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Project ID: P004611 Project Name: MANILA SECOND SEWERAGE 
PROJECT

Team Leader: Luiz Claudio Martins Tavares TL Unit: EASUR
ICR Type: Core ICR Report Date: May 16, 2006

1.  Project Data
Name: MANILA SECOND SEWERAGE PROJECT L/C/TF Number: TF-22523; CPL-40190

Country/Department: PHILIPPINES Region: East Asia and Pacific 
Region

Sector/subsector: Sewerage (56%); Sanitation (44%)
Theme: Water resource management (P); Pollution management and environmental health (P); 

Municipal governance and institution building (P); Other urban development (P)

KEY DATES Original Revised/Actual
PCD: 10/26/1992 Effective: 03/17/1998

Appraisal: 06/15/1995 MTR: 04/24/2000
Approval: 05/21/1996 Closing: 12/31/2001 06/30/2005

Borrower/Implementing Agency: METROPOLITAN WATERWORKS AND SEWERAGE SYS/MWSS
Other Partners:

STAFF Current At Appraisal
Vice President: Jeffrey S. Gutman Russell Cheetham
Country Director: Joachim von Amsberg Pamela Cox
Sector Director: Keshav Varma J. Shivakumar
Team Leader at ICR: Luiz Tavares Mir A. Altaf
ICR Primary Author: Pierre de Raet

2. Principal Performance Ratings

(HS=Highly Satisfactory, S=Satisfactory, U=Unsatisfactory, HL=Highly Likely, L=Likely, UN=Unlikely, HUN=Highly Unlikely, 
HU=Highly Unsatisfactory, H=High, SU=Substantial, M=Modest, N=Negligible)

Outcome: S

Sustainability: L

Institutional Development Impact: SU

Bank Performance: S

Borrower Performance: S

QAG (if available) ICR
Quality at Entry: U

Project at Risk at Any Time: Yes



3.  Assessment of Development Objective and Design, and of Quality at Entry

3.1 Original Objective:

Background.  In May 1996, the Board approved a loan of US$57 million to Metropolitan 
Waterworks and Sewerage System (MWSS), the public entity responsible for water and sewerage 
in the Metro Manila (MM) area, with a guarantee by the Republic of the Philippines to finance a 
Second Sewerage Project.  At about the same time, the Government of the Philippines (GOP), 
supported by the Bank and with the direct involvement of the International Finance Corporation 
(IFC), initiated the privatization of MWSS' operations.  Thus, all parties agreed to delay loan 
effectiveness until the private operators were selected and had an opportunity to review the 
proposed investments.  In February 1997, Concession Agreements (CA) were signed with two 
private operators: Manila Water Company Inc. (MWCI) with a service area covering the eastern 
part of MM, and Maynilad Water Service, Inc. (MWSI) covering the western part.  The 
concessionaires were given the option to accept, modify, or reject their portion of the 
Bank-financed project no later than one month after the start of the concession period, i.e., 
August 1, 1997. Both operators accepted the project and opted to redesign some of the 
components. Project components associated with each area were to be implemented by the 
respective concessionaire. A Regulatory Office (RO) was created within MWSS to monitor the 
concessionaires' performance in accordance with their CAs.  The RO reports directly to MWSS' 
Board of Trustees and not to the Administrator. This unusual institutional set-up was adopted to 
obviate the long legislative process of creating a fully independent regulatory authority, as in the 
case of the power sector.

The project's objectives remained unchanged, but the change in responsibilities for operation and 
maintenance required a restructuring of the project that was agreed following a Bank mission in 
November 1997.  The restructuring was approved by the Board on February 11, 1998, with the 
loan amount reduced to US$48 million on account of exchange rate changes during 1996-97 and 
lower price contingencies. The 1996 Loan Agreement (LA) was amended and two Sub-project
Agreements (SPA) were executed between MWSS and the concessionaires. GOP agreed to 
remain the guarantor.  Since there was no activity between the approval of the original project in 
June 1996, and restructuring in early 1998, this ICR covers the restructured project, although 
implications of the change are analyzed and discussed. 

Objectives.  The objectives were to: (i) reduce the pollution of MM waterways and Manila Bay; 
(ii) reduce the health hazards associated with human exposure to sewage in MM; and (iii) 
establish a gradual low-cost improvement of sewerage services in MM.
  
The objectives were - and still are - highly relevant.  However, it is worth noting at the outset 
that the first objective was couched in very broad terms not lending itself to measurement in 
practice and the project never intended to measure progress against this objective. The water 
bodies within MM and surrounding bays (Manila Bay and Laguna de Bay) are heavily polluted, 
with an estimated 60 percent of the biochemical oxygen demand (BOD) originating from 
residential wastewater.  Only about 15-20 percent of wastewater is collected by sewer networks, 
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with only half treated.  The remainder is discharged into the public drainage system, either directly 
or through household septic tanks, few of which are regularly desludged.  Improvement of 
sewerage services in MM was therefore critical to reduce pollution and health hazards.  However, 
low-cost technologies were considered as the only economically viable and sustainable solutions 
in a city as big as MM. Thus, the emphasis was on expanding such technologies, particularly the 
desludging of residential septic tanks, and thereby initiating a long-term program to reduce 
pollution and health hazards. Short of full scale treatment, septage removed from septic tanks 
requires environmentally safe disposal.  Until the conditions and cost of safe permanent disposal 
were studied and evaluated, a temporary solution was envisaged. Of all solutions studied, disposal 
at sea was the safest in terms of environmental risks and the least expensive.  It was estimated that 
such a method would not be required for more than four to five years, by which time the studies 
of safe permanent mechanical treatment would be completed.  On the basis of all the studies 
carried out, the Department of Environment and Natural Resources (DENR) issued an 
Environment Compliance Certificate (ECC) in October 1996.  Under the ECC, a Multi-partite 
Monitoring Team (MMT) composed of all stakeholders was to monitor the environmental impact 
of the project, including disposal of septage at sea.  

3.2 Revised Objective:

The objectives were not revised.

3.3 Original Components:

Part A - East Service Area (base cost US$16.94 million): (i) construction of a barge loading 
station at Napindan with a capacity to transfer about 500 cubic meters of septage per day (m3/d) 
from collecting vehicles to barges; and (ii) upgrading of the existing Ayala sewerage system, 
including the repair of its pumping station and sedimentation tanks to provide mechanical 
treatment of sewage. 

Part B - West Service Area (base cost US$36.00 million): (i) construction of a septage treatment 
plant at Dagat-Dagatan with a capacity of about 200 m3/d; (ii) construction of barge-loading 
stations at Estero de Vitas and Paranaque, each with a capacity to transfer about 500 m3/d of 
septage from collecting vehicles to barges; (iii) upgrading of the existing Manila central sewerage 
system, including the repair of defective pipes and pumping stations and reducing the entry of rain 
water into the system; and (iv) construction of about 10,000 new sewer connections in the West 
Service Area. 

Parts A and B: For each private company, there were the following additional sub-components: 
(i) strengthening of its central laboratory, through the provision of specialized instruments, 
equipment, furniture and materials; (ii) strengthening of its technical capabilities to operate and 
maintain sewerage systems, through the provision of vehicles, machinery and tools; and (iii) 
strengthening of its technical capabilities in construction supervision, development of septage 
treatment experiments, environmental monitoring and preparation of follow-up sewerage projects, 
through the provision of consultants' services. 

The components may also be presented as follows:
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- septage management (comprising the whole process from desludging of septic tanks to disposal) 
(base cost US$11.71 million);
- rehabilitation of the Manila central sewerage system (base cost US$15.69 million);
- rehabilitation of the Ayala sewerage system (base cost US$8.17 million);
- support facilities (laboratory equipment, furniture, materials) (base cost US$6.86 million);
- land lease and acquisitions (base cost US$2.92 million); and
- implementation support (technical assistance) (base cost US$7.59 million). 

3.4 Revised Components:
In October 1999, two revisions were made: (i) the carrying out of trials of disposal of septage at 
sea from the Napindan barge loading station in the East concession to obtain detailed information 
on the conduct of the operation; and (ii) a Part C was added: "Strengthening of MWSS in project 
and financial management as related to the implementation of the Project." This addition followed 
a request by MWSS in June 1999 to include training and seminars for itself and the 
concessionaires for institutional strengthening in procurement, project supervision, and financial 
management. 

In November 2002, among other revisions, the following major changes were introduced: (i) 
under Part A (East), the following was added: "the planning and implementation of sewerage 
projects, including the construction and rehabilitation of community sanitation facilities and final 
disposal of effluent facilities" as well as other rehabilitation works.  In August 2001, MWSS 
requested the inclusion of small-scale sewage treatment plants (STP). The Bank agreed on the 
basis that communal schemes fully met the objective of promoting low-cost technologies in poor 
urban areas.  The inclusion of such a sub-component, estimated at about US$9 million, was made 
possible by the rapid depreciation of the Peso following the Asian Financial Crisis of 1997-98; and 
(ii) under Part B (West), the capacity of the septage treatment plant at Dagat-Dagatan was raised 
to 250 m3/8 hours and the existing Dagat-Dagatan sewer system and treatment plant (that were 
not included in the original project) were to be upgraded, as rehabilitation proved necessary.    

In December 2003, a further revision was made.  Following the termination of trials of disposal of 
septage at sea in June 2002 (see Section 4.2 below), GOP and MWSS proposed to the Bank in 
September 2003 the cessation of sea dumping of septage as part of septage management and 
requested the removal of the construction of the barge loading station at Parañaque in the West 
Concession. The Bank agreed to this request, noting in its amendment letter of October 15, 2003, 
that it was “... the Bank’s understanding that, after a trial period, there [had] been no further sea 
dumping as of June 2002.”   

Note: before proceeding with the other sections, the reader is advised to read Section 10 
"Additional Information" on the context within which the project was implemented.

3.5 Quality at Entry:
Unsatisfactory.  On a six-point scale, this ICR would rate Quality at Entry as marginally 
unsatisfactory. The project was well conceived and consistent with the 1996 Country Assistance 
Strategy (CAS), which had identified the need to upgrade infrastructure, address issues arising 
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from the 1995 Water Crisis Act, and improve the management of human and industrial wastes in 
MM.  Both MWSS and the Bank played an active role in the preparation of the original project, 
MWSS supervising the different studies in a satisfactory manner ensuring compliance with GOP 
standards and regulations. Once the privatization was announced, the role of the Bank diminished 
considerably. After the selection of the concessionaires, MWSS was pro-active in designing a 
framework governing the responsibilities of the different parties and their relationships.  However, 
despite the fact that quality of preparation was satisfactory, the project was not ready for 
implementation at effectiveness in March 1998.  

Despite all precautions taken, GOP, MWSS, and the Bank underestimated up to project start the 
negative perception that disposal of septage at sea could generate among the population of the 
coastal provinces closest to the dumping site. Any consultations with local communities proved 
insufficient to dispel their fears of the impact of sea disposal on health and economic activities. 
This situation, until its termination in June 2002, led to uncertainties, friction, and 
misunderstandings that delayed and disrupted considerably the implementation of the septage 
management component of the Project. It proved to be a major distraction as it required several 
adjustments to the content and scope of the component. All parties, the GOP, the Local 
Governments Units (LGU) concerned, and the Bank bear responsibility in this matter. Had all 
parties been more diligent in their dialogue with the local communities, it is likely that this would 
have provided an opportunity to assess better LGUs’concerns and assuage their fears (see Section 
10 for more details).  

In the same vein, the loan was declared effective in March 1998, on the basis, inter alia, of 
evidence that the ECC had been received by MWSS.  Here again, all parties failed to ensure that 
the conditions defining how DENR expected the ECC to be implemented were fulfilled. 
Specifically, as noted above, the October 1996 ECC mandated the establishment, within 60 days 
of its issuance, of the MMT, the key organ to monitor compliance with environmental guidelines, 
particularly the impact of disposal of septage at sea. In fact, the MMT was not duly constituted 
and hardly functioned as some LGUs did not sign the memorandum of understanding creating the 
MMT until November 2002. The failure to ensure that the MMT was duly constituted and made 
fully operational to carry out its monitoring functions also undermined readiness for 
implementation.  

Finally, all parties underestimated the issues likely to arise from implementation by private 
companies, which naturally have a business approach very different from that of a public entity. 
Despite the framework put in place by MWSS to govern its relationships with the 
concessionaires, several factors undermined readiness for implementation: (i) the concessionaires 
had to translate the project requirements into their structure and organization; (ii) at the time, they 
were more interested in - and preoccupied by - their water operations, by far their major activity, 
especially following the drought caused by El Niño of 1997-98; and (iii) they chose to redesign 
some contract packages drawn in 1995, causing a two-year delay in project start (reflected in very 
low disbursements for the first two to three years of execution). During the two-year period 
between appraisal and effectiveness, the Bank, understandably so, was not a major player, since 
IFC was advising on the privatization. However, once the two concessionaires had been selected 
(February 1997) and the CAs signed (August 1997), it would have been appropriate for the Bank 
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to engage with and advise all parties on the consequences of splitting the project and the 
conditions required to ensure timely start-up and successful implementation.  Here again, it can be 
argued that the primary responsibility rested with MWSS, but there is little doubt that the Bank, 
with its in-depth knowledge of the appraised project, could have offered much advice.  Much 
could have been done by the Bank to ensure a much greater degree of readiness for 
implementation, e.g., on technical aspects, bidding documents, Bank procurement requirements, 
etc. Yet, the files do not show any delving into discussions of the technical implications of a 
divided project. Accepting the project as it had been designed for a single public sector utility was 
mostly a legal formality to meet the CA requirements. 

4.  Achievement of Objective and Outputs

4.1  Outcome/achievement of objective:

Satisfactory. Despite the many negative events that affected the project, objectives were 
achieved. 

1) Reduce pollution of MM waterways and Manila Bay.  As already noted, this objective was 
stated in very broad terms and a small project, compared to the size of MM (10-12 million), 
cannot have a readily measurable impact on pollution in MM waterways and Manila Bay. [1] (See 
very end of Section 4).  One must assume, however, that any improvement in disposal and/or 
treatment of sewage/septage contributes to reducing pollution and therefore achieving the 
project's objectives.  Accordingly, outputs, as discussed below, are the best proxy for evaluating 
environmental and health improvements.

2) Reduce the health hazards associated with human exposure to sewage in MM .  Achievement 
of the objective may be measured by the success of the activities carried out by the 
concessionaires. Table 1 below compares the percentage of population served by sewer/sanitation 
service in 1997 and at closing on June 30, 2005. MWCI shows a strong performance, with the 
percentage rising from 8 percent in 1997 to 15.7 percent in 2005.  It partly reflects the success of 
the community sanitation schemes which serve an additional 200,000 people. MWSI's 
performance was more modest in relative terms, with the percentage reduced in 2005, the 
increase in population with access to water having risen substantially more rapidly than that 
served by sewer/sanitation (about 30 percent against 15 percent). Although the data suggest that 
MWSI was not able to develop its sewer/sanitation service in pace with its water service, it did 
increase the number of people with access to sewer/sanitation service (see Section 10 for a 
different presentation of the results).  Thus, the objective of reducing health hazards was achieved 
by both operators.   
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Table 1. Population with sewer/sanitation service as a percentage of population with water connections
(in thousands)

Dom. Pop. % Dom. Pop. %
sewer deslgd. total served by sewer deslgd. total served by 
conn. sep.tk. water conn. conn. sep.tk. water conn.

East - MWCI 183 0.8 183.8 2,309 8.0 538 230 768 4,892 15.7
West - MWSI 538 0.8 538.8 3,475 15.5 563 58 621 4,524 13.7
Total 721 1.6 722.6 5,784 12.5 1,101 288 1,389 9,416 14.8
Source: MWSS RO and concessionaires.

1997 June 30 2005
Population served by Population served by

note:  Dom. = Domestic

3) Establish a gradual low-cost improvement of sewerage services in MM.  The third objective 
was also achieved.  The increase in the number of desludged septic tanks and the community 
sanitation schemes were successful in expanding service: both technologies were readily adopted 
by the operators and were attractive to most inhabitants for their simplicity and affordability, 
compared to individual connections. The achievement of the third objective was also due to 
progress made in testing the successful disposal of septage, either at environmentally safe sites, 
such as volcanic lahar sites, or through treatment, thereby helping to define the conditions under 
which safe disposal of septage can be planned for the medium to long-term in MM. Obviously, the 
coverage of the whole MM area by low-cost technologies will take years. The Third Manila 
Sewerage Project (MTSP--Loan 7311), approved by the Board in June 2005 and to be 
implemented by MWCI, will contribute to that end.

4.2  Outputs by components:

PART A. (East Concession - MWCI).  Highly Satisfactory. Performance was better than 
required.

Construction of barge loading station at Napindan. (Highly satisfactory).  Disposal at sea was 
to be a temporary solution, as use of the loading station had never been envisaged as permanent. 
The original design of the station was revised by MWCI, which prepared a new one but retained 
the original transfer capacity of 500 m3/day. Construction was highly satisfactory. Completed in 
June 2001, it was used intermittently for trials until June 2002 (about 27,000 m3 were dumped). 
After the Philippines Coast Guard (PCG) refused in August 2002 to issue further permits for 
disposal, trials were interrupted and MWCI started disposal at three volcanic lahar sites (currently 
200 m3/day) in the areas affected by the eruption of Mt. Pinatubo in 2001. The loading station is 
currently used as a parking lot for the vacuum trucks. Full scale dumping was never carried out.

Ayala Sewerage System and Treatment Plant. (Highly satisfactory). Rehabilitation was highly 
satisfactory. Completed in December 2003, the plant treats nearly 40,000 m3/day of sewage 
(against 10 to 25,000 m3 before).  It has consistently complied with DENR effluent standards, 
which justifies the rating.   The network was extended by the installation of 1,500 individual 
connections and some outlying networks were also rehabilitated. 
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Communal Sanitation Projects. (Highly satisfactory).  After inclusion in the project in 
November 2002, 26 community schemes were constructed and one rehabilitated in the Eastern 
service area, benefiting a population of about 200,000. Virtually all communities were willing to 
pay or were already paying the surcharge of 50 percent over the water tariff. Since the 
beneficiaries are connected to a treatment plant, they are listed as having individual connections. 
All systems operate with satisfaction. By the end of the project, this sub-component was one of 
the two largest in terms of investments. 

Support Facilities. (Highly satisfactory).  Support facilities consisted of laboratory instruments 
and glassware, CCTV and sewer maintenance equipment, and vacuum tanker trucks.  All 
contracts were implemented satisfactorily.  MWCI's laboratory is now certified by the Department 
of Health (DOH) and DENR and the company have applied for ISO 17025 accreditation, which 
justifies the rating.  Equipment procured has considerably increased MWCI's operational 
capability in providing wastewater services.  

Implementation Support. (Satisfactory).  Two TA contracts were carried out satisfactorily: one 
for the technical evaluation of the foundations of the communal sewerage projects including the 
preparation of bidding documents; the other for the feasibility study and design of the MTSP.  A 
third contract for an environmental assessment of MTSP was terminated.  MWCI recruited and 
financed another consultant to complete the tasks.

PART B. (West Concession - MWSI).  Satisfactory. 

Construction of barge loading stations at Estero de Vitas and Parañaque. (Moderately 
Satisfactory).  The station at Estero de Vitas with a transfer capacity of 500 m3/day was 
satisfactorily completed in September 2002, but was never used for shipment of septage to sea, 
after PCG refused to issue further permits.  It is currently used as parking for the vacuum trucks. 
The Parañaque station was not constructed as a result of the cessation of disposal at sea.  

Construction of a Septage Treatment Plant and Rehabilitation of the Sewerage Treatment Plant 
at Dagat-Dagatan. (Satisfactory). In 1999, MWSI revised the design of the septage treatment 
plant and decided to rehabilitate/upgrade the existing pump station and sewerage treatment plant. 
Thus, bidding documents were revised to cover both plants. After delays in implementation due to 
procurement problems (see Section 10), the septage plant was completed satisfactorily in early 
2005.  It operates 16 hours/day with a capacity of 250 m3/per 8 hours and serves also as a pilot 
for permanent treatment on a larger scale under the MTSP.  MWSI is also disposing of septage in 
lahar laden areas on an experimental basis. The existing sewerage treatment plant was 
rehabilitated in June 2005 and will satisfy the BOD treatment demands of approximately 60,000 
people.

Rehabilitation of the Manila Central Sewerage System. (Moderately Satisfactory).  This was 
the single largest component of the project, with the bidding documents covering the 
rehabilitation of the network and the installation of 10,000 individual connections.  
Implementation suffered major delays also due to procurement problems (see Section 10).  With 
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respect to the network, the quality of work by the contractor and the supervision consultants was 
very good, justifying a rating of moderately satisfactory, despite the implementation delays. With 
respect to the connections, only 237 were installed, although the surveys conducted prior to June 
2001 had indicated that 12,000-13,000 customers were interested. Following the large tariff 
increases following MWSI's financial difficulties, most potential customers lost interest (see 
Section 10). With the delays in the rehabilitation of the network, it became clear by early 2002 
that this sub-component could not be implemented by the closing date of the loan.  

Support Facilities. (Highly satisfactory).  Support facilities consisted of laboratory instruments 
and glassware, CCTV and sewer maintenance equipment, and vacuum tanker trucks. All contracts 
were implemented satisfactorily. MWSI's laboratory is now certified by DOH, which justifies the 
rating.  Although the company's operational capability has been strengthened in sewer 
maintenance and septage management, its financial difficulties delayed the recruitment of drivers 
to operate the vacuum trucks.   

Implementation Support. (Highly satisfactory).   The rating is based on the good quality of 
construction supervision in the case of the septage/sewerage plants at Dagat-Dagatan (pilot plants 
in the Philippines) and of the rehabilitation of the Manila Central Sewerage System. The 
consultant was instrumental in the satisfactory completion of the construction contracts for the 
rehabilitation of the Manila Central Sewerage System. For instance, because of the difficulty in 
obtaining licenses/permits from the municipalities, the consultant developed a very detailed 
construction strategy.  The consultant also provided relevant information to MWSI during 
supervision and advised them on many technical decisions. Overall, the contract was implemented 
very satisfactorily. 

PART C. Strengthening of MWSS.  Not rated.  MWSS did not use any service for lack of 
available funding.

4.3  Net Present Value/Economic rate of return:

The 1996 appraisal report noted that most project benefits (abatement of fecal contamination and 
improvement in public health) were not easily quantifiable and that a cost-benefit analysis could 
only be calculated for the sewer connection component, for which an EIRR of 10 percent was 
calculated. Thus, the project as a whole was justified based on a least-cost analysis. The 
November 1997 restructuring mission indicated that the splitting of the project between the two 
concessionaires had no impact on its economic justification. The changes in content and scope of 
the project following the different changes introduced in its components make any comparison in 
justification virtually impossible. 

The economic benefits of the final project include health and environmental benefits, an increase in 
the value of land regenerated through application of septage, and technology transfer measured in 
terms of increase in productivity due to skills training.  The EIRRs were calculated separately for 
each concession area, 9.29 percent and 7 percent for MWCI and MWSI, respectively. The overall 
economic evaluation shows a positive EIRR of 8.13 percent.  A risk analysis undertaken to assess 
the sensitivity of the return to increases in costs and decreases in benefits still shows a positive 
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EIRR for the project. Attribution of benefits is as follows: health 33 percent; environment 64 
percent; lahar reclamation and technology transfer 3 percent. 

4.4  Financial rate of return:

The FIRRs were calculated for each service area, at 2 percent for MWCI, and -9 percent for 
MWSI, as a result of the high investment cost.  The results of the base case put the FIRR at -7 
percent and the sensitivity analysis indicates that the overall project is not financially viable when 
based only on sewerage fees.  However, the CAs between MWSS and the concessionaires allow 
them to recover all prudently incurred costs related to the project through the rate rebasing 
mechanism. The project, therefore, becomes financially viable as long as the resulting tariff 
adjustments remain acceptable to the customers.

4.5  Institutional development impact:

For the project as a whole: Substantial. 

MWCI: High. The company created a Wastewater Department that is well staffed, organized and 
motivated. The specific institutional impacts are the following: (i) the ability to develop and 
maintain the standard technologies in sewage/septage collection and treatment in MM; (ii) the 
capacity to develop low-cost technologies in densely populated, low-income communities; (iii) the 
capacity to provide high quality wastewater services; and (iv) the capacity to undertake quality, 
reliable testing in its laboratories. The high standards achieved shore up MWCI's implementation 
of the US$84 million equivalent MTSP in its service area.    
 
MWSI: Substantial. Capacity building was hampered by two factors: (i) MWSI' service area, 
which includes downtown Manila, is much more complex and the facilities are old, making service 
and management much more difficult; and (ii) the financial difficulties encountered in 2000-01 
negatively affected the company's operations.  Nevertheless, MWSI has improved its capacity to 
manage and maintain sewerage projects, particularly septage collection and treatment (a valuable 
source of information and experience to be used in the MTSP). It has also developed a good 
knowledge of the issues associated with the installation of individual connections, an experience 
on which it will likely build in the future. It has also acquired the capacity to run high quality 
laboratories.   

MWSS: Modest.  As a result of its exposure to low-cost communal schemes, MWSS has 
changed its development strategy for the development of sewerage/sanitation in MM.  This is a 
major achievement. Another positive impact was MWSS' support for the disposal of septage in 
the lahar areas, also an innovation under the project. However, in various operational matters, the 
impact was limited: (i) in procurement, MWSS did not seize the opportunity to streamline its 
procedures (notably by reducing the number of steps in evaluating bids and reviewing the level of 
authority to approve contracts) as recommended by a study financed by the Bank under this 
project; (ii) although MWSS had requested the inclusion of Part C for institutional strengthening, 
the National Economic Development Authority (NEDA) did not support the reallocation of funds 
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for that purpose; however, MWSS recruited a consultant through its own funds; and (iii) the RO 
was slow in engaging with the two companies to arrive at a consensus on the methodology for 
monitoring their performance with respect to the services related to the Project. 
__________________________________________
[1] Data on environment and health conditions in MM are fragmentary. The only data available on the level of pollution in 
waterways are those of BOD and demand for Oxygen (DO) levels recorded at nine monitoring stations along the Pasig river 
system, the main waterway of MM linking Manila Bay with Laguna de Bay.  From 1999 to 2004, the average BOD level 
increased from 6.83 to 10.52 mg/L and the average DO level decreased from 3.64 to 3.25 mg/L, both measures indicating an 
increase in pollution.  On the other hand, the number of cases of diarrhea reported in 8 cities of MM decreased from 41,174 in 
1997 to 25,641 in 2003.

5. Major Factors Affecting Implementation and Outcome

5.1 Factors outside the control of government or implementing agency:

Several factors influenced implementation negatively. First, the drought caused by El Niño in 
1997-98 led to a sharp drop in water available to the concessionaires, with consequences on their 
water operations and revenues. MWSI was particularly affected because it had to construct 
additional facilities to treat water discoloration due to the low water elevation in reservoirs.  It 
also distracted the concessionaires from their sewerage/sanitation activities.  

Second, at the same time, the sharp depreciation of the Peso following the Asian financial crisis 
had a dramatic impact on MWSI, which had assumed 90 percent of MWSS' past debt service 
obligations, mostly in hard currencies.  This led the company to suspend concession and 
regulatory payments to MWSS in March 2001 invoking "force majeure" under its CA.  Despite 
the fact that the matter was largely resolved by early 2002, it triggered a cascade of negative 
consequences for project implementation, such as delays in procurement and contract awards and 
negative reactions from consumers to increases in tariffs (and of the surcharge) made necessary to 
redress MWSI financial position. 

Third, the lack of transparency and coordination among government agencies regarding the 
environmental impact of disposal of septage at sea led an NGO from the province of Zambales to 
lodge a complaint with the Bank's Inspection Panel in September 2003.  During the period 
between the end of trials and the recourse to the Panel, a climate of uncertainty persisted.  

A positive factor was the role played by the Bank in demonstrating the benefits of communal 
schemes.  The Bank arranged for officials of MWSS and the concessionaires to visit such 
schemes in Brazil and Bolivia, after which the community sanitation component was included into 
the project. This was one of the most successful components of the project likely to have a 
powerful demonstration effect on other projects in the sub-sector.

5.2 Factors generally subject to government control:

GOP played an important role at two critical moments.  First, the Presidency mitigated the 
negative impact of El Niño by facilitating the allocation of larger budgets to MWSS to finance 
the acquisition of tankers and the drilling of additional wells in the MM area.  Second, the 
Department of Finance (DOF) strongly supported MWSS in its decision to assume the financial 

- 11 -



obligations of MWSI after the latter had ceased payment of its concession fees, and facilitated its 
access to temporary commercial borrowing.  It continues to play a major role in the ongoing 
financial restructuring of MWSI.  

On the other hand, DENR failed to build a consensus on the mandate of the MMT and 
showed no leadership in organizing and controlling its work. It could have elicited the support of 
the Department of Local Government to facilitate the participation of LGUs in the MMT.  The 
latter was in fact a failure: its membership was never properly constituted and it did not carry out 
the monitoring visits as required by the EEC. Rather, it was a source of frictions and 
misunderstandings and proved to be a negative factor for project implementation by maintaining a 
climate of uncertainty.[1] 

Finally, the difficulty of obtaining the necessary excavation and/or construction permits from 
municipal authorities, especially in downtown MM, proved to be a constant source of frustration 
for MWSS and the concessionaires (see Section 10 for details). 

5.3 Factors generally subject to implementing agency control:

MWSS showed determination to bring the project to success by consistently providing support 
to the concessionaires and demonstrating flexibility and willingness to adopt new technologies.  It 
played a crucial role in assuming MWSI's financial obligations, a decision that ensured continuity, 
albeit with delays, in implementation.  However, MWSS' procurement procedures had a 
negative impact on implementation.  They are unduly slow and heavy, involving three levels of 
review: (i) a technical evaluation group by the concessionaire; (ii) the Bidding and Award 
Committee (BAC) of MWSS, responsible for the technical and financial evaluation of bids within 
MWSS; and (iii) MWSS board which approves the BAC recommendation, making the final 
determination.  Despite the recommendations of supervision missions to review its procedures, 
MWSS chose not to adopt measures to streamline them, as recommended by an expert. This state 
of affairs was responsible for major delays in the award of two large contracts (see Section 10 for 
details). Also, MWSS was late in taking the decision to strengthen its financial management.  
Finally, its RO was not diligent in attempting to arrive at a consensus with the concessionaires on 
the methodology for monitoring their performance in the services related to the Project. Generally 
speaking, MWSS seized opportunities to influence sector policies and took major decisions 
affecting the project's broad outcome, but failed to tackle the day-to-day inefficiencies in its 
operations.     

MWCI demonstrated a capacity for innovation by readily adopting the community sanitation 
concept and to develop the lahar alternative for septage disposal.  In so doing, it influenced the 
project in a very positive way.  It was also able to integrate its staff into a well organized structure 
and to motivate it to acquire the knowledge required to manage sewerage/sanitation projects with 
efficacy, effectiveness, and discipline.  Its procurement technical group proved effective and 
decisive in its dialogue with the BAC.  

MWSI’s performance was less satisfactory in these respects, although it attempted to make the 
best out of very difficult financial circumstances.  However, the company certainly learned 
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considerably from the project but faces the challenge of translating those lessons into its 
organization and day-to-day operations.

5.4 Costs and financing:

The total cost of the project was US$48.06 million against an estimate of US$63 million at 
restructuring.  Due to the depreciation of the Peso against the US dollar, and despite the inclusion 
of additional sub-components, MWSS and GOP requested in January 2003 a cancellation of 
US$11.9 million of the loan from US$48 to US$36.1 million. At closing, disbursements stood at 
US$35.1 million (US$17.4 million for MWCI component and US$17.6 million for MWSI 
component).  Because of the delays affecting some major contracts and the difficulties in 
obtaining permits from municipal authorities, the closing date was extended from June 30, 2003 
to December 31, 2004, and again to June 30, 2005.
___________________________________________________
[1] The EEC had also provided for the establishment of an Environmental Guarantee Fund (EGF) and of an Environmental 
Monitoring Fund (EMF). The EGF, in the amount of PhP1 million, is a fund for the indemnification of possible damages that 
may be caused by the project and for immediate rehabilitation of and/or restoration of affected ecosystems.  The EMF, in the 
amount of PhP50,000, is to cover expenses of environmental monitoring, surveillance activities and other related expenses.  
Both were set up as joint venture accounts between MWCI and MWSI in September 2004, but had not been used as of June 
2005.

6.  Sustainability

6.1 Rationale for sustainability rating:

The sustainability of the project is rated likely. 

Part A: Highly likely.  The benefits in terms of reduction in pollution of MM waterways and of 
Manila Bay and exposure to health hazards, although not quantifiable, are likely to be sustainable 
because MWCI has developed the capability of operating and maintaining the facilities 
constructed or rehabilitated under the project. Also, it has the capacity to continue providing 
satisfactory services to its clients. The new technologies should allow for rapid expansion of 
operations to new areas, creating economies of scale with benefits to the consumer, let alone 
reaching a larger population. MWCI showed profits the second year of its concession. The 
financial sustainability of all components under Part A is very promising provided tariffs remain 
appropriate. 

Part B: Likely.  The environmental and health benefits are likely to be sustained because MWSI 
has the capacity to continue its operations and to maintain its equipment, provided its financial 
restructuring is successful.  However, the difficulties encountered in implementing the sewer 
connection program prevented about 50,000-60,000 people from benefiting from access to 
environmentally sustainable sanitation service.  It also prevented MWSI from testing the quality of 
services to new customers to be connected to the network.  It is not clear whether the company 
has the human and financial resources to make progress in this area.  However, it is expected that 
the Government will seek Bank support for a project that will lead to the development of a 
program of individual connections in downtown MM. 
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Part C: Is not rated.  The component was not implemented.

6.2 Transition arrangement to regular operations:

The sewerage activities of the two companies are very small compared to their total activities. 
Therefore, transition to regular operations is assured if the companies remain profitable. By 
creating a Wastewater Department, MWCI has integrated successfully its sewerage/sanitation 
activities into its overall operations and is well equipped to expand services.  Its performance will 
continue to be monitored on the basis of indicators under the MTSP.  Similarly, MWSI has built 
the capacity to move to regular operations. Provided its financial situation improves, it could 
undertake an expansion program based on low-cost technologies, but it is not certain it could 
embark soon on a large individual connections program requiring substantial investments.  The 
monitoring of MWSI's performance is expected to be carried out through a future Bank project 
being proposed by the Government.

7. Bank and Borrower Performance

Bank
7.1 Lending:

Unsatisfactory.  As noted above, the Bank played an active and constructive role in the 
preparation of the original project, but did not provide adequate staff and advice during the 
privatization period. Similarly, after the November 1997 restructuring mission, it could have 
provided useful technical expertise to ensure readiness for implementation by the two private 
operators. A source of misunderstandings and uncertainties throughout execution was the 
adoption in the LA of the performance indicators applicable to the concessionaires in their CA, 
without readjusting them taking into account the size of the project, compared to the service areas 
of the operators. 

7.2 Supervision:

Satisfactory.  For more than two years after effectiveness in March 1998, supervision was not 
sufficiently intensive, given the need to guide the private operators in carrying out investments 
largely on the basis of Bank practices, with which they were unfamiliar. It was only in early 2001 
that more resources were allocated to supervision from HQ, with support from the Bank playing a 
critical role in several areas (technical quality; procurement; community sanitation; and 
consultations with the communities potentially affected by the disposal of septage at sea).  The 
new team remained in charge until closing, a decision which proved to be a key factor in 
resolutely tackling the many shortcomings from project start and in bringing consistency in 
approach.  When serious problems arose (suspension of payments by MWSI; excessive delays in 
procurement; disposal of septage at sea), the Bank maintained its focus on the priority measures 
to achieve the project objectives.  When it became clear that the financial difficulties of MWSI 
could jeopardize MWSS' financial health, the Bank was prompt in launching a detailed analysis of 
MWSS' finances and in fielding several financial management missions.  Finally, the Bank team 
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cooperated fully with the Inspection Panel in its enquiry.

7.3 Overall Bank performance:

Satisfactory.  In the face of extremely adverse conditions, the Bank together with MWSS 
managed to turn the project around by gaining a clear understanding of the problems, developing 
a comprehensive strategy to achieve objectives, and mobilizing resources accordingly.  The Bank 
became extensively involved in two key areas, procurement and environment, although it met with 
little motivation on the part of DENR and the other agencies responsible for monitoring the 
impact of the project on the environment. Finally, it played a key role in demonstrating the 
benefits of community sanitation projects, the single most positive factor in turning the project 
around. The successful completion of this component has established a solid basis for the 
long-term improvement in sewer/sanitation services in MM, a stated objective of the project.

Borrower
7.4 Preparation:

Satisfactory.  MWSS was very active in managing and supervising the preparation phase in 
accordance with GOP's sector priorities.  During the privatization period, it successfully 
established a framework governing its relations with the concessionaires, namely by entering into 
Agreements on the Supervision of Existing Projects covering all ongoing projects, in addition to 
the SPAs specific to the Bank-financed project. Under these agreements, responsibility for 
implementation, including environmental requirements, was transferred to the concessionaires, 
while MWSS remained responsible for supervising compliance with loan covenants and GOP's 
regulations and procedures.  However, despite a positive role during preparation and the initial 
phase of privatization, the Project Management Office of MWSS could, together with the Bank, 
have played a much more active role in helping the concessionaires to get ready to undertake 
investments largely governed by Bank practices and procedures, particularly regarding 
redesigning bidding documents and meeting procurement guidelines.  The RO could also have 
played a more active role in these matters but, at the time, it was mainly absorbed by the water 
activities of the operators.

7.5 Government implementation performance:

Satisfactory.  The performance of GOP was mixed.  DOF played a very positive - and critical - 
role in times of crisis, as noted above. NEDA supported MWSS in the different changes to the 
project content, notably the inclusion of communal schemes, although with delay at times.   
However, as noted also, GOP's performance was unsatisfactory in the area of septage disposal 
and environmental monitoring in general, where DENR did not show leadership and made no 
special effort to assuage LGUs’concerns and obtain their cooperation.  Although not directly 
involved in project execution, some municipal governments had unexpected negative impacts by 
delaying or denying the issuance of permits for excavation and construction, notably in the case of 
the individual sewer connections component managed by MWSI. These reactions, not anticipated 
at appraisal or even during the early phases of implementation, caused major delays in the 
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implementation of some components. In that connection, the Department of Public Works could 
have played a positive role in obtaining the support of the Metro Manila Development Agency 
(MMDA).  On balance however, GOP's performance is satisfactory.

7.6 Implementing Agency:

MWSS:  Satisfactory. Performance was mixed.  MWSS played an important role in three areas, 
as already noted:  adopting a new development strategy based on low-cost communal schemes; 
supporting new technologies for the disposal of septage; and shouldering the debt obligations and 
ordinary budget expenditures of MWSI.  These were important achievements.  It also played a 
constructive role as an effective intermediary between the concessionaires, the Bank, and the 
different oversight agencies of GOP, except with DENR on environmental monitoring.  But, its 
performance was unsatisfactory in other areas: its procurement procedures are overly slow, 
complicated and burdensome; its financial management is weak; and until recently, its RO has 
been slow to engage in a dialogue with the concessionaires on the methodology for monitoring 
their performance - it was only in August 2005 that the parties arrived at an agreement on the 
data to be used to measure performance over the period of the project.  

MWCI: Highly satisfactory.  After the first year of operation (during which it was not 
profitable), MWCI achieved a very good level of performance: it established its Wastewater 
Department in a professional way; it developed a strategy for improving sewer/sanitation services 
in its area; it conducted successful campaigns among low-income communities to adopt 
innovative sanitation schemes, thereby gaining valuable experience on consumer preferences; and 
it demonstrated a solid capacity to operate and maintain its assets in an effective manner.  Many 
of these achievements were due to a management willing to seize opportunities to learn and to 
experiment.  Finally, it displayed a pro-active attitude in complying with its obligations under its 
CA and was an active advocate of a cleaner environment.

MWSI: Satisfactory.  MWSI was able to overcome most of the shortcomings present in the early 
phases of project execution and make up for lost time: the septage management and the Manila 
central sewerage components were completed in a timely fashion once the procurement problems 
were resolved and the contracts signed.  The responsibilities for the non-execution of the sewer 
connections component lie with different entities: (i) MWSI’s financial difficulties led to a 
substantial increase in the water tariffs and therefore in the sewer surcharge, thereby drastically 
reducing the number of customers willing to connect, compared to the expressions of interest 
conveyed at the time of the surveys; and (ii) the delays, procrastinations, or inaction of the 
municipalities in issuing the excavation permits. However, there were shortcomings also. MWSI 
was partly responsible for delays in the award of important contracts because of its insufficient 
technical preparation giving rise to numerous variation orders.  Also, it was weak in project 
management and administration, specifically in the preparation and review of detailed design, cost 
estimates, and control.  Resolution of project issues was weak, and, on several occasions, MWSS 
had to intervene as mediator, a source of irritation and conflict for the MWSS board, which 
understandably questioned the non-adherence to procedures and best practices.
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7.7 Overall Borrower performance:

Satisfactory.  Despite adverse external factors, the challenge of the privatization process, and the 
daunting task of improving MM environment, the borrower managed to complete all project 
components, except for the sewer connections program, and to achieve a satisfactory outcome.  
However, without the support and advice of the Bank on the direction imparted to sector policies, 
it is unlikely that the same results would have been achieved.  A key determinant of success - 
however relative - has been the readiness of all parties to learn, to adapt, and to do things in an 
innovative way.

8. Lessons Learned

Lessons of general applicability 
Community sanitation projects can be successful in low-income communities, provided that 
dissemination campaigns are carefully conducted and the benefits well explained.

Dialogue with government, borrower, and operating entities is not enough particularly when the 
local population or local government units are likely to be affected by project activities.  If their 
cooperation is needed for successful implementation, their agreement and commitment must be 
firmly secured beforehand. The issues of disposal of septage at sea and excavation permits in this 
project highlight the critical importance of human perception and cooperation from local 
governments. 

In the context of operations carried out by private companies, particular attention should be paid 
to: (i) dialoguing with operators to ensure their ownership; (ii) reaching agreement with all parties 
on well-defined performance indicators and monitoring systems; (iii) ensuring that the operators' 
role in the project is fully compatible with and integrated into their business plans; and (iv) the 
possibility of entrusting procurement to private operators, provided it is in accordance with Bank 
guidelines.   

Lessons for GOP

GOP may consider reviewing the institutional set-up and role of MWSS, now that its operations 
are privatized.  The objectives should be to improve sector performance in terms of asset 
protection, efficacy, efficiency, financial sustainability, and quality of service to consumers.  As 
part of such a review, consideration may be given to creating a fully independent regulatory 
authority, on the model of the power sector. 

Lessons for MWSS

MWSS may consider: 

(i) reviewing its procurement procedures, notably the present three-layer structure of review and 
approval; 
(ii) improving the transparency and disclosure of the information collected through the monitoring 
of its sewerage activities; and 
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(iii) reviewing the relationships between its RO and the concessionaires with a view to ensuring a 
common definition of performance indicators, providing regular feedback, and promoting 
openness, accountability, and transparency.  Performance of the concessionaires should be 
disclosed to the public.

Lessons for GOP and MWSS

GOP and MWSS may consider using an independent entity for environmental audits and 
monitoring of the impact of sewerage/sanitation projects financed by the donor community in the 
greater MM area and the two bays.  

GOP and MWSS, in consultation with the concessionaires, need to review urgently the level and 
structure of the sewerage and sanitation surcharges to create the most appropriate incentives for 
connecting to the sewer systems in the MM area.

Lessons for the concessionaires

Both concessionaires may consider: 

(i) strengthening their technical and planning capacity; 
(ii) improving the transparency and disclosure of information collected through their monitoring 
system; and 
(iii) reviewing the concept of proprietary data, since they provide public services.

9. Partner Comments

(a) Borrower/implementing agency:
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(b) Cofinanciers:

(c) Other partners (NGOs/private sector):

10. Additional Information

Context within which the Project was Implemented

Two external factors had a serious negative impact on implementation. 

First, the drought caused by El Niño in 1997-98 led to a sharp drop of about 35 percent in water 
available to the concessionaires, just when they had begun to operate. This considerably reduced 
their revenues while they had to incur extra expenses to mitigate the adverse impact of the 
drought.  MWSI was more affected because it had to construct additional facilities to treat water 
discoloration due to low water elevation in reservoirs.  

Second, at about the same time, the major depreciation of the Peso following the Asian Financial 
Crisis of 1997-98 (from Peso 25/US$ at appraisal, to 35 at restructuring, and to about 55 in 2005) 
had a particularly negative impact on MWSI.  The latter had assumed 90 percent of MWSS' past 
debt service obligations since its service area covers the municipalities of MM where most 
investments had been made.  Since most of the debt was in hard currencies, this had a dramatic 
impact on the financial situation of the company.  On March 8, 2001, MWSI suspended 
concession and regulatory payments to MWSS invoking "force majeure" under its CA.  It 
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immediately obtained a court order temporarily restraining MWSS from calling the performance 
bond and petitioned for an automatic tariff adjustment for foreign exchange fluctuations.  Upon 
receiving the notice of "force majeure", MWSS was forced to use its outstanding cash balances to 
honor outstanding debt service obligations.  However, with a limited revenue base, except for the 
concession fees, it had to take out short-term loans to cover its cash shortfall until MWSI's 
financial problems could be solved.  In May 2001, the MWSS board temporarily deferred all 
procurement and award of contracts until MWSI settled its obligations.  With these 
developments, the relations between MWSS and MWSI became increasingly tense and dialogue 
was conducted through attorneys.

The crisis was immediately brought to the attention of the Cabinet, on March 13, 2001. The 
President directed that a solution be found within the framework of the CA. However, it took 
several months to formulate practical modalities for a solution that would protect MWSI from the 
impact of wide currency fluctuations.  In October, the MWSS board adopted a resolution 
providing for an amendment to MWSI' s CA incorporating three separate water tariff adjustment 
mechanisms to recover past, current, and future FOREX losses. A similar resolution was adopted 
for MWCI.  The resolution applicable to MWSI imposed upon it the obligation to withdraw its 
legal case.  In addition, both resolutions confirmed MWSS' option under the CAs to implement a 
general Rate Rebasing (i.e., a 5-year review of tariffs as provided by the CAs) on January 1, 2003.  
As a result of the tariff adjustments decided in October 2001, MWSI's and MWCI' s average 
water tariff was raised by 117 percent and 96 percent, respectively, between October 2001 and 
January 2002, (excluding the 10 percent surcharge for environment and the 50 percent surcharge 
for consumers connected to a sewer line).  In January 2002, the ban on procurement by MWSI 
was lifted.  

Despite the fact that the immediate crisis was resolved by early 2002, it triggered a cascade of 
negative consequences for project implementation, let alone uncertainties about its completion, as 
the financial situation of MWSI and of MWSS remained precarious.  It led to inevitable delays in 
procurement and contract awards for MWSI components, while the potential customers of central 
Manila identified by MWSI as willing to connect to a sewer were discouraged from doing so as a 
result of the large tariff increase. The sub-component was hardly implemented.        

Disposal of Septage at Sea and Recourse to the Bank's Inspection Panel

The original project provided for septage to be collected from septic tanks by tanker trucks and 
brought to barging stations where it was to be transshipped and dumped at a site about 61 km 
west of the island of Corregidor and 49 km southwest of the province of Zambales. The site was 
selected on the basis of elaborate scientific and technical studies that demonstrated that the 
environmental risks were virtually nil. The studies also set out strict conditions for disposal. The 
related economic studies demonstrated that disposal at sea was clearly the least-cost solution. On 
the basis of the environmental studies for the project as a whole and of the above studies for 
disposal at sea, the Department of Environment and Natural Resources (DENR) issued an 
Environment Compliance Certificate (ECC) in October 1996 for the project.  

The ECC specified the conditions for its entry into force and defined how DENR expected the 
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ECC to be applied. Among the 19 conditions listed, one was the establishment, within 60 days of 
issuance, of a Multi-partite Monitoring Team (MMT) composed of representatives of the different 
government departments and agencies concerned and of the Local Government Units (LGU) 
covering the coastal municipalities of Bataan, Zambales, and Cavite (which were the closest to the 
dumping site). MMT's mandate was to monitor the environmental impact of the project, including 
sea disposal, on a monthly and annual basis based on different parameters, such as water quality 
and environmental impact, with quarterly and annual reporting to DENR. The ECC also 
envisaged the creation by MWSS of an Environmental Guarantee Fund (EGF) through a 
Memorandum of Agreement (MOA) to cover the cost of monitoring and 
compensation/rehabilitation for damages by the project.

The Bank required that receipt of the ECC by MWSS be a condition of loan effectiveness which 
was declared in March 1998.  However, the MMT was not set up within the 60 day period and its 
status remained questionable since, as late as November 2002, some LGUs from the coastal 
provinces had not signed the MOA creating the MMT.  MMT's meetings were irregular and 
inconclusive, with members present debating its status and mandate.  Regular monitoring visits to 
the dumping site and reporting did not take place as envisaged.  Also, the EGF was not set up by 
MWSS until September 2004 and in fact was never used. 

The first barge loading station was completed in June 2001 at Napindan in MWCI's concession 
area. It was used intermittently for trials of disposal of septage at sea between April 2001 and 
June 2002.  After this date, MWCI was not able to conduct other trials because of the continuous 
uncertainties raised by the inconclusive meetings of the MMT and the objections raised by the 
costal provinces.  In August 2002, the Philippines Coast Guard (PCG) (required to accompany 
barges to the dumping site) refused to issue further permits as provided by the ECC in response to 
the reactions of the populations of the coastal provinces, and disposal at sea was abandoned 
altogether (since then, MWCI has hauled septage to three volcanic lahar sites in the area of the 
Pinatubo volcano). 

However, lack of transparency and information on the results of the trials and the uncertainty as 
to whether disposal would be undertaken full scale after the monsoon season of 2002 
(July-September) led an NGO from Zambales to seek, over several months, information from 
MWSS on the environmental impact of the trials.  Unable to obtain satisfaction with MWSS or 
other sources, the NGO filed a complaint with the Bank Inspection Panel in September 2003 
based on a claim that disposal at sea had an adverse impact on the economy and life of the 
inhabitants of the province.  After receiving a response from Bank management in October, the 
Panel Chairperson visited the Philippines and met all the stakeholders.  In its decision of 
November 2003, the Panel concluded that the request by the NGO had failed to meet one 
eligibility criterion, i.e., that the subject matter be brought first to the attention of Bank's 
Management.  The decision also stated that the NGO had not made the case that the Bank had 
failed to demonstrate that it (i.e., the Bank) had followed its own policies and procedures. 
Accordingly, the Panel could not recommend to the Executive Directors that a full investigation 
be undertaken.  

Achievement of Objectives on the Basis of the Performance Indicators  
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Achievement of objectives can be presented with reference to the performance indicators included 
in the LA after restructuring (dated March 17, 1998).  The LA contained a requirement that the 
concessionaires reach coverage targets on specified dates (2001, 2003, and 2005).  The target 
was defined as the population with sewer connections or septic tanks cleaned as a percentage of 
the population with connection to the water system in the service area. At the time, the indicators 
were transferred without change from the CAs, and without taking account of the size of the 
project, a fraction of the entire service area of each concessionaire.  The indicators were therefore 
revised in October 2003 to be more realistic. The table below shows the progression in service by 
each concessionaire over the period 2001-2005.      

Table 2. Performance indicators as per amendment to the Loan Agreement, dated Dec. 10, 2003 
Population with sewer connections or septic tanks cleaned as a % of total population in service area 
connected to the water system at the time of the target

06/30/2005
Target Actual Target Actual Target Actual Actual

East - MWCI
Population with sewer conn. 3.0 10.0 3.0 8.3 8.0 11.0
Population with septic tanks cleaned < 1.00 0.7 2.0 4.2 4.0 4.7
West - MWSI
Population with sewer conn. 11.0 14.5 11.0 13.2 12.0 12.4
Population with septic tanks cleaned < 1.00 1.9 2.0 3.3 6.0 1.3
Source: MWSS RO and concessionaires.

End 2001 End 2003 End 2005

Procurement 

In the case of the Dagat-Dagatan septage/sewerage treatment plants, after the ban on 
procurement activities by MWSI had been lifted (see above) and bids received in May 2002, a 
dispute arose between the three review levels within MWSS (concessionaire technical group; 
MWSS BAC; and MWSS Board) involved in the evaluation process.  The delay in taking a 
decision was compounded by a complaint from one of the bidders and by MWSI's lack of 
flexibility in negotiations and reluctance (and financial inability) to assume additional costs if 
necessary.  The MWSS did not endorse BAC's recommendations until September 2003.  In total, 
the delay was about 2.5 years.  

In the case of the rehabilitation of the Central Manila network, the bidding documents, prepared 
in 1993-94 were not updated by MWSI, which gave rise to numerous variation orders, each 
involving discussions between the three levels.  More importantly, a dispute arose between the 
Bank and MWSS with respect to the sole bid considered responsive, but which was substantially 
higher than MWSI's estimate. Since, under GOP's procurement procedures, bids cannot be 
accepted if the price offered is substantially higher than the Approved Agency Estimate (AAE), 
MWSS BAC rejected the bid in March 2000.  However, under Bank's guidelines, the bid could 
not be rejected without prior Bank concurrence.  The Bank pointed out that costs of rehabilitation 
works were very difficult to estimate and, moreover, that appraisal estimates were indeed much 
higher than those of MWSI; thus, the Bank refused to give its no objection to rebidding. The 
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consultants advising MWSI recognized that their estimate had not included the costs of several 
items and, after re-evaluation, revised their estimate upwards.  MWSS board finally approved the 
bid in December 2000.  After further delay following the declaration of "force majeure" by 
MWSI, the notice to proceed was finally issued in October 2001 to the lone bidder.
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Annex 1. Key Performance Indicators/Log Frame Matrix

Outcome / Impact Indicators:

Indicator/Matrix
 

Projected in last PSR
1

Actual/Latest Estimate
 

Population with sewer connection as % of 
population with water connection:

MWCI:
by 2001: 3 %
by 2003: 3 %
by 2005: 8 %

MWSI:
by 2001: 11 %
by 2003: 11 %
by 2005: 12 %

Population with septic tanks cleaned as % of 
population with water connection:

MWCI:
by 2001: < 1 %
by 2003: 2  %
by 2005: 4 %

MWSI:
by 2001: < 1 %
by 2003: 2  %
by 2005: 4  % 

10.0 %
  8.3 %
11.0 %  (6/30/05)

14.5 %
13.2 %
12.4 % (6/30/05)

0.7 %
4.2 %
4.7 % (6/30/05)

1.9 %
3.3 %
1.3 % (6/30/05)

Note: In October 2003, the Bank and MWSS 
agreed to change the definition of 
performance indicators; as a result, final data 
are not comparable to the original indicators 
as stated in the March 1998 LA.  The present 
table reflects the new indicators and the new 
actuals.
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Output Indicators:

Indicator/Matrix
 

Projected in last PSR
1

Actual/Latest Estimate
 

MWCI 
Amount of septage safely disposed (m3/d)
by 2001:        0
by 2003:    200
by 2005:    200

At least 10% annual decrease in complaints 
and response time.
 

100
200
200

Zero backlog in complaints and response 
time within 3 to 5 days of complaint

MWSI
Amount of septage safely disposed (m3/d):
by 2001:      21
by 2003:    221
by 2005:   400

At least 10% annual decrease in complaints 
and response time

  74
181
500

Resolution of complaints within 3-5 days.

1
 End of project
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Annex 2. Project Costs and Financing

Project Cost by Component (in US$ million equivalent)
Appraisal
Estimate

Actual/Latest 
Estimate

Percentage of 
Appraisal

Component US$ million US$ million

Septage management 
11.71 5.15 43.99

Rehabilitation Central System 15.69 10.58 67.77
Rehabilitation Ayala System 8.17 7.22 88.36
Community Sanitation Project 10.95
Support facilities (goods/materials) 6.86 11.45 166.98
Land lease and acquisitions 2.92
Implementation support 7.59 2.71 34.21

Total Baseline Cost 52.94 48.06
  Physical Contingencies 2.65
  Price Contingencies 7.41

Total Project Costs 63.00 48.06
Total Financing Required 63.00       48.06

Project Costs by Procurement Arrangements (Appraisal Estimate) (US$ million equivalent)

Expenditure Category ICB
Procurement

 

NCB 
Method

1

Other
2 N.B.F. Total Cost

1.  Works 41.26 1.53 0.00 0.00 42.79
(30.58) (1.11) (0.00) (0.00) (31.69)

2.  Goods 6.00 1.51 0.00 0.00 7.51
(6.00) (0.98) (0.00) (0.00) (6.98)

3.  Services 0.00 0.00 9.33 0.00 9.33
(0.00) (0.00) (9.33) (0.00) (9.33)

4. Land acquisitions 0.00 0.00 0.00 3.37 3.37
(0.00) (0.00) (0.00) (0.00) (0.00)

     Total 47.26 3.04 9.33 3.37 63.00
(36.58) (2.09) (9.33) (0.00) (48.00)
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Project Costs by Procurement Arrangements (Actual/Latest Estimate) (US$ million equivalent)

Expenditure Category ICB
Procurement

 

NCB 
Method

1

Other
2 N.B.F. Total Cost

1.  Works 29.59 4.31 0.00 0.00 33.90
(21.61) (2.60) (0.00) (0.00) (24.21)

2.  Goods 5.90 4.28 1.27 0.00 11.45
(5.74) (1.30) (1.16) (0.00) (8.20)

3.  Services 0.93 0.09 1.69 0.00 2.71
(0.88) (0.08) (1.69) (0.00) (2.65)

4. Land acquisitions 0.00 0.00 0.00 0.00 0.00
(0.00) (0.00) (0.00) (0.00) (0.00)

     Total 36.42 8.68 2.96 0.00 48.06
(28.23) (3.98) (2.85) (0.00) (35.06)

1/ Figures in parenthesis are the amounts to be financed by the Bank Loan.  All costs include contingencies.
2/ Includes civil works and goods to be procured through national shopping, consulting services, services of contracted staff 

of the project management office, training, technical assistance services, and incremental operating costs related to (i) 
managing the project, and (ii) re-lending project funds to local government units.

Project Financing by Component (in US$ million equivalent)

Component Appraisal Estimate Actual/Latest Estimate
Percentage of Appraisal

Bank Govt. CoF. Bank Govt. CoF. Bank Govt. CoF.
Septage management 11.22 2.63 13.85 3.47 1.68 5.15 30.9 63.9 37.2
Rehabilitation Central 
system

13.80 4.66 18.46 7.43 3.15 10.58 53.8 67.6 57.3

Rehabilitation Ayala 
system

6.30 3.48 9.78 5.07 2.15 7.22 80.5 61.8 73.8

Community Sanitation 8.24 2.71 10.95
Support facilities 7.35 0.86 8.21 8.20 3.25 11.45 111.6 377.9 139.5
Land leaseand acquisitions 3.37 3.37 0.0 0.0
Implementation support 9.33 9.33 2.65 0.06 2.71 28.4 29.0
Total 48.00 15.00 63.00 35.06 13.00 48.06 73.0 86.7 76.3
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Annex 3.  Economic Costs and Benefits

The economic benefits are as follows:  health; environment; an increase in the value of land 
regenerated through application of septage;[1] and technology transfer measured in terms of 
increase in productivity due to skills training.  The health benefits result from reducing the risk of 
exposure to sewage-contaminated runoff in the catchment areas and are estimated at 
US$5,500/1,000 population per year.  Additional health benefits are the elimination of contact 
with sewage from overflowing individual septic tanks, which are estimated at US$2,700/1,000 
population per year. The health benefit levels have been estimated from an evaluation of local 
sanitation-related disease rates and the value of a statistical life in the Philippines with adjustments 
for mortality and morbidity rates (assumed 20 percent reduction in mortality with an overall 
reduction of 5 disability adjusted life years/1,000 population), and, as such, are considered to 
represent a reasonably prudent basis for the economic evaluation.

The environmental benefits are measured against the willingness of households to pay for 
improved sanitation and wastewater management services that ultimately reduce the BOD load 
discharged to the environment. Willingness to pay has been assumed to be equivalent to the 10 
percent sanitation surcharge plus the 50 percent sewerage surcharge as a surrogate for the actual 
monetary value that may be placed by the community on environmental improvement.  The 
regeneration of the land by application of septage results in an increase in land value, which is 
considered a benefit of the project.  The economic gains of technology transfer were measured in 
terms of increase in productivity due to skills training, measured alternatively by the potential of 
increase in staff salary and reduction in equipment breakdown. 

The Economic Internal Rates of Return (EIRR) were calculated separately for each concession 
area. The analysis shows that the project has a 9.29 percent and a 7 percent EIRR, for MWCI and 
MWSI, respectively. The overall economic evaluation shows a positive EIRR at 8.13 percent.  A 
risk analysis undertaken to assess the sensitivity of the return to increases in costs and decreases 
in benefits still shows a positive EIRR for the project.

The financial costs of the project include the investment costs and the increase in operations and 
maintenance costs. The investment costs include the capital costs for the additional facilities and 
equipment, such as the barge loading stations, vacuum desludging tankers, laboratory equipment, 
rehabilitation/upgrade/sewer connections and construction of new sewage treatment plants.  
Incremental revenues have been based on the 50 percent sewerage surcharge.  Because the 10 
percent environmental surcharge is already being charged across the project area, it has not been 
included as incremental revenue.  Based on the financial costs and benefits, Financial Internal 
Rates of Return (FIRR) were calculated for each service area.  The analysis shows that the FIRR 
for MWCI is 2 percent and for MWSI -9 percent, as a result of the high investment cost.  The 
results of the base case put the FIRR at -7 percent and the sensitivity analysis indicates that the 
overall project is not financially viable when based only on sewerage fees. However, the CAs 
between MWSS and the concessionaires allow for recovery of all costs related to the project 
through the rate rebasing mechanism. The project, therefore, becomes financially viable as long as 
the resulting tariff adjustments remain acceptable to the customers.
__________________________________________________________________
[1] MWCI, through the Sugar Regulatory Administration (SRA) has conducted studies on the use of septage as soil conditioner 
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to sugar plantations in lahar laden agricultural lands. They have shown that, because of its high concentration in essential 
elements and organic matter, the application of domestic septage increases cultivation potential of agricultural land.  MWCI is 
pursuing its cooperation with SRA in that area.  MWSI, in association with SRA and the Philippine Pesticide Authority; is also 
conducting experiments to be completed by May 2006.  
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10% 10% Combined 
Loan Equity Increase in 

Cost
Decrease 

in 
Benefits

Case

2000
2001 89.52   42.30   9.54     141.36    3.11 0.70     -     -   3.81 (137.54)    (151.68)    (137.93) (152.06)    
2002 231.66 154.61 10.88   397.15    33.02 18.35   5.64   1.61  58.62 (338.53)    (378.24)    (344.39) (384.11)    
2003 348.62 84.30   29.58   462.50    47.12 29.28   11.56 5.25  93.21 (369.29)    (415.54)    (378.61) (424.86)    
2004 454.10 80.99   50.62   585.71    51.33 31.16   15.79 5.90  104.19 (481.52)    (540.09)    (491.94) (550.51)    
2005 500.17 113.13 103.42 716.73    83.84 159.81 15.79 5.25  264.69 (452.04)    (523.71)    (478.51) (550.18)    
2006 819.39 248.55 105.34 1,173.28 87.93 164.68 15.79 5.97  274.37 (898.91)    (1,016.24) (926.35) (1,043.68) 
2007 108.07 108.07    92.10 172.21 15.79 6.41  286.52 178.45     167.65     149.80  138.99     
2008 110.96 110.96    96.36 179.10 15.79 4.70  295.95 184.99     173.89     155.39  144.30     
2009 114.03 114.03    100.70 181.41 15.79 4.89  302.79 188.76     177.35     158.48  147.07     
2010 108.42 108.42    105.13 191.31 15.79 5.08  317.32 208.89     198.05     177.16  166.32     
2011 111.88 111.88    122.70 223.13 15.79 5.29  366.91 255.03     243.85     218.34  207.15     
2012 115.55 115.55    139.96 255.41 15.79 5.51  416.67 301.13     289.57     259.46  247.91     
2013 124.84 124.84    156.95 283.33 15.79 5.74  461.83 336.99     324.50     290.81  278.32     
2014 130.34 130.34    173.70 312.22 15.79 5.99  507.70 377.36     364.33     326.59  313.56     
2015 136.04 136.04    190.22 342.89 15.79 6.25  555.15 419.11     405.50     363.59  349.99     
2016 141.87 141.87    206.53 373.91 15.79 6.52  602.75 460.88     446.69     400.61  386.42     
2017 147.97 147.97    222.67 405.15 15.79 6.81  650.42 502.44     487.65     437.40  422.60     
2018 154.31 154.31    238.65 436.21 15.79 7.11  697.77 543.45     528.02     473.67  458.24     
2019 160.85 160.85    254.50 484.87 15.79 7.43  762.59 601.74     585.65     525.48  509.39     
2020 167.68 167.68    270.23 519.29 15.79 7.77  813.08 645.39     628.62     564.08  547.32     
2021 174.83 174.83    285.86 553.87 15.79 8.12  863.65 688.82     671.34     602.46  584.97     
2022 182.82 182.82    301.41 590.08 15.79 8.50  915.79 732.97     714.69     641.39  623.11     

PV 5,667      
EIRR 8.13% 6.60% 6.44% 4.95%
NPV (303)        (591)        (560)     (848)        

Total Health 
Benefits

Environ. 
Benefits

Lahar 
Reclam

.

Tech. 
Transf

er

Total Net 
Revenues 
Base Case

Overall Economic Analysis of MSSP (in million pesos)

Year Estimated Economic Costs Economic Benefits Sensitivity Analysis
Investment Cost O&M
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Year 
Capital O&M  Total Sewerage Incremental Net revenues 10% 10% Combined

cost cost cost charge revenues Base case increase in decrease in case
cost revenues

2001 151.46 9.54 161.00 -             -                (161.00) (177.10) (161.00) (177.10)
2002 441.27 10.88 452.15 -             -                (452.15) (497.36) (452.15) (497.36)
2003 486.08 29.58 515.66 -             -                (515.66) (567.23) (515.66) (567.23)
2004 612.35 50.62 662.97 -             -                (662.97) (729.27) (662.97) (729.27)
2005 690.70 103.42 794.12 79.42 79.42            (714.70) (794.11) (722.64) (802.06)
2006 105.34 105.34 86.44 86.44            (18.91) (29.44) (27.55) (38.08)
2007 108.07 108.07 93.45 93.45            (14.62) (25.42) (23.96) (34.77)
2008 110.96 110.96 101.04 101.04          (9.92) (21.02) (20.02) (31.12)
2009 114.03 114.03 109.25 109.25          (4.79) (16.19) (15.71) (27.11)
2010 108.42 108.42 118.12 118.12          9.70 (1.15) (2.12) (12.96)
2011 111.88 111.88 149.25 149.25          37.37 26.19 22.45 11.26
2012 115.55 115.55 180.49 180.49          64.94 53.39 46.89 35.34
2013 124.84 124.84 209.21 209.21          84.37 71.89 63.45 50.96
2014 130.34 130.34 238.08 238.08          107.75 94.71 83.94 70.90
2015 136.04 136.04 268.06 268.06          132.02 118.41 105.21 91.61
2016 141.87 141.87 298.34 298.34          156.47 142.28 126.63 112.44
2017 147.97 147.97 328.87 328.87          180.90 166.10 148.01 133.21
2018 154.31 154.31 359.36 359.36          205.05 189.62 169.11 153.68
2019 160.85 160.85 403.89 403.89          243.04 226.95 202.65 186.56
2020 167.68 167.68 437.52 437.52          269.83 253.06 226.08 209.31
2021 174.83 174.83 471.43 471.43          296.60 279.12 249.46 231.98
2022 182.82 182.82 506.77 506.77          323.95 305.67 273.27 254.99

PV 4,882    1,490            
FIRR -7% -8% -8% -9%
NPV (1,081)              (1,260)             (1,152)            (1,330)           

Overall Financial Analysis of MSSP
Costs Revenues Sensitivity analysis
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Annex 4. Bank Inputs

(a) Missions:
Stage of Project Cycle Performance Rating No. of Persons and Specialty

 (e.g. 2 Economists, 1 FMS, etc.)
Month/Year   Count     Specialty

Implementation
Progress

Development
Objective

Identification/Preparation
9/19/1990 2 MISSION LEADER (1); SR. 

FINANCIAL ANALYST (1)
5/13/1991 2 MUNICIPAL ENGINEER (1); 

SR. FINANCIAL ANLAYST (1)
6/15/1992 6 SANITARY ENGINEER (1); 

WATER METERING 
SPECIALIST (1); 
WASTEWATER SPECIALIAST 
(1); SANITATION SPECIALIST 
(2); ENVIRONMENT 
SPECIALIST (1)

11/19/1993 2 SANITARY ENGINEER (1); 
FINANCIAL ANALYST (1)

05/07/1995 4 SANITARY ENGINEER (1); 
SR. ECONOMIST (1); 
FINANCIAL ANALYST (1); 
ENVIRONMENT SPECIALIST 
(1)

Appraisal/Negotiation
6/20/2005 5 SANITARY ENGINEER 

(1); SR. ECONOMIST (1); 
FINANCIAL ANALYST 
(1); SANITATION 
SPECIALIST (1); 
ENVIRONMENT 
SPECIALIST (1)

4/1/1996 5 SENIOR ECONOMIST (1); SR. 
SANITATION SPECIALIST (1); 
LAWYER (1); 
DISBURSEMENT OFFICER 
(1); COUNTRY OFFICER (1)

Supervision

10/06/1998 3 MISSION LEADER (1); 
SANITARY ENGINEER (1); 
PROCUREMENT SPECIALIST 
(1)

S S

02/01/1999 3 MISSION LEADER (1); 
FINANCIAL MANGMT SPEC. 
(1); RESETTLEMENT SPEC. 
(1)

S S

02/01/1999 3 LOW COST SANITATION (1); 
RESETTLEMENT (1); 
FINANCIAL MANAGEMENT 

S S

- 32 -



(1)
11/09/1999 1 TEAM LEADER (1) S S
02/22/2000 4 TEAM LEADER (1); 

OPERATIONS OFFICER (FM 
(1); ENGINEER (1); 
MANAGER, WSP (1)

S S

04/24/2000 4 TASK TEAM LEADER (1); 
PROCUREMENT (1); 
OPERATIONS OFFICER (1); 
ENVIRONMENT (1)

S S

12/28/2000 4 TASK TEAM LEADER (1); 
ENGINEER (1); FINANCIAL 
MANAGEMENT (1); 
ENVIRONMENT (1)

S S

06/08/2001 3 ENG (1); FINANCIAL (1); 
PROCUREMENT (1)

U S

02/13/2002 5 WATER & SANIT. SPEC. (1); 
PROCUREMENT AND 
FINANC (1); ENVIRONMENT 
(2); FINANCIAL (1)

S S

10/23/2002 5 TASK TEAM LEadeR (1); 
SOCIAL (1); PROCUREMENT 
(1); ENVIRONEMENT (1); 
FINANCIAL (1)

S S

09/09/2003 6 WATER & SANIT ENGINEER 
(1); PROCUREMENT (1); 
ENVIRONMENT (1); SOCIAL 
SAFEGUARDS (1); 
CONSULTANT (1); 
FINANCIAL MANAGEMENT 
(1)

S S

06/17/2004 5 PROCUREMENT (1); 
ENVIRONMENT OFFICER (1); 
FINANCIAL MANAGEMENT 
(1); ENVIRONMENT 
SPECIALIST (1); SR. WATER 
& SANIT. ENG (1)

S S

10/05/2004 6 PROCURMENT (1); 
ENVIRONMENTAL 
ENGINEER (1); WATER AND 
SANITATION (1); 
ENVIRONMENT (2); 
FINANCIAL MANAGEMENT 
(1)

S S

ICR
5/1/2005 2 TASK 

MANAGER/SANITARY 
ENGINEER; 
CONSULTANT

S S
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(b) Staff:

Stage of Project Cycle Actual/Latest Estimate
No. Staff weeks US$ ('000)

Identification/Preparation * *
Appraisal/Negotiation * *
Supervision 113.4 549.9
ICR 5.3 36.8
Total 118.6 1,032.2

*Data on staff weeks and budget used before FY00 are no longer available.
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Annex 5. Ratings for Achievement of Objectives/Outputs of Components
(H=High, SU=Substantial, M=Modest, N=Negligible, NA=Not Applicable)

 Rating
Macro policies H SU M N NA
Sector Policies H SU M N NA
Physical H SU M N NA
Financial H SU M N NA
Institutional Development H SU M N NA
Environmental H SU M N NA

Social
Poverty Reduction H SU M N NA
Gender H SU M N NA
Other (Please specify) H SU M N NA

Private sector development H SU M N NA
Public sector management H SU M N NA
Other (Please specify) H SU M N NA
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Annex 6. Ratings of Bank and Borrower Performance

(HS=Highly Satisfactory, S=Satisfactory, U=Unsatisfactory, HU=Highly Unsatisfactory)

6.1 Bank performance Rating

Lending HS S U HU
Supervision HS S U HU
Overall HS S U HU

6.2  Borrower performance Rating

Preparation HS S U HU
Government implementation performance HS S U HU
Implementation agency performance HS S U HU
Overall HS S U HU
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Annex 7. List of Supporting Documents

Staff Appraisal Report, April 1996
Loan Agreement, June 1996
Report on Project Restructuring, November 1997
Memorandum of the President on Restructuring, January 1998   
Amendment to Loan Agreement, March 1998
Concessionaires Agreements, February 1997
Environment Compliance Certificate, October 1996
Project Agreements, March 1998
Agreements on the Supervision of Existing Projects, 1997
Report and Recommendation of the Inspection Panel, November 2003
All Aide-Mémoire of Bank supervision missions
All Project Status Reports
All amendments to the Loan Agreement 
Bank correspondence with MWSS and GOP
Project Appraisal Document, Manila Third Sewerage Project, April 2005
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