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FINANCIAL ANALYSIS 
 
1. The project is estimated to be $134.0 million of which $98.4 million is for the design and 
build contract, $6.0 million for construction supervision, $7.6 million is allocated for the financial 
charges during implementation, and $22.0 million is unallocated. At the request of Metropolitan 
Waterworks and Sewerage System (MWSS), the project is to be financed through a long-term 
loan from ADB’s ordinary capital resources. The taxes will be borne by the Government.  
 

A. Financial Capacity Assessment of MWSS 
 
2. MWSS retains ownership of the water facilities and exercises its regulatory functions on 
water rates. Under the concession agreements between MWSS and the two concessionaires 
(Manila Water Company Inc. [MWCI] and Maynilad Water Services, Inc. [MWSI]), the 
concessionaires operate and manage the water supply, sewerage and sanitation services in the 
MWSS service area for a specified number of years. 
 
3. The concession agreement allows the concessionaires to collect water rates from 
consumers, to recover operating, capital maintenance and investment expenditures, and 
concession fees over the concession period and at the same time earn a reasonable rate of 
return on what they have spent. The concession agreement also provides mechanisms to 
enable the concessionaires to adjust the water rates in the form of rate rebasing every five 
years. The adjustment in water rates also considers economic parameters like inflation and 
foreign exchange fluctuations. The overall performance of each concessionaire is based on how 
well the concessionaire manages its capital expenditures, its operating cost structure and its 
collection efficiency. 
 
4. Concession fees roughly represent 90% of MWSS revenues, and can be grouped into 
two general categories: (i) debt service obligations and payments to finance MWSS’s direct 
investments in water supply and transmission, which are treated as pass-on payments, and (ii) 
current operating budget for the administrative expenditures of MWSS Corporate Office and 
Regulatory Office subject to consumer price index adjustment. Other revenue sources of MWSS 
include rentals of leased properties and interest income. The financial capacity of MWSS is, 
therefore, primarily based on the ability of MWSS to collect concession fees from the two 
concessionaires.1 
 
5. MWSS also undertakes major development projects, the costs associated to such 
projects are passed on to the concessionaires as part of concession fees. At the start of the 
fiscal year, MWSS provides the two concessionaires the schedule of all anticipated amount due 
related to the concession fee payable during the year.  This includes the total amount due for 
any scheduled payment of principal, interest, fees or other amount under existing MWSS loans. 
The concession fees received are used by MWSS to service its debt obligations, cover its 
annual operating expense and finance the local counterpart requirements of its ongoing 
projects. MWSS still carries the risk of the non-payment of the concession fee. Under the 
concessionaire agreement, the concessionaire shall post a Performance Bond in favor of 
MWSS to secure the concessionaire’s performance on its obligations. With respect to existing 
MWSS loans, MWSS has not passed on the sovereign guarantee of loan payments to the 
concessionaires although the 1% sovereign guarantee fee for ROP guarantee of the ADB loan 

                                                           

1
 MWSS can draw from the performance bond as set in the concession agreement in the event that the 

concessionaire fails to pay the concession fee. 

http://www.adb.org/projects/46362-002/main
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will be passed on and paid by the two concessionaires as part of the debt servicing under the 
concession fees. 
 
6. MWSS administration undertook major reforms in 2012 including cost rationalization on 
the employee benefits system and tight controls on maintenance and operating expenses 
including prudent capital investment programming. These reforms have improved the financial 
condition of MWSS.  MWSS has able to pay off their tax balance as well as declare cash 
dividends. 
 
7. The funds to service interest and principal on this loan will come from concession fees 
paid by the two Metro Manila concessionaires. 

 
Table 7.1: Selected Financial Statement and Financial Indicators for MWSS  

(In million pesos) 2008 2009 2010 2011 2012 

Gross Revenue 2,148.00 2,520.00 2,298.00 2,643.00 2,719.00 

Net Income (3,553) 399.00 (33) 333.00 1,945.00 

Cash and cash equivalents 5,591.00 4,948.00 4,384.00 1,412.00 1,970.00 

Long-term Liabilities 18,107.00 16,535.00 15,452.00 11,974.00 11,614.00 

Interest coverage ratio 0.08 0.83 0.63 2.71 3.30 

Debt service ratio -1.25 1.17 1.08 1.19 2.19 

Current ratio 2.77 3.08 3.15 2.47 2.74 

Quick ratio 1.65 1.67 1.51 0.84 1.05 

Accounts receivable turnover -2.73 0.29 -0.02 0.18 0.98 

Accounts payable turnover 5.17 2.03 2.14 2.49 0.77 

 
Table 7.2: Financial Projections for MWSS 

(In million pesos) 2020 2025 2030 2035 2040 

Operating Receipts   2,649.80    2,282.91    2,171.31    2,185.76    2,314.18  

Concession Fees   2,567.66    2,200.77    2,089.17    2,103.62    2,232.04  

Debt Service   1,438.81        885.75        557.29    1,534.64        853.92  

Operating Expenses       329.31        383.61        446.88        395.51        433.44  

Debt 
Service/Concession 
Fees 56% 40% 27% 73% 38% 

 
8. MWSS financial performance remains dependent on the collection of concession fees 
from the concessionaires for its debt servicing obligations. Under the concession agreement, 
the concessionaires will collect the debt service on MWSS’ loan from ADB for this project, as 
part of the tariffs collected from consumers. As the ADB loan matures after the end of the 
current concession period, MWSS will assume the remaining debt which is covered by the 
sovereign guarantee by the Philippine Government.  With its thrust towards water security, 
MWSS is expected to undertake other major water supply projects under PPP arrangements 
which will minimize the overall financial risk for MWSS. 
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B. Financial Capacity Assessment of MWCI and MWSI 
 
9. With the robust growth in billed volume and improved operating efficiencies, MWCI has 
continued its financial growth exceeding the goals set for the East Zone business.  This allowed 
MWCI to explore new business development outside the primary concession area.  With this 
strategy coupled with good cost management and efficiency initiatives, MWSS has achieved 
record financial results across all domestic operating groups.  MWSS expects higher growth in 
the future with the expanded base of operations. 
 
10. For MWSI, the strong growth in the financial position is a result of an aggressive water 
service rehabilitation program which started in 2007. The continuous efforts towards network 
improvement and the reduction of non-revenue water will enable MWSI to maintain its 
momentum towards financial growth.  MWSI has likewise expanded their business coverage 
beyond the West Zone of Metro Manila. 
 

Table 7.3: Selected Financial Statement and Financial Indicators for MWCI and MWSI 

(In million pesos) MWCI MWSI 

 2010 2011 2012 2010 2011 2012 

Gross revenues 11,013.00 12,003.00 14,553.00 12,050.00 13,770.00 15,880.00 

Net Income 3,987.00 4,278.00 5,451.00 4,780.00 5,860.00 6,390.00 

Cash and Cash equivalents 2,412.00 5,235.00 5,540.00 1,306.00 4,175.00 3,906.00 

Current Liabilities 5,421.00 6,288.00 9,899.00 10,216.00 12,119.00 13,244.00 

Total debt, incl. current portion 28,642.00 38,085.00 40,228.00 34,646.00 42,884.00 44,575.00 

Billed volume (in million cm) 410.00 412.00 427.00 374.00 405.00 428.00 

Nonrevenue water (% of water production volume) 11.0% 11.2% 12.2% 53.0% 48.0% 43.0% 

Interest coverage ratio 5.06 4.00 5.15 3.29 3.87 3.64 

Current ratio 1.09 1.24 0.83 0.43 0.69 0.61 

Accounts receivable turnover 12.47 6.70 5.46 4.57 3.90 3.57 

Accounts payable turnover 1.20 1.19 1.22 0.67 0.62 0.61 

       

11. While there has been an improvement in the financial capacity of the two 
concessionaires over the last few years, the rate rebasing exercise in 2013 creates uncertainty 
in meeting the projected financial targets of the two concessionaires as well as the 
implementation of capital investment plans. 
 
12. The increase in billed volume for the compounded by the approved 2012 tariff 
adjustments contributed to healthy financial performance of the two concessionaires.  The 
growth can likewise be attributed to the increase in coverage areas and the higher 
consumptions of key accounts. The challenge, however, remains for both concessionaires in 
minimizing any adverse effects of the delay in the implementation of the 2013 rate rebasing on 
the operations. 
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C. Financial Analysis – Key Assumptions 
 
13. The proposed project partly addresses the overall objective to improve the reliability and 
security of the raw water transmission system for MWSS.  This new tunnel system forms an 
integral component of overall improvement of the transmission system and the other future 
projects (such as rehabilitation of the aqueduct systems) need to be well integrated. The project 
will not provide additional raw water supply to the system, but will allow rehabilitation of the 
transmission system by creating redundancy and flexibility in diverting flows without disrupting 
water supply to Metro Manila.  Given no additional raw water supply, the project output is 
considered as non-incremental water. Therefore, the common financial analysis is not 
appropriate, but instead the “failure rate” approach is used to compute the financial viability of 
the project. In the failure rate approach, a comparison is made on the “with” and “without” 
project scenarios. Under the “without” project scenario, the probability of failure in the water 
supply increases over time under present conditions. This failure of the water transmission 
system means “loss of billed water” or “lost revenue”. The project will help minimize the failure 
rate and thus limit lost water revenue. 
 
14. Ideally, the probability of failure in the water supply is based on the historical 
performance of the system.  Unfortunately, the maintenance records in the existing tunnel 
system were not available.  This is also compounded by the absence of written maintenance 
procedures.  Technical expert advice was sought on the “failure rate” of the tunnel system.  The 
combined knowledge and experience of the personnel directly involved with the operation and 
maintenance of the assets was then used, with guidance from the technical consultant, to 
develop a less subjective assessment of asset condition, and a 'consequence / likelihood' risk 
matrix developed. 
 
15. The project analysis is done on a 25-year timetable (even if the project is designed for a 
100-year timetable). Based on technical assessment, it is assumed that once every five  years 
the system will fail and it will take around 60 days to restore capacity meaning 60 days of lost 
revenue. Furthermore, it is assumed that a failure will only reduce raw water supply by 13m³/s 
or one-third of the total water supply. It is calculated that each day of water disruption translates 
to 842,400 m³ of lost water or roughly $392,000 million of lost revenues, based on an average 
water tariff of $0.46 per m3 and an annual increase of 4%. For each instance of failure, this 
translates to $23.5 million of lost revenues.  It is further assumed that under the “without” 
project, the demand exceeds supply of water. The annual O&M, 0.2% of investment costs, and 
the residual value of the project, 75% of investment costs, are likewise considered in the net 
project financial cash flow.  The weighted average cost of capital (WACC) is calculated at 
2.27% as illustrated in a Table 7.4. 
 

Table 7.4: Computation of the Weighted Average Cost of Capital 

 Loan (ADB OCR) Government Counterpart Total 

Amount ($ million)  123.30  10.70  134.00 

Weighting  92.01%  7.99% 100.00% 

Nominal Cost*  3.49%  10.00%   

Weighted Component of WACC (nominal)  3.21%  0.80%  4.01% 

Inflation Rate  1.80%  4.00%   

Real Cost  1.69%  6.00%  

Weighted Component of WACC (real) 3.03% 1.31% 4.34%  1.55%  0.48%  2.03% 
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Note: * The nominal cost for ADB OCR is based on a 10-year Libor and spread of 2.888% per annum and a ROP guarantee of 
1.0% annum.  The nominal cost for government funds is 10% which the prescribed rate set by the Philippine economic 
planning agency. 

 
16. The financial internal rate of return (FIRR) is computed to be 5.72% and the financial Net 
Present Value is calculated to be $67.71 million. This means that the project is financially viable; 
the avoidance of losses of water revenue for the concessionaires more than offsets the project 
cost.  
 

D. Sensitivity Analysis 
 
17. The sensitivity analysis examines the effects of changes in the assumptions used in 
determining the financial viability of the project. Results of the sensitivity analyses are shown in 
Table 7.5. 
 

Table 7.5: Sensitivity of Financial Analysis 

Item Change 
FNPV 

(in million pesos) 
FNPV 

(in US$ million) 
FIRR % 

SI 
(FNPV) 

SV 
(FNPV) 

Base Case  3,216.15 67.71 5.72%   

Investment 10% 2,946.34 62.03 5.14% 0.84 119.2% 

Benefits -10% 2,678.49 56.39 5.10% -1.67 -59.8% 

Investment  and 
Benefits 

10% and  
-10% 2408.68 50.71 4.59% -2.51 -39.8% 

Financial Analysis using WACC = 2.03% (Base Case NPV = US$67.71m and IRR = 5.72%);SI = sensitivity 
indicator; SV= switching value 

E. Impact on Affordability 
 
18. Based on the 2005 study, the average monthly volume of water for the lowest 20% 
income group is 23.73 cubic meters per household. Given the monthly volume of water, the 
increase in water tariff due to the project is computed to be only P13/month for the lowest 20% 
income group representing an insignificant % of the income. In addition, the lowest income 
group also enjoys socialized tariffs for the first 10 cubic meters of monthly water consumption. 
 

F. Other impact 
 
21. While the project output is non-incremental water but with alternative water supply 
source in case of water disruption, the impact of the “without” project scenario on areas like 
water-borne diseases, etc. may be significant. The prolonged disruption in water supply in 
Metro Manila may lead to social and even political unrest.  Given that Metro Manila constitutes 
more that 10% of the entire population and business activities remains concentrated in Metro 
Manila, the impact on the Philippine gross domestic product can be significant under this 
scenario. 


