AUDIT OF AIR POLLUTION PREVENTION
AND CLIMATE CHANGE

A. AIR QUALITY MANAGEMENT IN THE PHILIPPINES
1. Introduction

The deteriorating quality of air in Metro Maniladathe surrounding areas is a
major issue that emerged in the 1990s as air pmilus affecting the health and welfare
of the residents. The concentration of severalugaits in ambient air has reached
alarming levels and as a result the Governmentbesrded high priority to reducing air
pollution through appropriate mitigation action§he major sources of air pollution are
both mobile (primarily motor vehicles) and statipnémainly power plants and boilers in
various industrial processes). With growth of #menomy anticipated to continue in the
foreseeable future, emissions of pollutants froes¢éhsources are expected to increase
considerably if actions are not taken to mitigtent.

2. Economic Development Goals and Challenges

The major challenges faced by the economy in they loun include rapid
population growth, relatively high incidence of oty and social and economic
inequalities, low productivity, degradation of natu resources, deterioration of
environmental quality, and intensified internatibr@ompetition. To tackle these
problems, the Government adopted the concept ¢disable development for economic
planning embodied in the Medium-Term Philippine Blepment Plan for 1993-1998,
the Updated Medium Term Philippine Development Rtan1996-1998, and the long-
term development strategy: Philippine Agenda Zhe administration has reconfirmed
the Government's commitment to the concept of sustde development by
emphasizing, in particular in the President’s t@mpaction program, that sustainable
economic growth must be compatible with environrakprotection and be consistent
with the environment’s carrying capacity.

3. Air Quality Management

Like almost all Asian developing countries, the lippines has a host of
environmental problems that are rooted in rapidubtatmpn growth, high population
density, limited investment for environmental potien and inadequate institutional
capacity for environmental management. Major emrmental problems in urban areas
are related to the lack of waste management andadya facilities and urban congestion,
as manifested by pollution of natural water bodiesor environmental sanitation in
crowded and low-income areas, excessive noise @nubBution. These problems are
particularly serious in Metro Manila, a conglomeérat of 17 autonomous local
government units (LGUs) consisting of sixteen (t@)es and one municipality with
policies coordinated by the Metro Manila Developin&athority (MMDA).



With a land area of 636 square kilometers @Mand a population of 11.553
million as of August 2007, Metro Manila is the lasg, most densely populated, and most
economically advanced urban center in the countdetro Manila is one of the two
defined metropolitan areas in the Philippines, dtteer being Metro Cebu. It is one of
Asia’s megacities and is facing the range of emrirental problems and issues similar to
those being experienced in other megacities. Anmihiegenvironmental problems, air
pollution is the most pressing considering its seyand adverse effects of public health
city wide and its significant adverse impacts oci@@conomic conditions.

4. Sources of Emissions

The major sources of air pollutants in the MetronN&air shed include vehicular
emissions, emissions from industrial processes,cantbustion of fuels in power plants,
industries, and commercial establishments. Duiiegdecade up to 1996, the number of
vehicles in the Philippines increased at an anguaith rate of 10.6 percent; over 60
percent of the national vehicle fleet was in theshied. There were approximately 1.2
million motor vehicles in Metro manila and anoth@r6 million vehicles in the
surrounding provinces in 1996. About one thirdhe fleet uses diesel engines. In total
it is estimated that there are at least 2,700 imighgslocated in the air shed that require
operating permits relating to air emission stanslard

The major pollutants from diesel engines, totalpsusled particulates (TSP), a
high proportion of which consists of suspendedipaldgte matter of less than 10 microns
(PMyo) from carbon particles or soot, heavy hydrocarbomsdensed or absorbed onto
the soot, and sulfate, and other byproducts of emtndin that may be carcinogenic
Gasoline engines emit carbon monoxide (CO), nitnogeide (NQ), lead, and volatile
organic compounds.

5. Ambient Air Quality

The Philippines originally implemented national aemb air quality standards in
1978; these were revised and amended by the Degatrtofi Environment and Natural
Resources (DENR) in 1992. The purpose of theselatds is to protect public health
and welfare, and reduce damage to property. Stdsdar individual pollutants are set
for various periods of time; the most often quoded those relating to a 24-hour period
and the annual average figures.

A comprehensive inventory of mobile and stationaources of emissions in
Metro Manila based on detailed and extensive feltveys has not yet been undertaken.
Estimates of air pollution have been made in nunalbestudies, based on a combination
of limited field surveys and emission factors eksdéied in developed countries. In Metro
Manila, it is estimated that the present levelgsh& major pollutants amount to about
116,000 tons of PM, 39,000 tons of sulfur oxide (S§Pand 140 tons of lead a year.
Concentrations of other criteria pollutants suchcabon monoxide (CO), ozone 4O
nitrogen oxide (NG hydrocarbons, and volatile organic compounds @oé well



documented, but are expected to be increasinglyaipidine with economic and social
activities.

6. Estimates of Health Impacts and Economic Cost

The major impact of air pollution is on public hikal The air quality data collected in
Metro Manila clearly demonstrates that the levgbalfutants in the air is well above that
commonly affects human health. Surveys conductigd World Health Organization
assistance indicate that people who spend a laoggop of their time in the road
environment are especially prone to chest ailmatisiren have high blood lead levels,
and the population resident adjacent low-level tngd experience a significantly higher
incidence of morbidity.

Analysis of the impact of air pollution on socidigs concluded that the poor are the most
adversely affected group. A valuation of healtipatts undertaken for Ply] SQ, and
lead has concluded that in 1996 prices annual $ossen PMo amount to abou+3R600
million, SO 2950 million, while those attributable to lead a#44B million. Even
without including other pollutants and material @dey®, the costs from polluted air to
residents of Metro manila are considerable.

7. Constraints and Issues

At present, air quality management in Metro Mandaconstrained by limited
institutional capacity of the concerned agencidsictvis attributable to inadequacies in
financial and human resources, equipment and tiasili These inadequacies result in
the lack of reliable and up-to-date data on emissources and air quality, weak
enforcement standards and regulations, and linaggzhbility for predicting air quality
consequence of changes in various socioeconomigréacStrengthening of institutional
capacity is critically important to the successawfquality management.

A key concern is the general lack of enforcementewisting standards and
regulations. While sufficient laws and regulatiare theoretically in place to deal with
air pollution violations, it is apparent that fewganizations or individuals regard law
enforcement as a deterrent. Major efforts areiredquo improve public awareness and
support for strengthening the enforcement of ailssion standards. Without satisfactory
compliance over the short and medium term, thectibs of improving air quality will
not be achieved. A shortage of funding and huneapurces is a key problem area if an
effective enforcement capability and capacity isb® created and maintained. To
facilitate sustainable air quality management, ueses need to be raised from the sector
through a combination of realistic fees and peneltgrges, the introduction of market
based mechanisms for air pollution, and a chargeeticles to reflect the pollution they
cause.



8. Government Objectives and Strategy

The seriousness of air pollution in the countrytipalarly in Metro Manila, is
fully recognized by the Government and the politioatitutions. The intention of the
Government to tackle the air pollution problem xpressed in the Philippine Agenda 21
document.

At present, the legal basis for air pollution cohtis provided by three laws
relating to stationary pollution sources, mobileurses, and environmental impact
assessmerit. These three laws are supported by a number ef othes and regulations
relating to motor vehicles inspection, regulatiowl guality control of oil products.

Moreover, with the passage of Republic Act 874%vkm as the Philippine Clean
Air Act of 1999 provides the government with a sger and more comprehensive legal
basis and framework for air quality managementrs&ant to Section 51 of RA 8749 the
Implementing rules and regulations of this Act yded in DENR Administrative
Order No. 2000-81 Series of 2000.

B. CLIMATE CHANGE
Situation Analysis

1. The Philippines’ Initial National Communication @imate Change issued in
1999 documented the country’s indicative vulneraéd which this programme seeks to
complete and address through anticipatory natiseatoral adaptation strategies, The
report cites that the results of the global cirtala models for a doubling of carbon
dioxide scenario, a 2-3 degree centigrade ris@mual temperature is expected to impact
areas like Eastern Mindanao, portions of SamarzQueMetro Manila and other highly
urbanized areas. An increase in annual rainfgtirggected in the Central Visayas and
Southern Tagalog provinces, including Metro Manifan the other hand, Northern and
Eastern Mindanao and parts of Western Luzon, goectgd to have a decrease in annual
rainfall. Sectoral water requirements are expetbede significantly affected by these
projected changes in precipitation patterns. dhistudies have established decreasing
inflows in the country’s reservoirs, indicating pide adverse implications on the
country’s water supplies.

2. For other ecosystems like the country’s coastasgramitial studies indicate that

existing coastal problems like flooding and inumalatmay increase due to accelerated
sea level rise and increasing frequencies of typhand coastal storms. This will be
further aggravated by the degradation of coastdl marine ecosystems from human-
induced causes like pollution, over-exploitation aofastal resources and uncontrolled

1 P.D.984. The PollutibControl Law,18 August 1976; P.D. 1181: Providing the Prevention,
Control and Abatement of Air Pollution from motaghicles and for other Purposes. 19 August 1977 and
P.D. 1596: Environmental Impact Assessment Systdndune 1978.



development. With approximately 70% of the coustngunicipalities and cities situated

in the country’s 32,400 kilometer coastline, ab®@itmillion people are at risk from these
climatic hazards. The poorest coastal populatkm fisherfolks and informal settlers in

coastal cities are expected to be hardest hit inyaté change. In terms of impact on
food security, climate change could seriously dffemastal fisheries because of coral
bleaching. Coastal fisheries provide around 40-Gff%otal fish catch, representing

approximately 4% of the country’s gross nationalduct and 70% of the total intake of
its populace. Overall, the Philippines’ coastal amarine resources directly provide food
and employment to around 1 million Filipinos, primhapoor fisherfolks.

3. Watersheds, which contain the country’s forests argignificant portion of its
biodiversity are also at risk of being adverselgeted by climate change. In a study on
climate change adaptation in watershed areas alahdifarmers in the Philippines, it
was noted that climate change could translate tmtah7% increase in the wet season
streamflow and a decrease of around 35% in dryoseagseamflow of the watershed.
The increase in streamflow could lead to higheglifood of floods in the service areas
of Upper Pampanga River integrated Irrigation Systthan it is at the present.
Likewise, the projected decrease in streamflowrduthe dry season will likely increase
the incidence of water shortage which could be agged by the increasing water
demand due to increasing temperature. The projectethges in climate and the
associated changes in streamflow patterns of PCN\likely have more serious impacts
on the lowland farmers in view of the absence dibdeate program to reduce the
vulnerability of the lowland farmers to floods amater shortages. Downstream effects
include impact on about 1.5 million of agricultutahds depending on irrigation water
from these watersheds. A third of the countrytsltpopulation living in the uplands of
these watersheds and depending on them for sustensiand to be directly affected.
This includes most of the indigenous peoples remtasy around 8.2% of the country’s
total population. As agriculture is the countrgsonomic lifeline and the anchor of its
food security, any factor like climate change whiebuld adversely affect it is an issue
that needs to be seriously addressed. The Phigppimetlands covering approximately
14,100 sg. km. and comprising around 22 lakeseghivater swamps and marshes (e.g.
Liguasan Marsh) and 61 coastal wetlands also stantle affected, with possible
significant change in inflows and run-off, therelifireatening their significant
biodiversity.

4, Over-all, around two thirds of the entire poor plapion of the Philippines (also
referred to as rural poor) reside in and dependhencountry’s terrestrial and coastal
ecosystems for livelihood and sustenance. As df 2007, this totaled 24.4 million
Filipinos or 33% of the total population of 88.6llilon. Of this number, the indigenous
peoples, comprise approximately 8% or 7.08 millainthe population. Farmers and
fishermen have poverty incidences of 42 and 43%peetively. For the urban poor (15%
of the total poor), climate poses an additionalbpgms in terms of increased risks to
their safety and health since many of them livedamgerous areas like riverbanks,
shorelines, dumpsites and low lying areas susdepti flooding. Over-all, women
dominated with a poverty incidence of approximadyo.



5. The emergence of new challenges like climate chamgxpected to strain the
health sector’s capacity to cope, which is alrepldgued by such factors as poverty and
inequity. If this is not addressed, climate chamglated exposures and increase in
disease vectors could translate to increase iniditrbdeaths and injury. Health impacts
of climate change need to be addressed because tws further increase the
vulnerability of the poor, who are already reelingm other factors like income inequity
and lack of basic services.

6. Clearly, climate change and its impacts will exhase the vulnerabilities of the
poor which are complex and reflect deep-rooteducaltand institutional dynamics.
Natural disasters, including meteorologically inédcones, can seriously affect the
natural resource base on which majority of the pdepend upon for sustenance and
livelihood, as well as, increase their vulnerabpilitn terms of increased likelihood of
diseases. These events can result in the downsamid-economic spiral for the poor
population. It could compromise the country’'s asleiment of the MDGs especially
poverty reduction, health, water, environmentaltaunsability and human settlements,
among others. Data from past and recent eventstibese out. For example, from 1995
to 2007, the combined impacts of flashfloods, typi®and dry spells on the agriculture
sector alone, affected a total of 412,362 hectagesvalent to a total production loss of
5,137,923 million pesos and affecting more than,d@® farmers/fisherfolks. These
events have also resulted to damages to agricukaraices amounting to 4.86 million
pesos. For the forestry sector, extreme drougbta 2000-2007 have adversely affected
17,152 hectares of forest lands equivalent to BI6aillion pesos worth of damages.
The upland poor, who are also often indigenous lesophose ancestral domains are in
these forest lands, were the most affected, beimgaply dependent on forest resources
for subsistence and livelihood. Unfortunately, tiiectors fueling poverty and
vulnerability are still very much at play, e.g.,etreconomy remains fragile, the
degradation of ecological resources continue, aiimap governance regime remains
elusive and basic social services remain limitéerdfore, amplifying the impacts of
climatic events. This situation can be traced bacthe underlying structural inequities
which have prevented the poor and marginalizedudieg women, from improving their
lives and that of others.

7. A major factor preventing these structural inegsitand the attendant problems
from being effectively addressed is the inadequagacity of the national and local
authorities, as duty bearers, to provide the necgssupport and enabling environment
for the wvulnerable communities, as claim holders, dffectively confront the
socioeconomic problems facing them. This holds tfar meeting the additional
challenges posed by climate change risks. Thecdagsmof these communities to cope
with the projected impacts of climate change, adenced by their current response to
increasing climate vulnerability and unexpectedngfes in climatic patterns, are also
severely constrained. Indicative capacity gapsiaréerms of enabling policies and
participatory mechanisms, institutional systems gmdcedures, including tools,
individual skills and competencies of the concerpetsonnel in the bureaucracies at the
national and local levels, a general lack of awass of the magnitude of the impacts



and competency to undertake appropriate adaptatieasures in response to climate
change among the affected populace.

8. The key, therefore, is to enhance the country’singpr adaptation capacity,
especially those of the critical stakeholders wkend to be directly affected by the
climate change phenomenon, as well as, those whoreaide the necessary information
and wherewithal to enable anticipatory adaptationtake place. A broad range of
adaptation options and knowledge is available, sohwvehich are already either in place
or are being tested within the country. Howetagse are limited, often segmented and
are generally considered inadequate to addrestulihbrunt of climate change and its
uncertainties. There are also emerging technddagel adaptation approaches, which, if
tested and adapted to the Philippines, will sigatfily increase the country’s over-all
coping capacity to climate change. The challerggéoi ensure that these promising
approaches are tested, adapted and appropriateepiested throughout the country. It
is also important that both duty bearers and clagiders have the capacities to jointly
assess all available adaptation options, mainstteanappropriate ones in the country’s
national and local development processes and deeloollective adaptive capacity to
climate change risks which are to be of great ntages.

Strategies and the proposed Joint Programme

9. The Philippines and Spain, as Parties to the UNmEveork Convention on
Climate Change (UNFCCC) and its Kyoto Protocol, éhaertain commitments in
relation to adaptation. These provide for parttesooperate in preparing for adaptation.
to the impacts of climate change; take into accatlimbate change in their relevant
social, economic and environmental policies andoast and for developed country
Parties that are particularly vulnerable to the emsle effects of climate change, in
meeting the cost of adaptation.

10. The Philippines also subscribed to other relatesbal agreements like the
Johannesburg Plan of Implementation (JPOI) anddvamorks like the Hyogo Framework
of Action which address vulnerability, risk asseesin and disaster management.
Moreover, the country is committed to the MillenrmilDeclaration to achieve the MDGs
which would be affected if climate risks are notladsed appropriately. The Philippine
government, in its Initial National Communication €limate Change, indicated the
need for adaptation measures, aspects of whicledreed in its various planning and
program documents, i.e. the 2004-2010 Medium Teeweldbpment Plan (MTPDP) and
the 2001-2030 National Framework for Physical Pilepr(NFPP), which provide for
mitigation of natural disasters.

11. The joint programme will enable the attainment leé above commitments and
directly contribute to the achievement of the MDGhe UNDAF outcome on
environmental sustainability.

12.  The joint programme titled “Strengthening the Riglhes’ Institutional Capacity
to Adapt to Climate Change” is submitted under hidennium Development Goals



(MDG) thematic window on Environment and Climatea@be and is aligned to the
outcome area on “Enhancing Capacity to Adapt tom@e Change”. It will be
implemented over three (3) years from 2008- 20Ibe joint programme seeks to assist
the Philippines address the key strategic issues llave a direct bearing on the
achievement of the MDGs by pursuing the followihgee (3) outcomes

a. Climate risk reduction (CRR) mainstreamed into keyional and selected
local development plans and processes;

b. Enhanced national and local capacity to developndda and administer
plans, programmes and projects addressing clintnatege risks; and

c. Coping mechanisms improved through pilot demonstngirojects.

The Government recognized the deteriorating envmemtal conditions in Metro
Manila and requested foreign lending institutions &ssist in preparing the
comprehensive environmental improvement prograne Government entered into an
agreement with the foreign lending institutions igjLto carry on the program.
Presented below is the result of the audit of aality.



C. Metro Manila Air Quality Improvement
Sector Development Program

EXECUTIVE SUMMARY

A. Background

On December 21, 1998, the Philippine government tthe Department of
Finance signed a loan agreement with ADB for thetrteManila Air Quality
Improvement Sector Development Program (MMAQISDO#pugh the combination of a
policy loan, investment loans and a technical tmste (TA) grant of US$1.5 Million to
develop air emission policies and enhance publiaramess to support the abatement of
air pollution. The program has a total funding 0$%630.845 million (inclusive of
US$27.355 million government counterpart) from @as donor institutions. Table 1
below shows the total loan for MMAQISDP:

Table 1
MMAQISDP
Sources of Funds
Loan Acct. Purpose Amount Cancellation Net
No. Committed Us$ Committed
ADB 1663 Policy Loan -Budgetary support US$200 M - US$200 M
PHI under the DOF
ADB 1664 Investment loan for the JPY3,057.375M | JPY2,335.739 | JPY721.636 M
PHI establishment of an air pollution| or US$25 M M
control facility that will assist
industries, commercial
establishments and the transport
sector to make investment.
Implemented by Land Bank of
the Phil.
JBIC CL20 Co-financing for the Program | JPY36.3 B or JPY 36.3B or
loan US$ 300 M US$ 300 M
ADB 1665 Investment loan to finance part
PHI of the necessary public sector
investments. Implementing US$ 71 M US$71 M
agencies are DPWH, DOTC,
MMDA, DENR & DOH.
SIDA Investment loan to support US$ 4.50 M - US$ 4.50 M
training for ambient air quality
monitoring and air dispersion
modeling
TA Grant To undertake air emission policy US$1.50 M US$1.50 M
studies and strengthen the
government’s capability and
capacity to address a range of jair
emission policies
GOP counterpart US$ 27.355M US$27.355 |
Total US$630.845 M




The three ADB loans (ADB 1663 PHI, 1664 PHI & 1668 comprising the
Program were declared effective on 29 December 1888 the designed closing /last
application dates of 31 December 2002, 29 DecerabéR, and 31 December 2003,
respectively. Due to the relatively little implentation of the first three years since loan
effectiveness, the closing dates of loan 1663 wésnded for one year to 31 December
2003; the sub-loan’s last application of loan 18&& extended from 29 December 2002
to 31 October 2003. Loan 1664 PHI was closed oB&3mber 2003 as scheduled with
partial cancellation of Yen 2,335,738,969. Aldoe tOverseas Economic Cooperation
Fund of Japan (now JBIC) has co-financed the Progaenounting to JPY36.3 billion
under loan agreement JBIC CL20.

Relevance and Use of Import Settlement Fund —(JPY 3% Billion)

The Import Settlement fund, amounting to Yen edentof USD300 million
(about JPY 36.3 Billion, JBIC CL 20), was a sigeceint source of financing requirement
in supplementing international reserves of the tguim the succeeding years. As an
official development assistance loan to the courttrg Fund not only contributed to the
improvement of the environment but also presentedmion to the country’s handling
of the currency crisis.

The goods imported out of the Fund were generalthe form of internal fuels and
lubricants (e.g. Crude, unleaded gasoline), whrehcansidered important raw materials
in the country’s main industries such as manufawgyelectronic, among others.

Use of Counterpart Fund —.7 Billion
The use of the counterpart fund amounting to P A3 attributed generally as

budget support (peso counterpart requirement) iows on-going OECF/JBIC assisted
projects. From 1999 to 2002, the fund was allatakefollows:

Table 2

Peso counterpart Fund

JBIC CL 20
Year No. of projects Funded Amount in Peso %
1999 46 2,767,367,000.00 35.7
2000 76 2,609,864,421.00 33.7
2001 112 2,314,211,226.00 30.0
2002 2 46,972,737.70 0.6
Total 236 7,738,415,384.70 100.0

B. Objective and Scope
The objective of the Program is to promote polieforms to improve the air

quality through the abatement of the mobile antistary sources of air pollution. It
focuses on the Metro Manila airshed, the locatiorthe main concentrations of air
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pollution. The scope consists of policy reformsl amvestment requirements integrated
with the agreed policy matrix termed the Air Quakction Plan.

The agreed policy matrix is designed to tackle rkeg air emission issues: (i)
mitigate air pollution from mobile sources; (ii)itrgate air pollution from stationary
sources; (iii) improve fuel quality; (iv) redueenissions from vehicular use; (v) reduce
traffic congestion and improve traffic flow; (vi)trengthen ambient air quality
monitoring, evaluation, and reporting; (vii) intéfgspublic awareness; (viii) monitor
coordination and implementation of the policy mgtand (ix) strengthen the capacity of
the institutions involved.

C. Project Cost

The estimated Project cost under the Investment IGEDB 1665 PHI) is
summarized by category in Table 2:

Table 2
MMAQISDP
Investment Component
No. Item Amount Allocated in US$
Category Subcategory

1 Civil Works 21,770,000.00
1A DPWH 19,520,000.00
1B MMDA 2,250,000.00
2 Equipment 14,350,000.00
2A Traffic Engineering & Management 6,760,000,/00
2B Ambient Air Quality Monitoring 6,190,000.00

750,000.00
2C Public Health Monitoring 150,000.00
2D Anti-Smoke Belching 500,000.00
3 Capacity Building and Training 10,240,000.00
4 Consulting Services 9,500,000.00
5 Interest & Commitment Charges 7,860,000,00
6 Unallocated 7,280,000.00

Total 71,000,000.00

The designed closing date of the Investment Laan31 December 2003.
However, due to the delays in the implementatiothefinvestment Loan ADB 1665 PHI
was extended from CY 2004 to CY 2006 to allow sigft time for the completion of
implementing agency’s (DENR, MMDA, DPWH, DOTC andOH) respective
components. Time extension of the investment ld@m 1 January 2004 to 31
December 2006 was granted by the ADB on Februarg04.

D. Issues on Investment Loan Cancellation
Originally, the funds sourced from investment I@nounted to US$ 71 million

with the Asian Development Bank (ADB) 1665 PHI.n Geptember 23, 2005 meeting,
DPWH and MMDA informed the Program Coordination oMtoring Unit (PCMU) of
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their intention to cancel their components, Roadd®ditation Unit for DPWH and
Traffic Engineering & Management for MMDA. Reasceited for the cancellation are
as follows:

The remaining budget of MMDA component was re-adrio their Integrated
Infrastructure Development Program (lIDP) per th@ioposal during the ADB Review
Mission on October 2004. After several discussiongh ADB, the proposal was
restructured based on the availability of the fufrdsn the loan. On 31 August 2005,
the MMDA informed ADB of its intention to cancekitemaining component due to non-
availability of appropriations for CY 2006 but contied to finish the on-going contract
and release the retention fee to Halcrow Group. LMith the loan closing date of 31
December 2006, it will be impossible for MMDA torplete its activities before the
loan closing date.

DPWH is the implementing agency to implement thedrorehabilitation
component of about 55 km of highly trafficked naab roads in Metro Manila. On
March 8, 2004, the Metro Manila Regional Developtm@ouncil (MMRDC) under the
leadership of Chairman Bayani Fernando refusedniorse the road rehabilitation
design using asphalt overlay. After several discus with the MMRDC, DPWH
received concurrence from the Chairman of MMRDCA@nil 21, 2005 to undertake the
road rehabilitation but only to the stretch of Bdiento Kamias-Kamuning. Clearance to
proceed with its implementation was granted by @ifice of the President in July 27,
2005 but was later re-called by the same officdogust 22, 2005.

Likewise, on the first quarter of 2005, the ADB amged the DOH’s request to
cancel the unutilized portion of the loan amountind)S$27,354.46 and US$27,237.96
(total of US$54,592.42) dated 22 February 2005 2thdlarch 2005, respectively. DOH
procured equipment to support a public health nooimgy program of the project. A total
of nine (9) withdrawals, from June 2002 to Marcl®20were made from the loan funds
amounting to US$95,407.58.

The Executive Committee of MMAQISDP, which coomi@s and monitors the
implementation of the project, approved the deaisd DPWH to cancel the loan after
evaluation of the project design while MMDA has yetbe decided once the final
disbursed amount has been confirmed with ADB.

E. Issues and Concerns — DENR Component
a. Delay in the conduct of training for the transfer of technology on the
equipment installed by ETI /IMACH, to assure proper operation of the
ambient network, due to delay in payment to contractor.
Management mentioned that the delay was due tesubpension of payment of

contractor for ambient air quality monitoring steis due to violation of contract
provisions. Hence, operations/maintenance payfioerihe months of November 2004
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up to February 2006 was suspended, pending resolatisaid issues. Management also
mentioned that based on the submitted credentidd bpersonnel, the capability of the
contractor to provide trainings is inadequate.

b. Delayed contracting of PCMU consultant and Technical Secretariat,
which were awarded only in the later part of CY 2005.

c. Sustainability of operations and maintenance of the network.

DENR to prepare a detailed schedule including mbeslof private sector
participation.

With the loan cancellation of DOH and the regeéstancellation of DPWH
and MMDA loan components, total funds sourced frABB was reduced. Details of
availments of the Investment loan as at 31 Dece@@@5 are shown under Table 3.

Table 3
Investment Loan (US$71M)
Schedule of Cancellations, Availment and OutstandimBalance
As at December 31, 2005

. . Availment Outstanding
Implementing Loan Cancellation USS Repayment Balance
Agency Allocation uUss$ Uss$ USS

DPWH 23,570,000.00 22,258,76473| 1,311,235.27 1,311,235.2
DOH 150,000.00 54,592.42 95,407.58 95,407.5
DOTC 1,550,000.00 - 920,154.00 920,154,
MMDA 13,220,000.00f 8,958,815.57 | 3,901,669.00 3,901,669.(
DENR 18,920,000.00 - 8,859,758.27 8,859,758
commitment 2,272,312.53 2,272,312.53
Interest 2,095,317.58 2,095,317.58
Total 57,410,000.00 31,272,172.72 19,455,854.23 9,455,854.23

Note : Total availments are gathered from DENpbrewhile capitalized commitment fees and
interest are gathered from the Bureau of Trgasur

00

27

As at 31 December 2005 total availments of the dtment Loan per ADB
records amounted to US$20,640,00.00 inclusive pitalized interest and commitment
charges of US$2,095,317.58 and US$2,272,312.53pecdsely,
US$4,367,630.11. Repayments totalled US$1,239/816ence outstanding balance as
at 31 December 2005 amounted to US$19,401,559.16.

2

Request for cancellation per letter dated 28rdry 2006 by the
Secretary of the Department of FinancaDB

Effected as cancellation by ADB.

The total remaining amount of US$8,958,81®bthe Traffic Engineering Management

or a total

Component for cancellation under MMDA idl®tuibject for reconciliation with ADB.
® Total capitalized commitment charges as at 12(&I5
® Total capitalized interest as at 12/31/2005
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F. The significant observations and corresponding recamendations, which
were presented in detail in Part V of the consolidad report (Annex A) are
summarized below:

Utilization of Motor Vehicles acquired under the Metro Manila Air Quality
I mprovement Sector Development Program

1. Most of the vehicles procured under the vehiclecprement program of the
MMAQISDP were not utilized for the purpose theseraventended due to absence of
clear-cut guidelines on how to utilize them in #r@orcement and monitoring activities
towards the attainment of the objectives of thegmm. We recommended, and
management, assured the Team that the Undersecretarfor Transportation
implement the following:

a. To cause the transfer of ownership of the vehicleot their rightful
beneficiaries/end-user since the program was alregd concluded.
Require also the PSPMS to use the Acknowledgment Eapt for
Equipment (ARE) forms in lieu of MRs as required urder the Manual
on the New Government Accounting System (NGAS), Ve Il. In the
conduct of similar programs or [project in the future, coordinate with
the Secretary regarding the assignment and distribion of the
program/project resources to proper officials and banneling the use of
these assets for the activities that will promotehie intentions of the
program;

b. Instruct the Director PUDD, to recall the vehiclesissued to the DOTC
official not involved in the monitoring and enforceanment activities and the
Assistant Secretary, LTO to retrieve the vehicle rbm the former
Director who is no longer in the government servicand utilize the same
in the monitoring and enforcement activities of the DOTC PETC
Monitoring Team and DOTC Action Center; and

c. Cause the investigation of the non-return of the \Jacles issued to
officials who is no longer connected with the LTO.

2. The significant delay in the project implementatiom the part of MMDA and
that loan proceeds for Part A -DPWH portion wasfathy utilized thus causing loss to
the government in terms of project benefits and moitment charges. We
recommended that the Project Management Office andther Officials concerned of
MMDA identify the issues and problems causing the élay and adopt measures to
fast track project completion. We also recommende@nd management concurred
that the road rehabilitation component of the project be cancelled in order to avoid
the incurrence of additional commitment fees.

For future loans/projects, we further recommended hat DPWH should maximize
the utilization of the loan proceeds for the intendd purpose within the
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implementation period and resolve immediately allssues to avoid delay in project
implementation. Management should also keep trackvith the implementation
schedule of the project, which is aligned with thelisbursement schedule embodied
in the loan agreement /appraisal report, to avoid e incurrence of additional
commitment fees.

Management commented that a Resolution is now h@imgessed for approval of DENR
Secretary endorsing the cancellation of the DPWfidl MMDA components of the loan.

3. Delay in the conduct of training for the transéértechnology on the equipment
installed to assure proper operation of the amhienivork, due to delay in payment to
contractor, may result in the failure of achievitige program’s objective We
recommended that Management should require the cordctor to adhere strictly to
the provisions of the contract and trainings be aoducted to assure proper
operation of the network upon take over by EMB-DENR to achieve the project’s
objective.

4, Disbursements thru direct payment amounting to UE¥Bmillion and-B9.867
million for MMDA and DPWH, respectively, have notén recorded in the books of the
MMARQISDP, thereby rendering the asset and expersmuats unreliable. We
recommended that Management continue following-up hie release of NCAA to
effect the necessary adjustments in the books. Walso recommended that
management should see to it that NCAAs are regulbr requested from the DBM
for all direct payments made by the foreign lendinginstitutions (FLIS) to ensure
that all disbursements from the loan proceeds areecorded in the books of accounts.

5. Construction in Progress-Agency Asset account (Z&#punting to=P3.705
million has been outstanding in the books duendm-issuance of the acceptance
certificate by the end user resulting in the unidéesnent of the Property Plant &
Equipment -Building and the corresponding Deprémmtthereof in the agency books.
Likewise, the 50% retention fee amounting=2¥B,655.84 was released to the contractor
without final acceptance of the works in violatiohRA 9184. We recommended that
Management require the contractor to rectify the déects (if any) and settle the
issue. Issuance of Acceptance Certificate shoulakbnade as basis in recording the
PPE-Building and Accumulated Accounts in the book of the agency. Likewise,
release of retention fee should be made only upomél acceptance of the works as
required under RA 9184.

6. Balances of accounts Due from Other Funds accduit) (amounting te-P995

million have remained unliquidated as at 31 DecamB605, resulting in the
understatement of expenses and overstatement etsasd/e recommended that the
accountant should see to it that long outstanding e from Other Funds be

liquidated at the end of the year in order to updée recording of all expenses
incurred in the appropriate account and to report acurately the balance of said
account. Also, comply with the provisions of EB38 and COA-DBM Joint

Circular 1-97 regarding the transfer of all cash b#ances to the National Treasury.
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7. Two vehicles amounting tel420 million turned-over by Pennoni International
Philippines, Inc. (consultant) to the DENR remainegistered in the name of the former
and insured in a private insurance company in tiamaof Section 5 of RA 656 We
recommended, and Management agreed, to strictly adie to the provisions of
Section 489 of the GAAM.

8. Balance of Property, Plant and Equipment (PPE)ppeks did not reconcile with
the Inventory Report, showing a difference-6B066,455.20 We recommend that the
Accounting Services immediately record the said ppoerty and equipment in the
books of MMAQISDP upon receipt of the NCAA from DBM.

D. GEF Grant for Preparation of Climate Change Adaptation
Phase | Project
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Background

In June 7, 2007 the International Bank for Retroiction and Development
(IBRD) (“World Bank”), acting as Implementing Agenof the Global Environment
Facility (GEF) extended financial assistance toRlepublic of the Philippines , a grant in
an amount not to exceed two hundred and eightgtbf® Dolllars (US$283,000) for the
Project Climate Change Adaptation Phase | for @tthn of nine (9) months. The
Agreement shall become effective as of the datéhefcountersignature and shall be
deemed withdrawn if the World Bank has not receitle®l countersigned copy of this
Agreement within sixty (60) days after the datehs signature of the Agreement by the
World Bank.

Grant Objectives and Description

The objective of the Grant is to prepare the Clen@hange Adaptation Phase |
Project, which Project has as its objectives totrdome to the institutional capacity
building for climate risk management in the keytiggating departments of the
Government of the Philippines. The activitieswidrich the Grant is given consists of the
following parts:

a. Establishing project management and coordinaticangements;

b. Conducting an institutional review of the overatloedination of adaptation
to climate change and on that basis present optwwnsiproving the system;

c. Consisting technical and institutional review omalte risk management in
the key participating departments;

d. Carry-out studies on climate risk management iimrest opportunities in :
(i) Department of environment and Natural Resour@BNR), including
details on linkage to the National Program Supparthe Environment and
Natural Resources Management (NPS- ENRM) and otbegoing
activities/investments; (ii) Department of Agrittie (DA), including details
on linkages to the Diversified Farm Income and Marlbevelopment
Project, among others;

e. Carry-out technical study of capacity building need the Philippines
Atmospheric, Geophysical and astronomical Serviokdministration
(PAGASA) for enhanced provision of climate risk dnhation, including
climate projects and forecasts on various timescale

f. Conducting a review of the current weather insceato develop and
strengthen the institutional and operational aspfxtweather risk insurance
in the country;

g. Preparing public awareness plan and organizinghtaker consultations;

h. Conducting environmental and social analyses, diotysafeguards;
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The project started in July 2008 and is impleraérty the Department of
Environment and Natural Resources (DENR). The ebgoeclosing date of the project is
December 28, 2008.
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