,263
17,721
(13,710)

— = not available.
Source: National Power Corporation.

Table A3.4: NPC’s Key Financial Indicators

Year
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003

Appraised
Value of
Utility Plant
(P million)
334,817
363,352
343,756
382,439
475,928
477,323
459,275
474,119
469,911
493,020

Accumulated
Depreciation
and
Depletion
(P million)
165,487
178,057
172,777
195,120
220,464
221,875
215,470
231,360
237,265
260,694

Source: National Power Corporation.

Electric
Plant Under
Capital
Lease
(P million)
3,901
41,797
180,903
173,620
166,338
350,860
360,034
367,173
454,721
552,531

Construction Work in
Progress
(P million)

Deferred
Charges
(P million)

Appraisal
Capital
(P million)

30,753
28,593
42,978
72,574
31,622
22,159
29,721
27,311
36,290
35,942

43,092
46,155
5,519
134,314
132,491
151,609
259,646
264,913
288,960
23,162

70,326
73,917
62,680
73,972
96,455
95,703
95,802
95,799
95,799
95,805

Total
Debt/Lease
Obligation
(P million)
122,156
169,927
320,982
468,387
472,542
697,837
830,714
851,123
1,026,540
1,240,630
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Table A3.5: NPC-Engaged Independent Power Producer Projects
No. of
Projects

By Status (as of 30 Sept 2004)
Operational
Concluded
Preterminated
Under implementation
Total

Value
($ million)

Capacity
(MW)

Unit Price
($ million/MW)

24
13
3
2
42

8,031
602
406
710
9,749

6,849
999
445
504
8,797

1.1726
0.6026
0.9124
1.4087
1.1082

16
4
7
4
7
4
42

1,384
2,133
1,236
1,035
2,511
1,390
9,689

1,822
1,975
1,010
704
1,480
2,707
9,698

0.7596
1.0800
1.2238
1.4702
1.6966
0.5135
0.9991

16
12
4
1
2
5
40

5,649
979
1,016
450
238
487
8,819

4,586
1,072
396
728
175
1,201
8,158

1.2318
0.9132
2.5657
0.6181
1.3600
0.4055
1.0810

28
13
41

5,373
4,066
9,439

6,063
2,535
8,598

0.8862
1.6039
1.0978

36
6
42

7,598
2,151
9,749

6,865
1,932
8,797

1.1068
1.1134
1.1082

a

b

By Fuel Type
Bunker C
Coal
Diesel
Geothermal
Hydro
Others
Total

a

By Contract Type
Build-operate-transfer
Build-operate-own
Build-transfer-operate
Build-rehabilitate-operate-transfer
Build-rehabilitate-operate-lease
Rehabilitate-operate-maintain
Total
a

By Operation Scheme
Energy Conversion Agreement
Purchase Power Agreement
Total
a

By Mode of Solicitation
Solicited
Unsolicited
Total

MW = megawatt.
All except deferred projects.

a
b

There seems to be inconsistency in the data in this segment with data in other segments.

Source: Abrenica, Ma. Joy V. 2005. Contracting for Power: The Philippine Case . An Asian
Development Bank Institute Working Paper. Tokyo.
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ASSESSMENT OF TECHNICAL ASSISTANCE
1.
Among multilateral and bilateral development agencies, the Asian Development Bank
(ADB) is the largest provider of technical assistance (TA) to the Philippines’ power sector. Since
1981, ADB has provided 21 TAs (16 advisory and 5 project preparatory). The TAs can be
clustered into five groups: (i) systems planning, (ii) tariffs, (iii) power sector restructuring, (iv)
rural electrification, and (v) power sector training and environmental capacity building. The
assessment is based on available technical assistance completion reports (TCRs) or project
completion reports (PCRs), and the OEM’s observations and assessment. The assessment will
focus on the first three areas.
A.

TAs Related to Power System Planning

2.
This group comprised six TAs,1 which aimed to help with the design of future investment
programs in generation and transmission. The key outputs from these studies were up-to-date
demand forecasts, and investment and design plans. In addition, the TAs had important roles in
achieving skills transfer to the National Power Corporation (NPC) to improve internal planning
capabilities.
3.
Information on specific achievement of individual TAs, particularly the earlier ones, is
sketchy. However, the planning TAs probably have helped to build capacity for energy sector
planning in the Government and NPC, judging by their present capacities. Separate up-to-date
plans are available for the development of power generation and the transmission grid.
Prepared by the Department of Energy (DOE) and the National Transmission Corporation
(TRANSCO), respectively, these plans are good quality. The utilities and DOE generally are
keeping up-to-date with latest developments in planning techniques and increasingly
sophisticated software for system simulation. In terms of outcomes, though, the Operations
Evaluation Mission (OEM) feels that the power sector planning process was relatively
unsuccessful. The power crisis of the late 1980s and early 1990s reflected a failure to invest in
adequate capacity to keep up with demand, and the political decision to mothball the
multibillion-dollar Bataan Nuclear Power Station. The delayed response to the crisis involved
very heavy investment in the sector, which led to capacity surpluses from the mid-1990s
onwards that persist today (though other factors are involved). At the same time, granting
distributors permission to construct their own generation capacity and enter power purchasing
agreements with their independent power producers (IPPs) made NPC’s role as system planner
redundant to some extent. Currently, the transmission system is not able to distribute effectively
the available generation capacity throughout the Philippines, which prevents full utilization of the
generation capacity in Luzon.
4.
On the whole, the TAs’ demand forecasts were optimistic, partly due to the perennial
underperformance of the economy and the poor law-and-order situation in the south. In 1993,
ADB funded an integrated planning study for NPC, TA 1966: Long-Term Power System

1

ADB. 1986. Technical Assistance to the Philippines for the Mindanao Power System Development. Manila (TA
0775-PHI, approved on 17 June 1986); ADB. 1988. Technical Assistance to the Philippines for the Development
Study of the Visayas Power System, Manila (TA 1015-PHI, approved on 22 July 1988); ADB. 1993. Technical
Assistance to the Philippines for the Long-Term Power System Planning Study. Manila (TA 1966-PHI, approved on
20 October 1993); ADB. 1982. Technical Assistance to the Philippines for the Cagayan River (Mindanao)
Hydropower Study. Manila (TA 0496-PHI, approved on 7 December 1982); ADB. 1996. Technical Assistance to the
Philippines for the Leyte-Mindanao Interconnection Engineering. Manila (TA 2653-PHI, approved on 30 September
1996).
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Planning Study.2 The consultants reviewed the NPC forecasting methodology and made
numerous recommendations for improvement. The resulting demand forecasts still proved to be
high.3 A number of factors might have influenced these results, producing the bias towards
overestimation. The power crisis of the early 1990s might have caused users to find permanent
alternatives to public power supplies. However, the most significant issue clearly is the
approach to forecasting gross domestic product (GDP) growth and energy elasticity assumed in
the forecasts. In general, forecasts of GDP growth have been taken from Government sources,
which tend to be overly optimistic for political reasons.
5.
The Government has decided to separate planning for generation (which is the responsibility
of the DOE) from planning for the grid (which is the responsibility of TRANSCO). This is a risky
decision. Although coordination mechanisms are in place through DOE to ensure consistency in
overall planning, the opportunities for legitimate differences of view are considerable in an
environment such as the Philippines. Projects, such as grid interconnections between islands (e.g.,
the Leyte-Mindanao interconnection), are very difficult to evaluate. An interconnection project of this
sort will influence decisions about (i) the size of a generating plant that can be accommodated on
the system; (ii) the order of merit of power stations and, hence, the total costs of system operation;
and (iii) the level of spare capacity needed to ensure safe systems operation. Therefore, planning
for such a development independently of planning for future generation is very difficult. The potential
privatization of TRANSCO will complicate the situation. A private owner or operator of the grid,
whether on a management contract, franchisee, minority owner or sole owner, will have other
incentives to consider when reviewing such an investment option.
B.

TAs Related to Tariff Setting and Reform

6.
This group comprised four TAs. TA 0611: Electricity Tariff Study,4 approved in 1984,
recommended tariff structures and levels based on long-run marginal cost (LRMC) pricing
principles. The final recommendations involved eliminating many of the cross-subsidies, which
were built into the existing tariff levels to favor domestic consumers at the expense of industrial
consumers. Wide-ranging proposals for changes to tariff structures included more widespread
use of time-of-day and seasonal metering, and relating tariffs to supply voltage. In practice,
however, few changes were made.
7.
Under TA 1050: Power Sector Cost Structure and Pricing Study,5 approved in 1988, the
consultants carried out another LRMC calculation, as well as detailed financial calculations and
came to many of the same conclusions as the earlier TA 0611. In particular, the new study
recommended (i) higher demand charges, offset by lower energy charges; (ii) elimination of
many cross-subsidies; and (iii) increase of time-of-day related charges. One of the report’s
conclusions was that the present pricing structure does not provide any signals or incentives for
customers to manage their loads in an efficient manner. Despite this new report and the
Government’s reaffirmed commitment to LRMC, progress continued to be slow. By the time the

2

3

4
5

ADB. 1993. Technical Assistance to the Philippines for the Long-Term Power System Planning Study. Manila (TA
1966-PHI, approved on 20 October 1993);
The forecasts for 2000 were 11,504 gigawatt-hours (GWh) in Mindanao, 4,781 GWh in Visayas, and 29,008 GWh
in Luzon. The actual figures were 5,211 GWh in Mindanao, 3,347 GWh in Visayas, and 28,310 GWh in Luzon.
ADB. 1984. Technical Assistance to the Philippines for the Electriciy Tariff Study. Manila (TA 0611-PHI, approved
on 5 July 1984).
ADB. 1988. Technical Assistance to the Philippines for the Power Sector Cost Structure and Transfer Pricing
Study. Manila (TA 1050-PHI, approved on 27 October 1988).
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Report and Recommendation of the President (RRP) for Loan 12886 was prepared in
November 1993, energy charges still accounted for 98% of NPC’s tariffs. Rates in Luzon finally
were restructured in 1994 to increase capacity demand charges to 28% of total tariffs. However,
this was a decade after TA 0611 commenced, and followed a period when NPC and the
industry had been suffering from massive capacity shortfalls that required investing in IPPs. The
power crisis undoubtedly could have been less severe if maximum demand tariffs had been put
in place earlier. Indeed, with the high rate of generation plants coming on stream in 1994, the
tariffs arguably were restructured at exactly the time when this offered least benefit, because the
system was no longer subject to capacity constraints.
8.
TA 1372: Review of National Power Corporation's Asset Revaluation,7 approved in 1990,
was closely related to tariff issues. During the late 1980s, NPC was using current cost accounting.
Assets were revalued regularly to reflect up-to-date values, and depreciation was charged based
on these revalued asset values. In addition, NPC had agreed to a covenant with ADB and the
World Bank, whereby it was expected to earn a rate of return of 8% on its revalued assets. The
overall impact of using current cost accounting and ensuring profitability in these ways was that
NPC’s tariffs were at a level that ensured some self-financing for investment programs. In the late
1980s, NPC became concerned that the methodology it was using to revalue assets was
producing overestimates of value. Hence, by implication, NPC worried that tariffs were being set
too high. TA 1372 examined this possibility and recommended changes to the asset valuation
methodology. In 1992, following receipt of the TA report, NPC revalued its assets based on the
modified results of an external appraisal carried out in 1988.8
9.
However, NPC changed its depreciation policy significantly in 1994, following a review by
consultants of its approach to current cost accounting and a decision by the NPC Board to
accept the consultants’ recommendations. The effect of the changes in policy was to reduce the
depreciation provision from P8.5 billion in 1993 to P7.2 billion in 1994. This may be compared
with the appraised value (at current cost and before depreciation) of NPC’s utility assets at 31
December 1994, which was P335 billion or more than 40 times the depreciation provision. Since
then, revaluation surpluses have been treated as permanent assets. While this approach complies
with local accounting standards, it is fundamentally different from the principles that NPC had
followed in previous years. Over the long term, this can make accounts misleading even though the
policy was permitted by local accounting rules until 2003 and followed by many local companies.
Carrying out formal asset revaluations serves little purpose if the asset values are not incorporated
into depreciation calculations. The changed approach to depreciation had the short-term effect of
masking the deterioration in NPC’s rate of return. Profits increased to P7.5 billion in 1994. However,
this was only a short-term improvement, and NPC moved into loss by 1998 and has incurred a loss
every year since then. It should be stressed that NPC’s financial statements are subject to the
review of its creditors and the annual audit of the independent auditor, the Commission of Audit,
which is a separate constitutional body. Nevertheless, NPC also adopted the most optimistic
available interpretation of its financial results.

6

7

8

ADB. 1993. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Power Transmission. Manila (Loan 1288-PHI, approved on 14 December 1993).
ADB. 1984. Technical Assistance to the Philippines for the Review of National Power Corporation's Asset
Revaluation. Manila (TA 1372-PHI, approved on 11 September 1990).
The depreciation figure for 1992 was P7.1 billion, of which P1.3 billion related to the appraisal portion of asset
values. NPC’s profit for the year was P4.1 billion and the return-on-rate base, according to the World Bank formula,
was 7.1%. In the short term, therefore, the TA was effective in that NPC resumed asset revaluations and the return
was close to the level required in the ADB and World Bank covenants.
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10.
TA 3127: Consumer Impact Assessment, approved in 1998, was connected to power
sector restructuring as well as to tariffs. The TA produced estimates of LRMC in the Philippine
power sector, and examined the consumer impact of tariffs based on these LRMC estimates.
The LRMC calculations are reviewed in Section D of this appendix, which concludes that the
estimates did not provide a suitable basis for tariff setting. The LRMC estimates are based on
the discounted future cost of constructing new capacity. Because the system already has
substantial excess capacity—and the unpaid costs of these capacities will have to be recovered
from future revenue—the new construction is several years off. As such, the discounted costs
are low. Although the TA results helped the Government promote the acceptance of the sector
reforms by the public, setting tariffs based on such LRMC estimates was bound to lead to
financial losses in the short term and be unsustainable in the long term. This study created the
illusion in the Philippines that restructuring and privatization could reduce tariffs without
Government subsidies once problems of stranded cost and historic debt were resolved. As a
result, tariffs were allowed to fall to unsustainable levels. The deficiencies in the LRMC analysis,
which were apparent from previous LRMC calculations, should have been identified by ADB.
C.

TAs Related to Power Sector Restructuring

11.
This group comprised six TAs.9 TA 2435 proved its worth with separation of TRANSCO
from NPC, though with some differences from the proposals in the consultants’ report. The TA
was prepared on the basis that the transmission company would be a subsidiary of NPC, which
then became the approach envisaged for the transmission facility. However, in the Electric
Power Industry Reform Act (EPIRA) approved 8 June 2001, the transmission function was
vested in a separate Government-owned company, TRANSCO. Despite this change, the TA
provided NPC and the Government with an understanding of the issues affecting the formation
and operation of a transmission company.
12.
Since 1998, a series of TAs have examined issues associated with competition,
regulation, pricing, and governance. Some have been completed, while others are still in
progress. For most TAs, it is too early to evaluate fully their wider impact, because the reform
process is in progress. However, the TAs undoubtedly have contributed to the breadth and
ambition of the reform process, which is wide ranging. The establishment of the WESM, for
example, will be a first for a developing country, even though the reforms have proceeded more
slowly than the originators in the early and mid-1990s hoped. However, the relevance and
effectiveness of the WESM model for addressing the key problems facing the power sector
(e.g., inefficiency and heavy financial burden on the Government) is uncertain. The OEM is
concerned that the development of the WESM model might have relied too much on foreign
expertise, especially the New Zealand model, which might be inappropriate for the Philippines’
conditions.

9

ADB. 1995. Technical Assistance to the Philippines for the Formation of Power Transmission Subsidiary. Manila
(TA 2345-PHI, approved on 2 November 1995); ADB. 1998. Technical Assistance to the Philippines for the Study
on Electricity Pricing and Regulatory Practice in a Competitive Environment. Manila (TA 3126-PHI, approved on 2
November 1998); ADB. 1998. Technical Assistance to the Philippines for the Consumer Impact Assessment.
Manila (TA 3127-PHI, approved on 16 December 1998); ADB. 2001. Technical Assistance to the Philippines for the
Competition Policy for the Electricity Sector. Manila (TA 3820-PHI, approved on 19 December 2001); ADB. 2002.
Technical Assistance to the Philippines for the Transition to Competitive Electricity Market. Manila (TA 4073-PHI,
approved on 19 December 2002); and ADB. 2003. Technical Assistance to the Philippines for Promoting Good
Governance in the Restructured Power Sector. Manila (TA 4151-PHI, approved on 18 July 2003).
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In-Depth Review of Results from TA 3127 on Long-Run Marginal Cost of Power

13.
TA 3127: Consumer Impact Assessment,10 approved in 1998, made the most recent
attempt to make comprehensive estimates of LRMC on the Philippines power system. The final
report was submitted in August 2000.11 Due to the far-reaching impact the TA has had, the
results of the LRMC were reviewed here. The base year of data used in the study was 1998.
The costs were calculated in economic prices with the local content portion of capital asset
items adjusted by standard conversion factors to reflect economic costs. The report sets out
only a summary of the assumptions used and the methodology adopted in undertaking the
analysis. No information is provided on many key assumptions, such as fuel prices, and only
limited information is provided on assumed investment programs in generation and the fuel mix
used in future projections for power generation. In some cases, figures are quoted without any
indication of how they were calculated or the units in which they are measured. It is, therefore,
difficult to update the LRMC calculations, or to use the results quoted in the report, with any
confidence.
14.
The calculations were undertaken at economic prices, and in pesos and dollars. The
exchange rate has depreciated from $1 = P40 in the calculations for 1998 to $1 = P55 today.
This depreciation of the peso is likely to cause an increase in the local currency LRMC, rather
than a reduction in the dollar LRMC, because most costs in the power sector are in dollars. All
energy costs are in dollars (e.g., for imported coal and oil), or should be valued at dollars in
border prices if they are for locally produced fuel, to reflect opportunity cost. Generating plant is
imported and, hence, most of the costs will be in dollars. Similarly, the analysis assumes that
transmission and distribution investments have only 20% local content. Thus, all other things
being equal, the local currency LRMC is likely to have risen by 37.5%.
15.
A number of other factors also might influence marginal costs and lead to changes from
the 1998 situation. These include changes in (i) demand forecasts, (ii) system load factor, (iii)
generation plant efficiency, (iv) technical and non-technical losses, (v) transmission and
distribution equipment costs, and (vi) exchange rates. Judgments about the impact of such
changes will be based on limited information, though generally the impacts are likely to be
small. Demand forecasts, load factors, and levels of losses have not changed significantly over
the period since 1998. Transmission and distribution equipment costs (in dollars) have
increased slightly. The depreciation of the peso from $1 = P40 to $1 = P55 should lead to a
reduction in local costs when measured in dollars. However, the impact will be small because
most electrical equipment is imported, and inflation has been higher in the Philippines than in
the United States.
16.
Two factors will have a significant impact on the level of marginal costs: the cost of
generation plant and fuel costs. The unit price of generation plant has changed only slightly
since 1998. However, because of the way in which the price of new generation plant impacts on
long-run marginal cost, costs will be considerably higher. Table A4.1 shows how the capacity
costs were calculated in the 1998 study.

10

ADB. 1998. Technical Assistance to the Philippines for the Consumer Impact Assessment. Manila (TA 3127-PHI,
approved on 16 December 1998).
11
Navigant Consulting in association with UPecon Foundation and Ian Pope and Associates. 2000. Consumer
Impact Assessment: A Study of the Impacts of Electric Power Sector Restructuring in the Philippines on Vulnerable
Consumer Groups. Manila.
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Table A4.1: Estimated Long-Run Marginal Costs for Generation Capacity

Area
Luzon
Visayas
Mindanao

LRMC for Generation Capacity
(P/kW/year)

LRMC for Generation Capacity
($/kW/year)

1,753
2,277
2,143

43.83
56.92
53.57

kW = kilowatt , LRMC = long-run marginal cost.
Source: Navigant Consulting, 2000.

17.
These figures were well below the costs of new investment capacity. As such, they were
at levels that would not attract investment in power plants. This reflects the considerable excess
capacity in Philippine power generation systems at the time of the study. Costs of new power
plants, therefore, would be incurred some years in the future and heavily discounted in the longrun marginal cost calculations.
18.
Costs of new generation capacity vary with the fuel used and type of plant. Coal plants
are more expensive per kW of capacity than gas-fired plants, and combined cycle gas plants
are more expensive than single cycle. Single cycle gas turbine plants are generally the
cheapest with current costs around $550–$600 per kW. This is similar to the cost of the Ilijan
plant, which was $566 per kW. For an investor seeking a rate of return of 12% and an asset life
of 30 years, the required capacity payment would be around $85 per kW per year to make the
investment attractive. This is slightly above the current level of capacity payments in recent
contracts between generators and distributors in the midwest of the United States, which are
around $75–$80 per kW per year for long-term contracts. Expected returns would be higher in
the more volatile economic and political climate of the Philippines. In recent calculations, NPC
and Power Sector Assets and Liabilities Management Corporation (PSALM) assumed a
weighted cost of capital of 14.9%, which might be optimistic in the current operating
environment. New generation plant will be required in the near future in most parts of the
Philippines. As such, the long-run marginal cost of generation capacity is rising and will
approach the level required to stimulate new investment.
19.
The Navigant study does not state any assumptions about fuel prices. However, the
calculations probably were based on 1998 cost levels. Since then, fuel costs have risen
considerably, with oil priced at over $60 per barrel in August 2005. Coal and gas prices also
have risen substantially, doubling their 1998 levels. This suggests that the variable long-run
marginal costs of generation also have risen substantially. The final long-run marginal cost
estimates in the Navigant report are in Table A4.2.
Table A4.2: Estimated Long Run Marginal Costs of Electricity Supply
Area
Luzon
Visayas
Mindanao

LRMC
(P/kWh)12
2.82
3.19
3.75

LRMC
(US cents/kWh)
7.05
7.97
9.37

Philippines

3.01

7.52

kWh = kilowatt hour, LRMC = long-run marginal cost.
Source: Navigant Consulting, 2000.
12

These figures are assumed to be in pesos per kWh and for low voltage consumers. However, no units or voltage
level are given in the source, which is Appendix G5 of the Navigant report.
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20.
These costs have not been broken down into generation, transmission, and distribution;
or between peak and off-peak. However, Table A4.3 has information on the peak and off-peak
energy costs as a component of LRMC.
Table A4.3: Peak and Off-Peak Energy Costs
Area

Luzon
Visayas
Mindanao

Peak energy
(P/kWh)

Off-peak energy
(P/kWh)

1.63
1.84
2.13

1.26
1.17
1.51

kWh = kilowatt-hour.
Source: Navigant Consulting, 2000.

21.
Data elsewhere in the report show that losses between the generation and low-voltage
distribution levels total about 16% of generation, and energy consumption is divided equally
between the peak and off-peak periods. On this basis, and assuming no significant difference
between the three distribution grids in levels of losses and relationship between peak and offpeak demand, the contributions of energy costs to LRMC are about P1.72 per kWh n Luzon,
P1.79 per kWh in Visayas, and P2.17 per kWh in Mindanao. Subtracting these marginal energy
costs from the total LRMC quoted above leaves a balance of P1.10 per kWh in Luzon, P1.40
per kWh in Visayas, and P1.58 per kWh in Mindanao to cover marginal investment costs in
generation, transmission, and distribution. These figures appear unrealistically low. Part of the
explanation is the methodology used for calculating capacity costs for generation discussed in
Table A4.1.
22.
The report includes an illustrative calculation of costs broken down between generation,
transmission, and distribution. However, it is difficult to tell how far this is based on real data.
The LRMC of generation, which is included in this calculation, is P3,037 per kW per year. This is
higher than the figures quoted above, which range from P1,753 to P2,277 per kW per year. The
higher figure is more realistic, though an explanation for the difference is not provided and the
language of the report suggests that the lower figures are used in the working calculations. The
illustrative calculation suggests that the breakdown between the cost categories is
approximately 35% for generation, 25% for transmission, and 40% for distribution.
23.
The main conclusion to be drawn from this analysis is that the figures in the Navigant
report should be used with extreme caution and might be misleading. However, this approach
seems to have had a major influence on prices and costs used in ADB analyses. The Report
and Recommendation of the President (RRP) for Loan 166213 concluded that the long-term
marginal cost of power would drop from P4.7 per kWh to P3.8 per KWh in a competitive market.
The reduced cost included an allowance for recovering the stranded costs of NPC debt and
other liabilities such as IPPs. In the RRP for Loan 1984,14 the LRMCs of supply in 2001, based
on NPC figures, were estimated at P2.20, P2.43, and P2.90 per kWh in Luzon, Visayas, and
Mindanao, respectively. These figures appear to be broadly consistent with the Navigant
analysis.
13

ADB. 1998. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Power Sector Restructuring Program. Manila (Loan 1662-PHI, approved on 16 December 1998).
14
ADB. 2002. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines for the Electricity Market and Transmission Development. Manila (Loan 1984-PHI, approved on 19
December 2002).
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24.
These figures are significantly lower than previous estimates of LRMC used by ADB. In
1994, ADB calculated LRMCs for Luzon based on a report prepared by Haggler Bailly under TA
1050: Power Sector Cost Structure and Pricing Study (footnote 5). The calculations suggested
that the LRMCs were P2.72 per kWh for residential consumers, P2.56 per kWh for commercial,
and P2.41 per kWh for industrial. Combined with the figures in the previous paragraph, these
figures suggest that the LRMC, measured in local currency, fell by about 10% between 1994
and 2001. This is unlikely in a period of local inflation and currency depreciation.
25.
More recently, NPC calculated long-run avoidable cost of generation rates. This is
another method of calculating LRMC. The methodology and results are set out in the recent
draft energy sector profile, produced in April 2004. This methodology attempts to simulate the
rate formulation and investment decision process in a competitive wholesale energy market.
The equilibrium average price in a competitive energy market is assumed to equal the long-run
avoidable cost of a best new entrant base load generator. The methodology is sound in
principle, and appears to have been properly applied. The conclusion from this analysis is that
the long-run avoidable cost of generation is P2.47, P2.83, and P2.66 per kWh in Luzon,
Visayas, and Mindanao, respectively. These are generation costs that do not include costs of
transmission, distribution, or consumer-related costs, such as metering and billing, or the costs
of technical losses associated with delivering supplies at medium and low voltage. They are
generally higher than the estimated total marginal costs of supply quoted in the RRP for Loan
1984. This again suggests that the marginal costs used in the RRP were far too low. Based on
these figures, the overall LRMC at low voltage levels probably would exceed P5 per kWh. This
is considerably higher than the average long-term marginal cost of power suggested as feasible
in the RRP for Loan 1662.
26.
The implication is that much of the recent analysis of tariffs has been based on unduly
optimistic estimates of marginal cost. The figures estimated in the Navigant report were
unsuitable for determining tariffs in anything other than the short term, because they used low
figures for capital costs of new generation. Among other shortcomings, LRMC estimates only
account for the cost of future capacity expansions required to meet future demand. In the
Philippines’ case, Luzon has significant overcapacity, mostly from IPPs. Much of this
overcapacity is unpaid, or to be paid for through long-term commitment of payments to IPPs or
servicing of the debts. At such tariffs, new investment is unlikely. These figures have influenced
further calculations of LRMC in NPC, and have been used by ADB in its loan appraisals. As a
result, tariffs have been allowed to fall to levels that will be unsustainable after the reform
process is complete without high and sustained Government subsidies.
27.
The estimates of the long-run avoidable costs of generation rates, which NPC is now
preparing, seem to be more reliably founded in the current operating and financial environment.
They suggest that LRMC is currently in excess of P5 per kWh at low voltages. However, it is
difficult to be more precise than this with the available data.

Appendix 5

79

PRIORITY AREAS OF POWER SYSTEM REINFORCEMENT AND EXPANSION
1.
The National Transmission Corporation (TRANSCO) has embarked upon a two-pronged
transmission expansion plan. The plan has an immediate and ongoing component aimed at
reducing certain transmission restrictions in Batangas that inhibit the grid’s full utilization of the
power generated by independent power producers (IPP) in this area. Other components of the
plan include transmission reinforcements necessitated by the implementation of the Grid Code,
a set of requirements for transmission reliability, power characteristics, and connections; and
additional transmission to enhance the delivery of generation from Luzon to the southern
islands. This final component includes underwater cables for interconnections and
enhancements in the grids of Cebu, Leyte, Panay, and other service areas. These
interconnections and enhancements would allow increased supply to Metro Manila, while
providing for delivery of excess generation from Luzon to the southern regions that need
electricity. However, the rush to make the national grid “N-1”1 compliant is also demanding a
commitment of resources for additional transmission that might strain the ability of TRANSCO to
attract sufficient capital to meet both perceived needs. TRANSCO appears to need to reapply
“value engineering” principles to its proposed transmission projects, and to set priorities when
allocating limited available funding. While the mandate sets an admirable goal (i.e., a grid that
can continue to meet the stated parameters of service with the loss of any one transmission
component), the prevented loss of load served might not justify the required cost, even if
reasonable multipliers of the loss of revenue are applied for economic and social costs resulting
from an outage. Rather than an immediate move to an “N-1” configuration, configuring the grid
on an interim basis for “islanding”2 in the event of outages of major transmission lines to
maintain service to critical industrial and other loads could prove to be more cost-effective.
2.
The Batangas Transmission Line Reinforcement component, under Loan 15903 (Table
A4.2 in Appendix 4), is addressing the restraints in Luzon transmission. The reinforcement
component will provide for the full dispatch of the Ilijan combined-cycle natural gas generating
project, and allow the Pagbilao coal-fired generating facility to operate at higher levels of
generation than now possible due to the present overloads and substation restrictions in the
Batangas area. However, project implementation is seriously delayed, and the component is
unlikely to be finished until after December 2006. If the project is completed, two additional
problems could prevent the economic dispatch of the available generation and could result in
continued restrictions despite the transmission additions. These are the order of dispatch and
the severe lack of reactive power generation to the grid. At present, generation dispatch
appears to be prioritized to certain IPPs, regardless of economic dispatch considerations.4 This
can (and does) result in inefficient load flow on the 500-kilovolt (kV) and 230 kV segments of the
grid, which are the primary avenues of power delivery to the major load centers. In addition,
observations of the real time supervisory control and data acquisition (SCADA) information at
the TRANSCO system control facility indicated that some (if not all) of the IPPs are not
generating sufficient reactive power to provide for the transmission of their generated power.
This requires the remaining NPC generating plants to operate inefficiently in providing the

1

2

3

4

“N-1” refers to the arrangement that there is always one spare in the system. For example, if a transmission system
has five lines, only four will be used for regular operation and one is reserved in case of outage with the other four.
A system of designed load-shedding in certain areas during transmission overloads or outages to allow the
curtailed grid to continue to serve other designated loads or areas.
ADB. 1997. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines, for the Power Transmission Reinforcement. Manila. (Loan 1590-PHI, approved in 16 December 1997).
TRANSCO personnel informed the Operations Evaluation Mission (OEM) that the order of dispatch was
confidential.
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necessary reactive power to the grid.5 This practice, which expends fuel and adds wear to these
facilities, is costly and inefficient.
3.
The Grid Code also has mandated that distribution companies meet certain connection
requirements for their delivery points. One is the requirement that a circuit breaker be installed
at each delivery point. This applies to existing points as well as future construction. For
example, the OEM observed a circuit breaker that had been installed by a cooperative at the
end of a TRANSCO transmission line to meet the code’s requirements. This condition is difficult
to justify technically or operationally. It can be justified on a reliability and convenience of
operation basis. However, the convenience is mostly to TRANSCO, which is not the entity
expected to pay for the enhanced reliability and operational convenience. In effect, the cost is
passed to the distributors that can least afford it.6
4.
The planned interconnections of the southern islands will allow for portions of the
installed generation of Luzon and that of Leyte, existing and planned, to be transmitted to these
loads. However, this will (i) increase losses; (ii) move the system closer to its stability limit; and
(iii) by increasing the exposure to environmental effects, lower overall reliability for the system.
A more efficient means of supplying the Negros and Panay projected loads is a coal-fired
generation source on, for example, Panay. A base load generating plant of about 100
megawatts (MW), brought online in about 2011, would appear to be an efficient solution,
depending on updated load forecasts over the next 3 years. This would allow for north-south
interchanges of power utilizing the full potential of the interconnections currently underway, and
provide some security for the loads in case a cable fails in the future. Assuming the completion
of the 260 MW of additional generation projects committed for the Visayas-Negros grid, the
completion of the planned island interconnections would allow for coverage of the predicted
loads there through the 2011 threshold.

5

6

A system, which is operating with insufficient reactive power (VAR) support, will suffer from depressed voltage and
harmonic constraints, and is risking instability. If this lack is due to some technical consideration, it can be
corrected by requiring that switching capacitor banks are included in transmission projects to compensate the
system for the IPP’s lack of VAR generation. This problem could result in system outages even if generation is
otherwise sufficient.
One rural electric entity informed the OEM that their potential outlay to meet this requirement would be P70 million.
The requirement for circuit breakers at each delivery point should be addressed on a case-by-case basis.
Depending upon the rating of each delivery point transformer, alternatives such as circuit switchers, motorized
grounding switches, and fused disconnect switches can provide sufficient protection and coordination for prudent
operation.
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EVALUATION OF SOCIOECONOMIC IMPACT OF ASIAN DEVELOPMENT BANKSUPPORTED POWER PROJECTS IN THE PHILIPPINES

A.

Introduction
1.

Background

1.
Since 1971, the Asian Development Bank (ADB) has extended 26 loan and investment
projects and 21 technical assistance (TA) projects for the development of the power sector in
the Philippines. As shown in Appendix 1, only one of the loans (Loan 0542: Rural Electrification,
approved in 1981)1 and three TAs (TA 0430 and TA 0431,2 approved in 1981, and TA 3516,3
approved in 2000) directly targeted rural electrification. However, ADB’s other power projects,
by supporting the augmentation of generation and transmission capacities, had equally
important implications for the country’s electrification program. As such, the assessment of the
impact of ADB power projects as presented in this appendix will not differentiate the types of
projects. ADB’s only loan on rural electrification was designed to support the Government’s
Philippine Electrification Program (PEP). Under PEP, the National Power Corporation (NPC)
was responsible for the development and transmission of electricity, while the electric
cooperatives were mandated to handle power distribution nationwide, to help the Government
achieve the following goals:

1

2

3

(i)

Providing economic opportunities and improving the quality of life in rural areas;

(ii)

Substituting kerosene lamps to generate considerable savings;

(iii)

Enabling the use of labor-intensive equipment and tools for household and
productive activities;

(iv)

Expanding and improving water supply sanitation in the relatively remote smaller
towns;

(v)

Increasing farm productivity though the use of electric irrigation pumps and the
establishment of small-scale industrial and commercial enterprises to contribute
to higher economic growth in rural areas, increased employment opportunities,
and higher earnings for rural workers, which also would reduce the movement of
people to urban centers;

(vi)

Improving peace and order through street lighting;

(vii)

Increasing educational activity through school wiring program; and

(viii)

Improving medical care facilities.

ADB. 1981. Report and Recommendation of the President to the Board of Directors on Proposed Loan to the
Philippines} for the Rural Electrification. Manila. (Loan 0542-PHI, approved on 17 November 1981).
ADB. 1981. Technical Assistance to the Philippines for the Rural Electrification (Financial Study). Manila. (TA 0431PHI, approved on 17 November 1981).
ADB. 2000. Technical Assistance to the Philippines for the Rural Electrification. Manila. (TA 3516-PHI, approved on
10 October 2000).
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2.
As part of the evaluation, a survey was conducted to assess the socioeconomic impact
of ADB-supported projects with respect to electrification. The survey was designed partly to
assess the achievement of these goals by PEP as supported by ADB.
2.

Methodology

3.
The study obtained information from connected and unconnected households in rural
and urban areas, village officials, and applicants for electricity connections, as well as officials of
electricity cooperatives. Relevant published information was gathered from national Government
agencies, and the municipal planning and development offices of local government units
(LGUs).
4.
For the survey of rural villages, two types of questionnaires were formulated for
households living in villages “with” and “without” electricity to compare their socioeconomic
conditions. Two subsets of questionnaires also were formulated for urban households “with”
and “without” electricity connections. These had the same features as those used in rural
villages, but with minor modifications. In analyzing the survey data, the main approach used
was cross-tabulation, i.e., the survey results of each household were summarized and tabulated
in accordance with its region (Luzon, Visayas, and Mindanao) and status of electricity
connection (with or without). No statistical tests were conducted due to the less-than-random
sampling scheme used. In other words, the results are presented “as they are,” and thus should
be viewed only as a snapshot measurement across the country. Nonetheless, they provide
some useful insights, which might have important implications for the country’s electrification
program. A caveat should be provided that much of the results presented below indicate a
correlation between socioeconomic improvement and availability of electricity. However, such
correlation suggests a nexus rather than a cause-effect relationship, and the results will be
interpreted with caution.
3.
5.

The Study Areas and Profile of Household Respondents

Table A6.1 shows the main socioeconomic characteristics of the sampled villages.
Table A6.1: Key Socioeconomic Indicators of Sampled Villages

Statistical Data
No. of villages
Population (2000)
Households (2000)
Ave. landholdings
(hectares)
Children per family
Monthly income:
Rural
Urban

Philippines
with
w/o

Luzon
with
w/o

Visayas
with
w/o

Mindanao
with
w/o

7
14,096
2,875
1.7

7
14,991
2,653
2.7

2
7,020
1,352
1.6

2
6,382
1,199
1.4

2
3,557
756
1.6

2
1,816
327
3.1

3
3,519
767
1.8

3
6,793
1,127
2.7

2.6

3.6

3.2

4.0

3.2

4.7

2.0

3.0

P4,324
P5,078

P2,532
P3,854

P4,133
P5,500

P3,042
P4,100

P4,833
P5,600

P2,089
P2,950

P4,108
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Source: The Operations Evaluation Mission.

6.
Fourteen rural villages from the country’s three main island groups (4 each in Luzon and
Visayas, and 6 in Mindanao) were selected for this study, with equal number of villages in the
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“with” and “without” categories. They were selected in such a way that the economic “spillover”
impact from their nearby towns is approximately equal.4 The seven villages “with” electricity are
Loacan and San Andres in Luzon; Dorog, and Malalangsi in Visayas; and Sambulawan,
Aromahon, and Cogon in Mindanao. The seven villages “without” electricity are Ucab and San
Marcelino (Luzon), Cawilihan and Fatima (Visayas); and Cosina, Basak, and Indulang
(Mindanao).
7.
The villages with electricity have a combined area of 6,551 hectares, or an average of
936 hectares per village. As of 2000, their combined population is 14,096 from 2,875
households, or an average of 4.9 persons per household. Numerous microenterprises are seen
operating in these villages. The seven villages without electricity have a total area of 9,611
hectares, averaging 1,373 hectares per village. Compared with the electrified villages, the
distances of the villages without electricity to their respective main towns and cities are
generally longer. They have a combined population of 14,991 from 2,653 households, averaging
5.7 persons per household—considerably higher than the electrified households. Few
microenterprises operate in the villages without electricity. Despite these differences, the people
from the two types of villages generally have the same types of livelihoods, largely dominated
by agriculture. The peoples’ dwelling are either beside or proximate to the roads. The residents
have access to markets; health, social, and educational services; and print media.
8.
This study interviewed 417 households: 111 (27%) in Luzon, 120 (29%) in Visayas, and
186 (44%) in Mindanao. This included 359 (86%) households in 14 rural villages and 58 (14%)
households in urban areas. The 359 rural respondents were composed of 209 respondents
(58%) from seven villages “with” electricity and 150 respondents (42%) from seven villages
“without” electricity. By gender, 345 respondents were females (59%) and 172 were males
(41%), and the vast majority (88%) were married. They represent a cross-section of different
occupations, including farmers, small-scale miners, office employees, and retirees. However,
many are housewives. Most respondents were in their 40s and have lived in their villages for
more than 30 years. This means that most respondents would have clear accounts of the
changes brought about by electricity following electrification.5
B.

Assessing the Nexus Between Socioeconomic Improvement and Electricity
1.

Income, Consumption, and Population Growth

9.
The households in villages with electricity have smaller landholdings than the
households in villages “without” electricity. However, as indicated in Figure A6.1, nationwide the
average monthly income of electrified rural households nationwide (P4,324) is 71% higher than
that of their counterpart without electricity (P2,532). By region, Visayas is the highest in terms
of disparity of income between electrified villages and villages without electricity, i.e., the
former’s income is 131% higher than that of the latter. Differences in income between electrified
households and households without electricity also were observed in the urban sector—P5,078
for those with electricity and P3,854 for those without electricity connections, although both are
higher than their rural counterparts.

4

5

However, it needs to recognize that strict control of such impact is impossible. For example, the “without-electricity”
villages are generally farther away from the main urban centers compared to their “with” counterparts (para. 8).
The electric cooperatives and the year they started their operation in these villages are: Benguet Electric
Cooperative, Inc (1973); Nueva Ecija II Electric Cooperative, Inc. (1977); Iloilo I Electric Cooperative, Inc. (1974);
Negros Oriental II Electric Cooperative, Inc. (1977); and Misamis Oriental I Electric Cooperative, Inc. (1971).
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Figure A6.1: Monthly Income of Rural Households Surveyed
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10.
Besides income, Figure A6.2 indicates that a significant difference exists between the
rural households surveyed with and without electricity in terms of the number of children per
household. The number of children per household nationwide is 2.6 for connected rural
households and 3.6 for unconnected rural households, the largest difference observed in
Visayas at 3.2 and 4.7, respectively. Moreover, the survey indicates that electrified villages
might have relatively more economically productive adults and professionals than in
unconnected villages. These findings, although not entirely surprising, support the initial
hypotheses that electrified households tend to be the economically better off, and the availability
of electricity might have increased their income-generating opportunities. Furthermore,
availability of electricity, by virtue of increasing time for entertainment, education programs, and
employment activities, will reduce birthrates of the families.6

6

For the country as a whole, the average time that rural households go to bed at night is 9:43 p.m. for connected
households and 8:46 p.m. for unconnected households. Again, the difference is much more significant in Visayas
and Mindanao than in Luzon.
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Figure A6.2: Average Number of Children of Rural Households Surveyed

4.7
4.0
3.6
3.2

3.2

3.0

2.6

Mindanao
(w/o)

Mindanao
(w)

Visayas
(w/o)

Visayas
(w)

Luzon
(w/o)

Luzon (w)

Philippines
(w/o)

2.0

Philippines
(w)

5.0
4.5
4.0
3.5
3.0
2.5
2.0
1.5
1.0
0.5
0.0

w = with electricity, w/o = without electricity.
Source: The Operations Evaluation Mission.

11.
Differences in income, as well as availability of electricity, led to the changes in
consumption preferences of the two types of households. Figure A6.3 indicates that radio and
television sets are widely owned by households, at 88% and 79%, respectively, followed by
electric fans (63%), refrigerator (54%), flat iron (43%), VHS/VCD (27%), and washing machine
(27%). In unconnected villages, battery-operated radios and television sets are also common
with 75% and 15% of ownership among households, respectively, suggesting a strong demand
for entertainment programs and information. Figure A6.4 indicates that about 80% of rural
households with electricity and 57% of households without electricity around the country
obtained their awareness of national issues through radio and television programs. As national
issues traditionally originate from Metro Manila, Visayas and Mindanao are expected to be lower
since programs in both media are largely generated from their locality. In terms of knowledge on
income-generating skills, Figure A6.5 indicates that more unconnected households nationwide
(35%) reported that they learn from radio and television programs than those with electricity
(23%). This is possibly caused by the fact that electrified households might have better access
to other information channels than unconnected households. Across different regions, Luzon is
the highest in both ratios at 35% and 40%, and Mindanao is the lowest at 14% and 25%. This
may indicate that people in the south are less conscientious than their northern counterparts in
terms of gathering income-generation knowledge. When it comes to knowledge of new
products, nationwide about 45% electrified households reported that they obtain information on
new products through radio and television programs compared to 30% for households without
electricity (Figure A6.6). However, unlike income-generating knowledge, Mindanao leads the
group with 62% connected and 45% unconnected households reporting that they receive
information on new products through radio and television. Table A6.2 indicates different types of
radio and television programs enjoyed by the rural households surveyed, and the differences
across regions. Besides the clear differences in types of programs enjoyed by the households in
different regions, the average percentage of households indicating that they like the programs
as a whole is the lowest in Luzon (31.5%), followed by Mindanao (38.2%), and Visayas (46.5%).
This suggests the degree of reliance on radio/TV programs as their main source of information
and entertainment, with Visayas appearing the most reliant, possibly due to lack of other options
of media forms.
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Figure A6.3: Ownership of Appliances by Rural Households Surveyed
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Figure A6.4: Information Obtained from Listening/Watching Programs: Awareness of
National Issues
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Figure A6.5: Information Obtained from Listening/Watching Programs: IncomeGenerating Knowledge
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Figure A6.6: Information Obtained from Listening/Watching Programs: New Products
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Table A6.2: Programs Enjoyed by Households with Electricity
Radio and Television
Programs

Percent of Household Respondents
Philippines
Luzon
Visayas
Mindanao

Music
Radio drama
Radio news
Commentary
Radio talk shows
Sports
Telenovela
TV talk shows
TV news
Comedy
Movies

57.4
38.7
48.3
9.6
21.5
25.8
68.9
29.2
69.8
23.9
32.1

38.3
15.0
36.7
3.3
6.7
20.0
86.7
10.0
78.3
20.0
31.7

73.3
53.3
70.0
23.3
23.3
23.3
63.3
31.7
68.3
31.7
50.0

59.6
44.9
41.6
4.5
30.3
31.5
60.7
40.4
65.2
21.3
20.2

Average

38.7

31.5

46.5

38.2

Source: The Operations Evaluation Mission.

12.
In urban areas, the trend observed on the types of information obtained from radio and
television programs is similar to that of their rural counterparts. However, unlike in rural areas,
the unconnected urban households also enjoy many more options (in addition to batteryoperated radios), including print media and watching television programs with their electrified
neighbors or close relatives.
2.

Life Quality and Livelihood Generation

13.
Quality of life has can be greatly improved by the availability of electricity. As shown in
Figure A6.7, 63% of electrified rural households reported that electricity helps students studying
at nighttime, 50% on extension of work time, 41% on stocking of foods, 25% on cooling of
temperature, and 8% on cooking. The regional differences are also significant. Most notably,
Mindanao reported the lowest ratio of electricity helping students studying at nighttime (46%),
perhaps caused by distractions by TV programs, while Visayas and Luzon reported the highest
ratio in helping the extension of working time (75%) and in stocking of foods (60%), respectively.
These patterns are consistent with the findings for the urban areas nationwide. Such variations
might be partly due to households’ priorities, education, and employment. However, all
household respondents in the electrified villages strongly agreed that electricity has helped
improve their lives, and are satisfied with the 24-hour uninterrupted supply of electricity by the
electricity cooperatives.
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% Rural Households Surveyed

Figure A6.7: Chores Made Easier by Electricity?
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14.
Availability of electric lights has extended work time for adult household members by
allowing them to conduct activities that would have to be done the following day if they did not
have electricity. Hundreds of small-scale gold miners in Loacan (Luzon), for instance, have
saved money from diesel fuel for generators, increased their work efficiency due to ventilation in
the tunnel, and extended milling time for gold recovery—a significant efficiency improvement not
enjoyed by miners in areas without electricity. Commercial agricultural growers also have
extended their working hours at night by fixing their produce for delivery to markets the following
day.
15.
As expected, the types of livelihoods in the two types of villages are somewhat different.
For example, the small variety stores alongside the roads in unwired villages often are limited to
selling dry goods such as cigarettes, candies, and junk foods. In electrified villages, however,
small variety stores typically have inventories of soft drinks, eggs, liquors, and beers in addition
to dry goods. They are often located in front of schools, near manufacturing plants or smallscale mining areas, and other locations with a considerable number of pedestrians. About 80%
to 82% of households nationwide indicated that they buy ice and soft drinks from these
electrified stores, and the percentages are higher in Visayas and Mindanao than Luzon (Figure
A6.8). Figure A6.8 also indicates that 18% of nationwide respondents revealed the presence of
electronic repair shops, 17% of backyard vehicle assembly, and 16% of vehicle fabrication. The
participants of the focus group discussions also revealed that some people in their
neighborhoods are charged batteries from villages without electricity for fees.
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Figure A6.8: Livelihood Dependent on Electricity
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16.
Improvement in socioeconomic conditions and new demands created in electrified
villages also led to new skill development by some residents. Figure A6.9 indicates the extent to
which people have acquired new employment skills by using a proxy indicator: percentage of
households surveyed who have observed other people acquiring electricity-related skills
following electrification. For the nation as whole, the most frequently observed skill acquisition
apparently is welding (66%), followed by electric installation (38%), and various appliance
repairs. New skills such as cellular phone repair also begin to emerge in some villages
surveyed.
Figure A6.9: Households Observing Skill Acquisition by Other People After Electrification
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17.
The recognition of the benefits of electricity is not confined to electrified villages, with
79% of unconnected respondents nationwide reporting that they are aware of the benefits. The
ratio was 100% for Luzon and 85% for Visayas. With an average of more than four children per
family in these regions, the village officials and most women respondents were hopeful that,
with the availability of electricity, more time can be spent on education, creation of income
opportunities, and entertainment that would reduce population growth. It is important to note that
Mindanao residents have the lowest level of awareness of the benefits, which might be caused
by the poor peace-and-order situation, especially in the hinterlands.
18.
Not all benefits are quantifiable. For example, illumination of streetlights has improved
the peace-and-order conditions in rural villages. The volunteer village securities easily can
distinguish the residents from strangers roaming the streets at night, which might have
prevented the proliferation of illegal drugs and other potential crimes. Streetlights also have
enabled the rural people to socialize with neighboring villages during festivities.
19.
Communications equipment dependent on electricity are also essential for keeping
peace and order in rural communities. Handheld radios issued to village chairmen nationwide
are excellent for coordination with the municipal mayors and the police for security assistance,
or to rural health districts for immediate request for ambulance during emergency. Mobile
phones spread all over the archipelago are also used for the same purpose.
3.

Resource Savings

20.
Figure A6.10 highlights the costs of electricity and electricity substitutes. It shows that
nationwide the monthly average costs of electricity for connected households, P280, is actually
lower than the cost of electricity substitutes (e.g., kerosene, batteries, and candles), P306, in
unconnected households, despite the extra benefits of electricity. The difference is particularly
striking for Luzon, i.e., P426 for electricity and P641 for electricity substitutes, as households
use kerosene for lighting and batteries for radios and television sets. For Visayas or Mindanao,
the difference is either relatively small or electricity substitutes are cheaper, because the
households in the south tend to use kerosene only and very few use batteries. Although unwired
households in rural areas are aware of the benefits of electricity, they often need to overcome
many impediments to get connected, such as the distance and hilly terrain of their locations,
which imply high investment costs, rights-of-way acquisition for distribution lines, slow
processing of building permits by LGUs, and the initial cost of installation that averages P2,500
nationwide.7 The average cost was P2,251 for Luzon, P3,150 for Visayas, and P1,700 for
Mindanao, or equivalent to 5 months, 12 months, and 9 months of the respective monthly bills of
electrified households in these areas. The varied installation costs are due to different operating
expenses and capital structures of electricity cooperatives, among other factors.

7

This was averaged from the installation cost charged by Beneco (P1,600), Neeco II (P2,900), Noreco 2 (P3,500),
IIleco 1 (P2,800), and Moresco (P1,700).
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Figure A6.10: Monthly Cost of Electricity and Electricity Substitutes of Rural Households
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4.

Willingness and Capability to Pay for Electricity

21.
One important indicator of consumers’ willingness and capability to pay for electricity is
that 92% of connected households surveyed said they are paying their monthly electricity bills
on time. Their willingness to pay for electricity is based on their strong awareness of the benefits
of electricity. As such, 86% of unconnected households surveyed nationwide described getting
electricity connection as “urgent”, with remaining 14% indicating either “essential” (defined as
“needed but not immediate”) or “for future consideration.” The sense of urgency is more evident
in Mindanao (with 99% indicating it is urgent), and Visayas (88%). Willingness to pay is also
affected by the quality of services. Electrified households that were asked whether better
service or lower price is more important, 52% preferred better service, while 48% preferred
lower price. However, for households without electricity, getting connected is the most important
even though that would not be easy for many of them. The installation fees, equivalent of 0.5–1
year electricity bills or 70–150% of monthly income, are unaffordable for many poor families.
The 14% of the unconnected households nationwide that indicated they will only consider
electricity connection sometime in the future is probably a good indication that the current costs,
particularly the initial installation fee, are beyond their willingness and capability to pay.
C.

Key Issues Facing the Electrification Program
1.

Unmet Objective
Opportunities

of

Electrification

Program:

Providing

Economic

22.
While the availability of electricity clearly helps in bringing about social changes and
improving quality of life, the study indicates that the creation of more income-generating
opportunities in rural areas—the primary objective of the electrification program—is needed.
Nationwide, 57% of respondents with electricity reported that they depend on their present
occupation as the main source of income, while 43% reported that they have multiple incomegenerating activities. For many of those who have multiple income-generating opportunities,
electricity is an essential input or condition. Moreover, 86% disclosed that they borrow money
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from relatives and neighbors for (i) meeting the basic needs of life, (ii) procurement of
agricultural inputs, and (iii) children’s education. Luzon has the highest ratio of borrowers (93%),
followed by Visayas (90%), and Mindanao (79%). These ratios are quite close to the ratios of
borrowers in villages without electricity—81% national average, with 98%, 88%, and 68% in
Luzon, Visayas, and Mindanao, respectively. The trend is similar in urban areas, though ratios
are lower in all regions. Viewed from one angle, this shows that availability of electricity has not
been a determining factor for rural poverty reduction, and more should and could be done to
avail electricity for income generation purposes.
2.

Institutional Issues

23.
People in rural areas generally have favorable perceptions of the electricity
cooperatives. However, the existing structures common to all cooperatives are lacking as to
function that could provide more financial assistance to customers. This, in the long-run, could
shorten payback periods on incremental capital invested in distribution lines, higher returns on
investment, and higher social rate of return to beneficiaries. Some national Government
agencies involved in the development of infrastructures, and even private companies, have
community relation officers to make people aware of the benefits of their projects or products.
Similarly, the electricity cooperatives should expand their social services to provide innovative
ideas on livelihood generation using electricity.
D.

Conclusion, Lessons and Future Recommendations
1.

Overall Assessment

24.
The socioeconomic impact assessment has confirmed that electrified rural households
have better income and quality of life than households in unwired villages. In addition, it has
also revealed that
(i)

population growth rate can be reduced through changes in perceptions of
households due to the conveniences brought about by electricity and access to
various programs and information from radio and televisions programs;

(ii)

livelihoods generated arising from electrification also become agents of change
through encouraging more residents to learn new skills;

(iii)

work time can be reduced due to higher efficiency;

(iv)

availability of electricity helps maintain peace, order, and security; and

(v)

availability of electricity facilitates the adoption of new technologies not
anticipated, such as the computers and mobile phones.

25.
The questionnaire survey did not extensively assess the other objectives of PEP.
However, based on interviews with officials and related information from national Government
agencies, availability of electricity has helped in the (i) expansion and improvement of water
supply sanitation; (ii) increase of educational activities, particularly in tertiary level where
colleges and universities became an attractive investment in the provinces; and (iii) provision of
medical care facilities through private investments in hospitals and drug manufacturing.
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26.
Overall, the PEP, as supported by ADB, was successful in helping (i) improve the quality
of life in rural areas; (ii) substitution of kerosene lamps, thereby generating savings to electricity
consumers; and (iii) improve peace-and-order conditions. However, it was only partly successful
in helping create economic opportunities in rural areas. Presently, the microenterprises
developed in rural areas and benefiting from availability of electricity are mostly variety stores,
which tend to have limited income-generating potential and minimal economic spillover. More
innovative uses of electricity for improving productivity and income generation are needed to
maximize the opportunities created by electricity in manufacturing and other service sectors.
2.

Lessons Learned

27.
A key lesson learned from the socioeconomic impact assessment appears to be the
need to help potential and connected households make the best use of electricity for more
productive purposes and improvement of quality of life. Electricity, like many other things in life,
can bring both “good” (e.g., more economic opportunities, better education, etc.) and “bad” (e.g.,
more gambling at night). The electricity cooperatives, which appear to be well regarded in the
rural communities, can and should play a more important role in providing financial and advisory
services.
3.

Future Recommendations

28.
The Philippine Expanded Rural Electrification Program aims to complete the
electrification of 41,995 villages by 2006 with full connection of households by 2017. To achieve
these ambitious but feasible targets, some additional measures are recommended.
29.
The electricity cooperatives and NEA should study the possibility of extending financial
assistance for electricity connections in villages without electricity, and then redeem the cost
through monthly payments. This is possible as electricity substitutes are currently costing about
the same, or even more, than electricity for many households, and the main deterrence to
connection is the high initial installation fees. Electricity cooperatives should focus on
developing such opportunities and making them available to potential customers.
30.
In addition, ADB might consider extending technical and even financial assistance to the
electricity cooperatives for restructuring and strengthening their financial and technical
capability.
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ADDRESSING THE PERCEPTION OF CORRUPTION IN THE POWER SECTOR
A.

Background

1.
Transparency International defines corruption as the abuse of public power for personal
gain. The Asian Development Bank’s (ADB) anti-corruption policy1 further clarifies that corrupt
practice is the “act of giving or soliciting, directly or indirectly, anything of value to influence the
actions of another party.”(footnote 1). This is differentiated from fraudulent practice, which is
marked by misrepresentation and deceit, collusive practice, arrangement between two or more
parties, and coercive practice, which uses threat of impairment or harm. ADB considers the four
practices, which aim “to influence the action of another party” (footnote 1), subject to its anticorruption policy. Both sets of definitions of corruption go beyond legal parameters and civil
service rules to include governance and moral standards.
2.
Corruption is perceived to be widespread in the Philippines. Perception surveys of
business communities consistently have ranked the Philippines as one of the most corrupt
countries in Asia.2 Corruption has become a major deterrence to foreign direct investment and
domestic investment in the country. Perception of corruption is important insofar as business
decision-making often is based on perception as much as reality. Anecdotal evidence suggests
that the power sector is probably one of the sectors affected by corruption due to the nature of
its projects and operations (i.e., large investments, highly technical, and mostly Government
monopoly). The perceived corruption poses a significant risk to the reputation and credibility of
ADB as the de facto lead development partner with a major exposure to the Philippines’ power
sector. Furthermore, potential corruption might have several adverse impacts on power sector
projects, including those supported by ADB, such as creating overcapacity, raising project costs,
causing project delays, and in some cases producing poor quality works. To help assess such a
risk, Transparency International (TI)–Philippines was engaged to (i) identify potential sources of
corruption in the power sector projects in the Philippines; (ii) conduct a preliminary and
aggregate assessment of the scale of corruption in the sector and its impact on project costs,
implementation, and operation; and (iii) recommend procedures and measures for ADB and the
Government to improve their fight against corruption. Several important caveats are needed.
First, TI–Philippines was engaged as a consultant in the same way as other consultants, and
provided research and information based on the methodology designed by the Operations
Evaluation Department. As such, the Department takes the full ownership of, and is solely
accountable for, the findings and recommendations of the study. Second, the study was not
designed to target individual corruption cases. Rather, it aimed to conduct a process analysis by
identifying where and how corruption might occur at different phases of a typical project cycle,
and how to curb corruption. Finally, the assessment focused on ADB-supported projects,

1
2

ADB. 1998. Anticorruption. Manila
In 2003, the Philippines was ranked 97th of the 133 countries and regions compared by Transparency International
using its Corruption Perception Index. Bangladesh, Indonesia, Myanmar, and Viet Nam were ranked lower or
poorer. In 2005, the Political and Economic Risk Consultancy ranked the Philippines as the second most corrupt
country in Asia after Indonesia. A 2001 survey by the Social Weather Stations of the Philippines showed that
almost half (49%) of Filipinos think that “a great deal” of corruption is occurring within government. The
Transparency and Accountability Group found in October 2000 that a “great deal” of corruption occurs in 53% of
Filipino enterprises surveyed. A similar survey conducted in during 2003 and 2004 by the same group found that
57% of executives felt that bribes were used in their sector to secure government contracts.
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including the components of ADB-supported projects financed by Government funds.3 However,
other power sector projects also were examined as ADB-supported projects were not
implemented in isolation. Wherever appropriate, efforts were made to distinguish different
parties involved.
B.

Legal and Institutional Framework for Fighting Corruption

3.
The Philippines has one of the most complete legal and institutional frameworks for
fighting corruption in Asia. These include the Anti-Graft and Corrupt Practices Act (Republic Act
No. 3019), which was enacted on 17 August 1960. Even earlier, a law on unexplained wealth
(Republic Act. 1379, enacted 18 June 1955) requires forfeiture in favor of the state any property
found to have been unlawfully acquired by any public official or employee. The Code of Conduct
and Ethical Standards for Public Officials and Employees on top of the Administrative Code
provides the general rules and regulations governing the operation of the bureaucracy. In terms
of institutional setup, a number of Government agencies are dedicated to addressing the
problem of corruption, including the Office of the Ombudsman, which acts on complaints filed
against Government officers or employees and enforces administrative, civil, and criminal
penalties. The Sandiganbayan is a dedicated anti-graft court that tries cases filed by the
Ombudsman. The Commission on Audit is the supreme audit agency for all Government offices
and instrumentalities. It provides yearly audit reports on the expenditures, as well as the
performance, of the Government agencies. The Office of the President also created two
important offices to complement anti-corruption efforts. The Presidential Commission on Good
Government was created during the administration of President Corazon C. Aquino to recover
wealth amassed by the Marcos regime and prosecute those responsible. The Presidential AntiGraft Commission investigates cases of suspected corruption within the Executive Department,
and recommends to the President actions based on the results of its investigations.
4.
The Arroyo administration has taken several major anti-corruption initiatives, including
undertaking lifestyle checks on Government officials, setting up a presidential task force on
moral value formation, and establishing a revenue integrity protection service. The most recent
initiatives included the appointment of Mr. Tony Kwok, a retired official of the Independent
Commission Against Corruption of Hong Kong, China, as the President’s chief advisor on anticorruption under a European Union-funded program. The program will target public
procurement, public works, and revenue collections as the key areas of anti-corruption
initiatives. The Anti-Money Laundering Act, enacted as part of the requirements for removing
the country from the blacklist of the Paris-based Financial Action Task Force, requires reporting
suspicious bank transactions of P500,000 or more. The Government Procurement Reform Act,
enacted in January 2003, provides for the modernization, standardization, and further regulation
of public procurement. One innovative provision requires two private sector representatives, at
least one from an accredited nongovernment organization (NGO) and another from a related
professional organization, to observe all stages of the procurement process. In January 2005,
the Lateral Attrition Act was signed into law, which calls for a mechanism for rewarding
performing revenue workers and sanctioning those who are nonperforming. Sanctions include
removal from public office. A Revenue Performance Evaluation Board will formulate the
benchmarks that will be used as bases for evaluating the performance of personnel in the
revenue bureau and customs. The press, private sector, and civil society in the Philippines have
3

Evaluations conducted by the Operations Evaluation Department cover projects as a whole rather than different
components financed by different agencies. This tradition was followed in assessing corruption risks facing ADBsupported projects. The average public audience would not make distinctions between those components that
were or were not financed by ADB. Thus, the risks for ADB are not likely to be decreased if a particular component
in which corruption is suspected was not financed by ADB loans.
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been very active in supporting and promoting the drive against corruption. A number of
organizations stand out, including the Philippine Center for Investigative Journalism, Freedom
from Debt Coalition, Transparency and Accountability Group, Asian Institute of Management,
Procurement Watch, and Transparency International-Philippines.
5.
Despite its relatively complete legal and institutional framework, the Philippines has
comparatively low prosecution and conviction rates for corruption cases. Only 0.5 of every
10,000 civil servants get prosecuted for corrupt acts in the Philippines, compared with 8 in Hong
Kong, China. Of those cases brought to the courts, only 6% have led to convictions. In other
words, the chance of being prosecuted for corruption is very small. Those prosecuted for
corruption face a 94% chance of being acquitted. One major reason is the ombudsman’s
constitutionally imposed monopoly on trying thousands of corruption cases. This is exacerbated
by its shortage of technical manpower. In 2002, the ombudsman had only 32 full-time public
prosecutors to handle about 2,500 cases. Facing off against the poorly trained and
overstretched prosecutors, the accused often have at their disposal the services of highly paid
private lawyers. An important reason for low prosecution rates is that very few people complain
about corruption publicly. A survey by Transparency and Accountability Group found that 95%
respondents opt to stay quiet and never complain about corruption on the expectation that
nothing will be accomplished even if they file a formal complaint. Another reason is that the legal
environment might be perceived to nourish corruption, and the combination of a bank secrecy
law, tax confidentiality in the revenue code, and the absence of a comprehensive database of
citizens provides convenient legal cover for hiding corruption.
C.

Conceptual Framework for Assessing Potential Corruption in a Project Cycle

6.
Figure A7.1 provides a schematic illustration of potential sources of corruption at
different stages of a project cycle, which includes (i) project identification and design; (ii)
prequalification; (iii) tendering and bidding; (iv) implementation; and (v) operation, maintenance,
and policy. At each stage, corrupt practices can occur either with some bidders and contractors
(at the upper part of the chart) or with individuals of executing agencies, government, and
financing agencies. For example, at the project identification and design phase, some
contractors might attempt to influence the needs assessment by exaggerating the need for the
project. A contract also can influence the specification of the project in their favor once it is
decided that the project will go ahead. At the prequalification phase, some bidders, in
collaboration with personnel of the executing agencies, might seek to disqualify potential
competitors on technical grounds. Collusion typically occurs at the tendering and bidding stage,
where a group of bidders, with the assistance from some individuals of the executing agency,
attempt to collaborate to put in coordinated bids in such a manner that one of them will win this
project and others will be selected to be the designated winners for future projects. The profits
will be shared by all participants in the scheme, and the net impact is that the projects become
more expensive than international benchmark prices. During project implementation, several
forms of corrupt practices might occur, including fraud in billing, work in progress, right-of-way
acquisition, and construction quality. During the project operation and maintenance stage, which
is greatly influenced by policy environment, corruption can include bribery and fraud in fuel
procurement, electricity theft, and other corrupt practices influencing the macro policy
environment, such as sector restructuring and privatization, and tariff setting.
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Figure A7.1: Potential Sources of Corruption at Different Stages of Project Cycle
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7.
This framework was used to examine sources of potential corruption, and to suggest
measures to prevent or minimize corruption. The rest of this appendix discusses the relative
magnitude of corruption at each stage of the project cycle as perceived by the media and the
general public. The analysis is based on several information sources: newspaper articles, key
informant interviews, and court documents. A strong caveat is needed. The information
presented does not form “evidence” in the legal sense about actual corruption. Many newspaper
articles and key informants might be biased and represent a special interest, and many of the
allegations are not substantiated in a court of law. However, the information provides some
indication of the frequency of corruption indicated by newspaper articles, which in turn influence
people’s perception. The overall conclusion is that corruption exists in the Philippine power
sector. This problem must be addressed because (i) business and residential customers should
not pay for corruption through higher tariffs, and (ii) taxpayers, particularly the poor, should not
pay for corruption through higher taxes.
D.

Information Generated from the Transparency International Research
1.

Observations from Key Informant Interviews

8.
This section highlights the insights gathered from interviews conducted with several key
informants, including senators, representative from the Association of Philippine Electric
Cooperatives, and power sector employees.
Project Identification and Formulation
9.
Foreign loans, including ADB loans, have been used to develop the power sector over
the past 30 years. However, some projects might have been conceived under commercial
influence. A contractor with inside connections with the responsible Government agencies and
power sector entities can become the moving factor in project identification, preparation, and
design.
Prequalification
10.
The National Power Corporation (NPC) does not have its own procurement guidelines,
and is supposed to follow the guidelines of the financing agencies for its projects. Under ADB
guidelines, prequalification of prospective bidders is announced through major media outlets.
However, some sources suggest that sometimes complete background checks of the applicants
were not conducted by power sector entities. A more thorough prequalification might have
helped minimize collusion among contractors. Although ADB’s guidelines require a minimum of
60 days for submission of prequalification documents, the guidelines do not specify a limit on
the maximum number of days for the completion of prequalification. Some key informants
reported that this sometimes could leave too much discretion in the hands of the executing
agencies. An analysis of the prequalification documents for one of ADB loan (Loan 13984) found
that the prequalification took 8 months to complete. Excessive time allows more opportunities
for corruption.

4

Although Loan 1398 was chosen as a sample for analysis, this does not suggest that corruption exists in this
particular loan. ADB. 1989. Report and Recommendation of the President to the Board of Directors on Proposed
Loan to the Philippines for the Northern Luzon Transmission and Generation. Manila. (Loan 1398-PHI, approved
on 2 November 1989).
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Tendering and Bidding
11.
Collusion among bidders is a common form of corruption, and not unique to the
Philippine power sector. The extent to which collusion exists in ADB-supported power projects is
difficult to ascertain. In a typical case, several bidders could agree among themselves to submit
individual bids with the winner already pre-determined. This is done in a round-robin manner in
a series of project biddings. In some cases, officers in the project executing agency are aware
of the bid rigging and the rigging of the contract price. When this happens, the project costs
include the “grease money” to be paid by the pre-agreed winner, and a certain percentage goes
to the agency’s personnel, known as “for the boys.”
12.
As in the case of prequalification, the ADB guidelines do not mandate a fixed period for
the deliberation of the bids submitted, other than to suggest that it should generally be
conducted within the validity of the bids, which vary from project to project, typically 120–180
days. This sometimes can leave too much discretion to the executing agencies. In the case of
Loan 1398, awarding the contract took another 10 months after prequalification, and 5 months
after the bids were publicly opened (which was still within the 6-month bid validity.
13.
Key informants reported that sometimes the bids were not signed or initialed by the
bidders at the opening of the bids. Therefore, substitution of bids becomes possible if one has
connections with an insider in the Bids and Awards Committee. However, this practice
contradicts the procedures of ADB’s Standard Bidding Document, which states “all pages of the
Letter of Bid and Bill of Quantities are to be initialed by at least three representatives of the
Employer attending bid opening.” If ADB learns about such a practice, a ‘misprocurement’ will
be declared.
14.
For some privately financed electrification programs, procurement was not done in an
open and competitive bidding on the grounds that public money was not involved. However,
consumers or taxpayers ultimately pay for the high costs of the facilities.
Implementation
15.
Project costs are sometimes excessive to absorb the miscellaneous extraneous
expenses of a contractor. Ghost or substandard deliveries, or submission of supplemental
billings (cost overruns), or change orders could be used with the acquiescence of project
engineers, auditors, examiners, and supervisors. When project funds run out, the contractor,
with the acquiescence of the project executing agency, requests a supplemental agreement or
change order to increase the project costs to cover the costs of corruption.
Operation and Maintenance
16.
A prevalent form of corruption during the operation and maintenance phase is the
padding of delivery receipts, padded payrolls, ghost deliveries, etc. If a project is substandard
due to corruption, repairs and maintenance costs are also inflated after the turnover of the
project. Theft of electricity, meter tampering, illegal connections, and theft of materials are other
forms of corruption during this phase. As the power sector is going through restructuring and
privatization, an increasing amount of power might rest with Government agencies responsible
for administering the privatization program and tariff regulation. Privatization and the related
concerns for commercial performance and profitability should create incentives in the private
companies to control corruption during all phases of the project cycle. However, the
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restructuring of the sector might create new opportunities for corruption related to the award of
franchises, negotiation of commercial contracts, and approval of tariff increases.
2.

Results from Newspaper Scan

17.
This section summarizes the results from scanning of two major national dailies over a
12-year period, namely the BusinessWorld and the Philippine Daily Inquirer. Figure A7.2
indicates that nine of 23 possible corruption cases, as reported by the two newspapers,
occurred in generation or independent power producers (IPPs) projects, with 4–5 cases each for
transmission, generation, and other types of projects. The amounts of the alleged corruption are
quite large due to the nature of power sector assets, which are typically operated and
depreciated over long periods of time. In terms of specific agencies, the newspaper scanning
did not register any major NPC project as a corruption case. Most reported cases were related
to IPPs. However, alleged abuses by personnel within NPC were reported with respect to the
handling of funds, administrative discretion, and the management of assets/logistics. Alleged
corruption issues were reported for the National Electrification Administration, particularly for the
purchase of wooden posts. No corruption cases were reported involving the regulatory bodies,
either the former Energy Regulatory Board or the Energy Regulatory Commission.
18.
Using the project framework to structure the analysis of the findings, Figure A7.3
indicates that no case of corruption was alleged at the early stages of the project cycle, namely,
conceptualization, development planning (or programming), and pre-feasibility analysis. Five of
16 alleged project-based corruption cases happened at the stage before or during tendering and
bidding. These took the form of bid manipulation, changes in project design after the award of
contract, or disregard of Government procedures and technical advice. Most of the players
involved in the suspected cases were officials occupying high positions. All of the identified
corruption cases on the generation side relate to IPPs. Cases of project-based corruption are
associated with lack of transparency in the tendering and bidding processes. Many of the smallscale cases happened during the implementation stage. Once again, a word of caution should
be repeated. Alleged corruption reported in newspaper articles are an indicator for perceived
corruption rather than actual corruption proven in a court of law. Using newspaper articles
involves a risk of biased and selective reporting motivated by special interest groups or
commercial competitors.

Figure A7.2: Frequency of Reported Possible Corruption
by Project Type
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Figure A7.3: Frequency of Reported Possible Corruption
During the Project Cycle
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3.

Loan 1590-PHI: Power Transmission Reinforcement Project: a Case Study

19.
Loan 1590, for $191.4 million, was approved in 1997. Scheduled to be closed in 2001, it
is still ongoing. Its objectives were to (i) reinforce and expand the interconnection between the
island grids of Leyte and Cebu to utilize geothermal power from Leyte, and (ii) reinforce and
expand the transmission system in Luzon to accommodate additional IPPs and facilitate
functioning of the competitive market in power generation. It had two major components: Part A:
Leyte-Cebu 230-kilovolt (kV) Submarine and Part B: Batangas Transmission Reinforcement.
The information presented below highlights potential “anomalies” rather than proven corruption
cases. The main purpose is to demonstrate the corruption risks the ADB-supported project
faced, and the need for ADB to prevent or minimize potential corruption in the future through
improved procedures.
Part A: Leyte-Cebu 230 kV Submarine
20.
The proposed 230 kV submarine interconnection was to be the second circuit that
would double the transfer capacity of the existing interconnection, and improve the reliability of
the power supply in Cebu. It involved laying three 32.5 kilometer (km), oil-filled, 230 kV
alternate-current submarine cables between Talisay and Tabango cable terminal stations,
expanding substations, and installing compensative reactors.
21.
During project implementation, because of cost-cutting considerations, NPC officials felt
that two additional cables would be sufficient. Thus, in May 1999, NPC proposed the “two-plusone” option, which ADB approved with the instruction that the third cable be provided in the
future. In May 2000, NPC conducted the tendering for the project in two separate packages: (i)
two cables, and (ii) an option to build a third. Among the prequalified bidders, Company A
offered the lowest prices for the two-cable configuration and the three-cable configuration, i.e.,
$44 million for two cables and $54 million for three cables. The second lowest bidder, Company
B, offered $49 million and $59 million, respectively. NPC’s Bids and Awards Committee
evaluated the bids and adjusted the bid prices based on equalization of equipment and prices.
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The results indicated that Company B had the lowest substantially responsive bid for the twocable option with the bid price 0.07% lower than that of Company A. However, Company A’s
adjusted bid price for the three-cable configuration was 1.8% lower than that of Company B.
Based on these adjusted prices, NPC’s Bids and Awards Committee recommended the award
of the contract to Company B based on the two-cable configuration. In April 2001, ADB
approved the award of the turnkey contract to Company B based on the documents submitted
to ADB.
22.
When the contract was presented to the National Power Board in July 2001 for final
review before actual award, the Board’s Contract Technical Working Group recommended that
the matter be referred to the National Economic Development Authority (NEDA) to determine
whether proper approval was given for the bidding of two cables instead of three as originally
approved. NEDA confirmed that no approval was sought, although Government procedures
required it. Consequently, the new NPC Board and the Government’s new Investment
Coordination Committee recommended that the project be re-tendered based on a three-cable
configuration. The Government adopted the recommendation and requested a re-bid of the
contract in October 2001 on the grounds that NPC did not get the prior approval of the twocable configuration. ADB’s procurement committee disagreed with the Government’s request for
re-bid, and maintained the original decision to award the contract to Company B for building two
cables on the grounds that a change in specification after the bids were opened would violate
ADB procurement rules and would be unfair to the winning bidder. The Government then
decided to proceed with the re-bidding using an alternative source of funds, and asked ADB to
reallocate the consequent loan savings for additional transmission components. ADB rejected
this request since the proposed components were outside the original scope of the approved
loan. In August 2002, ADB approved the Government’s request to cancel the portion of the loan
for this component.5 In this case, ADB acted in strict accordance with its own procurement rules
as well as international accepted practices. An examination of the procurement records for the
loan indicates that ADB staff spent a large amount of time and effort to ensure the procurement
was conducted in a fair and open manner. ADB withdrew its support for the project once it
realized that such procurement principles were seriously jeopardized by the circumstances.
23.
Although no evidence of corruption was uncovered by the study, several legitimate
questions were raised.6 The first question involved the price of the new bid under the alternative
financing. The amount for the three-cable configuration under the alternative financing became
$68.5 million (contract awarded in 2005), compared with the previous bids of $54 million and
$59 million by Company A and Company B, respectively, for the three-cable configuration. The
16–26% cost increase, depending on which bidder was to win the first round bidding, might be
explained in part by the price increases in raw materials and labor over the past 3–4 years.
However, a question might still be raised as to whether the least-cost principle was upheld when
NPC and the Government made the decision in favor of a re-bid. The second question centers
on why a re-bid was needed. Despite NPC’s nondisclosure to the Investment Coordination
Committee and NEDA of deviations from the original project specifications, the first round of
bidding already included the third cable option, and Company B and Company A submitted bids
below $60 million Failure to answer these two questions in a convincing manner can only fuel
more suspicion of possible corruption, and add to the already negative perception of widespread
5

6

Due to the cancellation of the original contract to Company B, the Government lost P74 million paid to ADB as
commitment fees.
This case was extensively covered by the Philippine press between 2001 and 2002. Several articles, including one
entitled Transco’s Trepidations by Dean O. de la Paz, III (Philippines Business World, 5 September 2002),
questioned the Government’s decision favoring a re-bid. An article by then Socio-Economic Planning Secretary
Dante B. Canlas NEDA Clarifies MVS Column (The Philippine Star, 13 November 2001) attempted to explain the
Government’s decision from the point of view of NPC’s violation of Government’s approval procedures as well as
possible irregularities in NPC’s bid evaluation.
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corruption in the Philippines in general and the power sector in particular. This case highlights
the need to increased transparency in Government procurement. If the transactions and
decision-making were more transparent, suspicion and the perception of corruption would
decrease.
Part B: Batangas Transmission Reinforcement
24.
One of the issues that arose from the implementation of this component is the
acquisition by NPC of real estate property for its Laguna-Cavite-Batangas right of way for the
construction of tower transmission lines.7 At the inception, NPC engaged the services of a
surveyor to determine the fair compensation to be paid to the landowner for the site to be
acquired. This was carried out notwithstanding the presence of the nationwide zonal valuation
fixed by the Department of Finance and implemented by the Office of the Register of Deeds in
every province. One of the reasonable justifications for the requirement is that many existing
zonal values were outdated and might not reflect the current market price for land. The owner of
the land engaged the services of another surveyor, and these surveyors submitted their survey
reports together. After the survey reports were submitted, the parties then negotiated the level
of compensation. The negotiated prices generally were much higher than the zonal value and
market value. For example, the market value prevailing in the area along the Aguinaldo
Highway, in San Agustin Barangay, Dasmarinas, Cavite, was P1,500.00 per square meter. This
price was far above the zonal valuation ranging from P450 to P500 per square meter. The
actual price paid by NPC was P5,000 per square meter.
25.
As in the previous case, although no definite evidence of corruption was uncovered, the
large gaps between the actual prices and the prevailing market value and zonal values might
raise questions about the possibility of collusion between the surveyors hired by the executing
agency and the land owners. More importantly, under Philippine law, NPC’s land acquisition on
expropriation is covered by Rule 67 of the 1997 Revised Rules of Court on Eminent Domain.
The role of the surveyor might not have been proper in this instance, because the court is
supposed to appoint not more than three competent and disinterested persons as
commissioners to ascertain and report to the court the just compensation for the property. In this
case, however, the parties negotiated after the survey report was prepared to arrived at a
compromise agreement. This, in turn, wais submitted to the court for approval. Since the court’s
role was to decide on cases and complaints lodged by opposing parties, it had no recourse but
to approve the agreed price once the parties moved towards an out-of-court settlement.
E.

Conclusions and Recommendations

26.
Despite the lack of firm evidence of corruption in the strict legal sense in the cases
reviewed, the perception of corruption in the power sector clearly is deeply rooted. Breaches of
rules and regulations, and higher unit costs in some projects compared to international
benchmarks, supports this perception. If unmitigated, the growing negative perception will
adversely affect the inflow of investments into the sector. The experience of implementation of
Loan 1590 also demonstrates that the possibility of corruption in ADB-supported projects can
create considerable negative publicity and put ADB’s reputation at risk. In addition, corruption
contributes directly to higher costs of electricity. The efforts to circumvent procedures designed
to prevent corruption by some individuals of the executing agencies, financing agencies,
7

The land acquisition component was financed by the Government’s own funds, and ADB was not directly involved
in the procurement of the right of way. However, ADB might be exposed to corruption risks, because this was an
ADB-supported project. ADB Board is considering and likely to approve a policy change that will allow ADB loan
funds to directly finance right-of-way costs in future projects (ADB. 2005. Cost Sharing and Eligibility of
Expenditures for Asian Development Bank Financing: A New Approach. R193-05. Manila.) This will increase the
need for ADB to monitor land acquisition by executing agencies.
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Government, and contractors also leads to project delays. A lack of direct evidence on
corruption should not become an excuse for inaction on the part of ADB, considering the impact
of corruption on power sector performance and ADB’s assistance program.
27.
Based on the information gathered by the study, the allegation of corruption appears to
be most frequent for generation/IPP projects. Among these was the high-profile generation
project, Bataan Nuclear Power Plant, which was riddled with corruption charges and subject to
the arbitration and civil suits in the International Court of Arbitration and US and Philippine
courts (with no major convictions). Since the 1990s, ADB’s exposure to generation and IPP
projects has been moderate with two public sector loans and three private sector investments to
support IPPs (compared with 42 IPP contracts in the country). In terms of different stages of the
project cycle, most alleged corruption occurred at tendering/bidding and privatization
implementation. The relatively large number of alleged corruption incidences at the stage of
privatization implementation might have been driven partly by some special interest groups
opposed to the privatization of the power sector or commercial competitors. ADB’s support of
sector reforms and privatization exposes ADB to corruption-related risks, which highlights the
need to carry out such reforms and privatization openly and transparently.
28.
Despite the media’s widespread reporting of suspected corruption incidences, few legal
charges were brought against those accused of wrongdoing. The power sector has not had any
convictions in major corruption cases. The reasons for this are complex, including poor law
enforcement, constantly improving “skills” of the participants in corruption schemes, lack of
political will, and a shortage of financial and administrative resources to fight corruption. The
employment of special sales representatives, as practiced in case of the Bataan Nuclear Power
Plant, might be a good example of improving “skills.” In this case, a US district court found clear
evidence that commissions were given to the special sales agent, and the agent materially
participated in securing awards for the supplier and contractor implicated. However, the agent
and the supplier/contractor were cleared of any bribery charges by the US court, as well as the
International Court of Arbitration and the Office of the Ombudsman of the Philippines due to lack
of evidence that the agent actually distributed part of the commission to former President
Marcos, who had supported awarding the contract to the supplier/contractor implicated.
29.
The relatively low conviction rates for corruption cases in the Philippines provide little
deterrence to potential corruption offenders. Under such circumstances, non-legalistic options
become more critical, or perhaps the only viable options, for ADB to reduce potential corruption
opportunities in ADB-supported projects. It is tempting to conclude that tightening of the
procedures is needed to close the loopholes in the system. However this might be
counterproductive given that more complicated procedures might mean additional people will
get involved, thus increasing opportunities for potential corruption. The underlying principle for
the following recommendations is Keep It Simple and Transparent (KIST):
(i)

The Arroyo administration has made fighting corruption one of its top priorities,
and has strengthened the institutions and procedures responsible for preventing
corruption at different stages of the project cycle. As such, the Government
should initiate moves to make information on transactions of its agencies more
transparent and available to the public. A freedom of information act should be
enacted to give ordinary citizens access to information to help fight the war
against corruption. ADB has been publishing its contract award information on
the Internet. However, the information published often lacks the level of details
needed for the public to make a judgment on the costs of the projects relative to
their scope. ADB is revising its Guidelines for Procurement, which will mandate
the borrower to publish detailed bid evaluation and contract award information

106

Appendix 7

(without including certain proprietary information, such as production costs or
profit margins).8 The results of this assessment provide strong support to the
revision of the guidelines toward greater transparency. Once the revised
guidelines are approved, ADB should make strong efforts to ensure that
borrowers implement them. In addition, ADB should assess their effectiveness in
reducing corruption periodically.

8

(ii)

ADB’s Standard Bidding Document requires full disclosure of payments to
agents. However, it is unclear how effectively the requirement has been
implemented by the executing agencies. Greater effort is needed to implement
the requirement, and to monitor its implementation. ADB’s concerned
departments, including South East Asia Department, Central Operations
Services Office, and the Office of the Auditor General should consider initiating a
pilot program with the Philippine power sector (or other sectors) in 2006 for
monitoring the compliance by borrowers with this and other anti-corruption
requirements specified in the Standard Bidding Documents9 and in the
Guidelines for Procurement,10 and assess their effectiveness.

(iii)

ADB and the Government should use the framework (Figure A7.1) to identify
more clearly the possibility for corruption at each stage of the project cycle, and
design mitigating measures. Such measures could include increasing
transparency for project procurement and imposing maximum time limits on
prequalification and bid evaluation. As part of its anti-corruption policy review,
ADB’s Governance and Regional Cooperation Division might consider using the
framework as a basis, with appropriate modifications, for examining possible
corruption and preventive measures for other sectors, e.g., social sectors,
transport, etc.

(iv)

The Wallace Report11 quoted a recent World Bank study suggesting a strong link
between excessive Government intervention and slow economic growth.
Regulatory intervention is particularly damaging in countries where its
enforcement is subject to abuse and corruption. While this is not a new finding,
and it is not clear to what extent the simplicity principle can be transferred to
project formulation and procurement, building checks and balances into the
system is likely to be a double-edged sword. On the one hand, more checks and
balances can make potential corrupt practices more difficult. On the other hand,
they will expose the project cycle to more discretion by more officials, and thus
more corruption opportunities. The Leyte-Cebu interconnection component of
Loan 1590 might be a good example of the pros and cons for multi-agency
involvement, particularly the long delays and the higher costs in project
implementation accompanying the delays. For countries where corruption is
entrenched, the balance should be tilted toward less regulation, simpler
procedures, and greater transparency.

The draft revised Guidelines for Procurement 2005 specify: “Within two weeks after contract award, the Borrower
shall publish the results identifying the bid and lot numbers and the following information: (a) name of each bidder
who submitted a bid; (b) bid prices as read out at bid opening; (c) name and evaluated prices of each bid that was
evaluated; (d) name of bidders whose bids were rejected and the reasons for their rejection; and (e) name of the
winning bidder, and the price it offered, as well as the duration and summary scope of the contract awarded.”
9
ADB. 2004. Standard Bidding Document. Procurement of Works. User’s Guide. Manila
10
ADB. 2004. Guidelines for Procurement Under Asian Development Bank Loans. Manila
11
Wallace, Peter. 2004. Wallace Business Forum.
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(v)

The capacities of NGOs and civil society organizations in understanding ADB
procurement principles, guidelines, and sector technicalities for major sectors
(e.g. power, roads, water supply) should be expanded through training sessions
or seminars as currently conducted for ADB staff. These organizations should be
encouraged to monitor ADB projects and to report allegations of corruption to
ADB and the media. ADB’s Integrity Division, Office of Auditor’s General has not
received many complaints about fraud and corruption in ADB’s Philippine
operation in general and none in the power sector. ADB is fully aware that
absence of allegations cannot be interpreted as absence of problems. However,
it should make more rigorous efforts to improve its feedback and reporting
mechanisms.

(vi)

The study could not reach a definite assessment of the effectiveness of ADB’s
anti-corruption policy due to the limited scope of the study. However, greater
involvement of civil society and external oversight bodies is needed in reviewing
compliance requirements for ADB-financed projects. For its part, the Government
has explicitly recognized the importance of greater civil participation in
Government procurement, as highlighted by a presentation that the
undersecretary of the Department of Energy made at a seminar conducted
during the course of this study. This will help integrate transparency and
accountability in ADB’s power sector assistance program. In particular, due to the
highly technical nature of power sector projects, ADB and the Government
should consider greater use of external procurement or engineering experts for
independent review of some of their high value and/or controversial bids.

(vii)

ADB has been working very closely with other bilateral and multilateral
development partners, including Japan Bank for International Cooperation and
the World Bank, in coordinating their assistance programs in the Philippine power
sector. Harmonization of anti-corruption policies and practices among the
development partners should be a key part of such coordination. This is crucial to
avoid a situation where the relatively relaxed anti-corruption rules of one partner
may render the efforts by the others less effective by allowing the borrower to
secure alternative financing if encountering more transparent and more difficult
procurement rules.

MANAGEMENT RESPONSE ON THE SECTOR ASSISTANCE PROGRAM EVALUATION
OF ASIAN DEVELOPMENT BANK ASSISTANCE TO
PHILIPPINES POWER SECTOR

On 4 November 2005, the Director General, Operations Evaluation Department,
received the following response from the Managing Director General on behalf of Management:

1.
Management finds the OED report well prepared, with comprehensive
analysis of all key aspects of ADB’s assistance to the power sector in the
Philippines since early 1970s. The lessons learned and recommendations of the
report provide valuable guidance for designing future programs and projects in
the power sector. Since detailed comments have been provided during the
course of the report preparation, Management response focuses on the overall
assessment, lessons learned, and recommendations.
A.

Overall Assessment

2.
It is noted that the report considers the power sector assistance program
during 1971 and late 1980s as successful, the program from late 1980s to
present as partly successful, and overall the program as partly successful.
Management appreciates the distinction of these two periods of time during
which ADB’s operations have different operational focus. During 1971 to late
1980s, ADB’s operations were concentrated in project investment—including
power generation and transmission—while during the 1980s to present, the focus
has been power sector reform and restructuring to promote competition and
private participation to address the problems in the sector.
3.
Management agrees that the performance of the first period was
successful, but also considers that the rating for the second period should be
qualified as the power sector restructuring is still ongoing. Performance of the
sector itself could have been better differentiated from ADB’s performance in
assisting the sector. Since early 1990s, the power sector‘s financial position
deteriorated and became clearly unsustainable. To address these problems,
ADB actively supported the Government’s power sector restructuring since it is
the only viable long-term option. The power sector restructuring involves
unprecedented fundamental and complex structural changes that requires more
time than the Government initially expected. However, ADB was successful,
through its Power Sector Restructuring Program, in helping the Government setup a new legal framework and unbundled generation and transmission that would
promote competition and private sector participation.
B.

Lessons Learned

4.
Management agrees with lessons learned with regard to strengthening
independence of power sector, need for a more realistic power demand
forecasts, strengthening ADB’s financial review of the sector’s performance,
controlling project costs by improving governance and reducing corruption,
avoiding currency mismatches in project design and delays in project

implementation, and obtaining greater executing agency ownership for policyrelated advisory technical assistance.
5.
ADB has already strengthened its due diligence on the power sector in
order to support power sector reforms and improve the design and quality of
entry in the power sector lending. In particular, with assistance from ADB and
other donor agencies, Department of Energy has adopted a hybrid approach for
power demand forecasting that combines the traditional econometric approach
(GDP elasticity) and end-use approach (data from distribution utilities). ADB
recently availed the services of a staff consultant to critically assess the demand
forecast in the latest Power Development Plan, which will form the basis of the
power sector investment requirements.
C.

Recommendations

6.
Management appreciates the report’s recommendation that ADB should
continue to provide assistance to the Philippines power sector. Resolving power
sector issues has a significance reaching far beyond the viability of directlyinvolved institutions since they impact greatly on economy-wide concerns of
fiscal imbalance and a weak investment climate. The latter two are identified in
the Country Strategy and Program (July 2005) as the areas of primary focus for
ADB support.
7.
The SAPE provides valuable guidance on designing future programs and
projects in the power sector. ADB, in collaboration with other development
partners, is discussing with the Government needed reforms and potential
assistance to address the critical challenges to restructure and privatize the
Philippines power sector. In this context, ADB initiated a high-level policy dialog
and identified five major areas where action is needed to achieve the desired
outcomes: (i) financial viability of the power sector, (ii) regulatory framework and
performance, (iii) market restructuring toward competition, (iv) private
participation in power generation and transmission, and (v) consumer protection.
8.
On this basis, ADB is designing a comprehensive and integrated Power
Sector Development Program (PSDP) as a holistic solution with a phased multipronged approach that recognizes the complexity of the restructuring process.
The PSDP would provide critical financial support to the Government in the form
of policy-based lending as well as required investment and credit enhancement
to the extent required.

BOARD OF DIRECTORS
DEVELOPMENT EFFECTIVENESS COMMITTEE
CHAIRPERSON’S SUMMARY OF THE COMMITTEE DISCUSSION ON 24 NOVEMBER 2005
OF THE SECTOR ASSISTANCE PROGRAM EVALUATION OF
ASIAN DEVELOPMENT BANK ASSISTANCE TO PHILIPPINES POWER SECTOR

1.
The Development Effectiveness Committee (DEC) discussion of the independent
evaluation of ADB’s assistance program to the power sector in the Philippines had been
scheduled in end-September. However, the Government had requested more time to review the
final draft. The DEC has regularly emphasized that it considers it of fundamental importance
that government is kept engaged throughout the evaluation process, as an ultimate user of the
evaluation findings. While, in the end, it is possible that government and ADB may not agree on
certain conclusions or recommendations of an evaluation, the point is for the evaluation process
and analysis to benefit from transparent and candid feedback from government at key stages of
the process. In this context, DEC was informed by staff that preceding the finalization of this
evaluation report, a concluding meeting between the government and ADB was held, which
focused on the issue of accounting methodology used to best understand the financial health of
the sector.
2.
The reason DEC chose to discuss this sector assistance program evaluation (SAPE) is
that, in the Philippines, power sector performance has a major if not primary impact on
economy-wide issues of fiscal imbalance and weak investment climate, and it is ADB that has
been the country’s lead development partner in the sector. As the report puts it, if the power
sector restructuring succeeds, ADB will have made a major development impact. If it fails, ADB
must bear a major responsibility. In this context, DEC appreciated the comprehensive scope of
the evaluation report, its balance, and its candidness, especially in pointing to what ADB might
have done better. As in other countries, it has turned out to be more complex to restructure the
power sector than initially envisioned, especially on the scale initiated in the Philippines.
3.
DEC acknowledged Management’s response to the SAPE, which indicated a basic
agreement by Management with the lessons and recommendations, particularly that ADB
should continue to provide assistance to the Philippines power sector. DEC said Management’s
point was well taken that the evaluation’s “partly successful” rating of ADB assistance from the
late 1980s to the present should be qualified since the power sector restructuring is still
ongoing, requiring more time than the Government initially expected.
4.
At the DEC meeting, the director general of the Southeast Asia Department asserted
that the bottom line was that without ADB assistance, the power sector in the Philippines would
be “worse off”. The core of the problem had been the political economy. At the same time, she
agreed that ADB should have had more hands-on involvement in the financial reporting and
management of the sector to have better anticipated the deterioration and unsustainability of the
sector’s financial position. In addition, the pace and sequencing of the privatization program
could have been better planned. DEC members were of the view that ADB’s apparent inability
to influence Government policies for the sector in the late 1980s and early 1990s might be
considered a key failed opportunity for ADB. By the same token, influence on overall sector
policy should be the primary performance measure for future ADB assistance.

5.
A DEC member emphasized that a key lesson was that ADB could do a better job on
risk analysis at entry and continued risk assessment during implementation. He also suggested
that ADB should do better analysis of sector governance beforehand and that it would be to
ADB’s advantage to specify clear and monitorable performance indicators for any ADB program
loan so that the impact of the program could be better distinguished from overall sector
performance. Another DEC member wondered whether ADB had taken a sufficiently long term
approach to the sector at the start of its involvement.
6.
DEC members considered that the main unachieved goal had been affordability of
power supply in the Philippines, with electric tariffs among the highest in Asia in both absolute
terms and relative to income. In this context, future ADB analysis of the sector should explicitly
look into the impact on poverty. A DEC member suggested that an underlying problem might be
ADB’s insistence on cost recovery; for developing countries with large rural populations cost
recovery might not be feasible, especially when compounded by an archipelagic geography. In
such cases, the emphasis would need to be on lowering cost through greater efficiencies. In this
context, the DEC member did not agree with a recommendation that even higher tariffs should
be a precondition for an ADB loan to help refinance overall sector indebtedness.
7.
A DEC member considered the report’s recommendations too broad and general to be
easily actioned and monitored. He noted that Management had not responded directly to the
Report’s recommendations and in the absence of such a response, there was no clear and
agreed basis for monitoring follow-up action. However, the report included certain concrete
sub-recommendations in the accompanying text that were more monitorable and he proposed
that these should be incorporated into the main recommendations for benchmarking follow-up
action. In particular, he thought the recommendations relegated to Appendix 7, on addressing
the perception of corruption in the power sector in the Philippines, should have been among the
recommendations in the main body of the report since these pointed to where risks of corruption
might be the greatest. He also suggested that ADB’s Integrity Division re-examine the report to
determine whether any further formal investigations into possible corrupt practices were
warranted. Another DEC member thought the analysis of corruption had relied too heavily on a
newspaper scan. Director General, Southeast Asia Department (SERD) assessed that
compared to government financed projects, ADB assisted projects in the sector left less room
for corruption.
8.
Moving forward, ADB’s next step is to carefully plan for a comprehensive and integrated
power sector development program (PSDP) whose policy agenda, while initiated by ADB, will
be developed in full coordination with the World Bank and Japan Bank for International
Cooperation, which were also assisting the sector. DEC agreed with the five “pillars” proposed
for the program: (i) financial viability of the sector, (ii) regulatory framework and performance,
(iii) market restructuring toward competition, (iv) private sector participation in power generation
and transmission, and (v) consumer protection. One DEC member noted that the nature and
level of future ADB support should be carefully calibrated to specific progress in sector reforms,
and with fewer and more strategic objectives, for which there is demonstrable commitment.
Another DEC member wondered if the proposed pillars went far enough in terms of private
sector participation: shouldn’t ADB encourage the private sector to push the reform agenda as
well as finance the sector, with ADB providing a proactive support role? One member noted the
importance of a joined-up public/private sector approach.
9.
I concluded that DEC generally endorsed the key lessons and recommendations of the
SAPE, subject to the qualifications expressed by individual members. I expressed appreciation
for the candid insights provided by Director General, SERD and her elaboration on the driving

factors and approach in designing ADB’s coming program of assistance. Future Board
consideration of a new program loan for the sector would be guided by the views expressed at
the DEC discussion. Finally, I took the opportunity to welcome the attendance of the Managing
Director General at the DEC meeting.

Agus Haryanto
Chairperson
Development Effectiveness Committee
8 December 2005

