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EXECUTIVE SUMMARY

The Philippine government has issued numerous poelicies and conducted
programis that affect marine pollution prevention and management. As part of the
commitments made during the Earth Summit in Rie de |zneira in 1992, the
povernment has formulated Philippine Agenda 21 (PA 21) with sustainable
development as its overarching goal. The document contains policies related to
the protection of marine and coastal ecosystems, and enumerates the sectars that
should carry out the aclion plan, i.e. local government units, fishertolk, the
business sector, and nongovernment organizations (NGOs). In financing the plan,
possible financing mechanisms are enumerated based on the principle of
sustainability. Furthermore, they tend to veer away fram the usual Official
Development Assistance (QDA) and supplyv-dependent funding sources. The new
approaches are characterized as: 1) economic in nature; 2) market-based; and 3)
exhibit potentials for national and global resource mobilization.

Aside from PA 21, there are a number of environment policies being
implemented in the country. These consist of the:

o conduct of the Environmental Impact Assessment (EIA} on projects located in
environmentally critical areas:

e issuance of permits to construct and to operate;

» issuance of locational clearances based on land use plans and zoning ordinances
of local government units, for any business activity in a specific areq;

e regulations for water quality assurance;

e eifluent standards;

e regulations for waste management;

s cease-and-desist arders;

+ penalties and fines for violators; and

o financial incentives being offered by the Department of Environment and
Matural Resources (DENR),

Other sectoral policies affect the marine environment as well. Trade and
investment policies are contained in the annual Investment Priarities Plan (IPP)
formulated by the Board of Investments (BOI). The [PP contains a list of industries
and areas where fiscal and financial incentives are offered. Projects in new
industries are given more incentives than those that are in the expansion stage.
Invastments in enviranmental support facilities, e.g. waste management/ trealment/
control and industrial tree plantation, are eligible lor availment of incentives offered
in the [PP.

Meanwhile, policies for the tourism seclor consist of specific areas where
tourism development will rake place. The framework of the Tourism Master Plan is
based on the principles of eco-tourism, Hence, protection of the environment s
grucial for the plan‘s success. The plan is accompanied by a Technical Report on
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the Environment which provides the technical details of the environmental
strategies of the plan. One of its important features is the integration of the
econamic and environmental considerations into the decision-making and planning
pracesses at the lacal level.

To protect the marine environment, the government has formulated a
National Marine Policy coordinated by the Cabinet Committee on Maritime and
Ocean Affairs (Cabcom). Cabcom is composed of various national government
agency representatives directly involved in policy formulation and program
implementation in the marine sector. [t is supposed to serve as a clearinghouse for
marine-related policies. However, it does not have much clout over individual
agencies in the implementation of programs due to its ad-hoc nature. Hence, policy
gaps and conflicts among government agencies prevail,

A number of such gaps and conflicts have been identified in the
repart, many of which refer to the enforcement of environmental policies. The
planning process likewise presents certain problems in conducting environmental
pratection efficiently, Owerlaps in the functions of government agencies are
prevalent, particularly those involved in marine pollution management. A
glaring example is in the provision of sewage services in the country. The
Metropolitan Works and Sewerage System (MWSS) has jurisdiction over sewage
and sewerage systems in the metropolitan area. Unfortunately, MAWSS is not keen
an environmental pratection, particularly in marine pollution prevention, given that
only 10-15% of the population is served by a sewage system. Meanwhile, the
DENR is primarily respansible for overall environmental protection and
management, Statistics show that 70% of water pollution come from land-based
sources. However, DENR does not have direct jurisdiction over such issues, hence
cannat actively pursue environmental pratection and management,

Another crucial problem lies in the implementation of the Local
Government Code (LGC). Some environmental management functions, such as
waste management, have been devolved to the local government units (LGLs).
FHowever, problems arise in the efficient implementation of these functions,
Capability is sorely lacking at the local levels, particularly in the area of financial
resource maobilization. Moreover, the devolved functions were naot matched by
devolved powers in enforcing environmental rules and regulations.

In the shipping industry, conflicts accur between the two major agencies in
the sector, i.e. the Maritime Industry Authority and the Philippine Coast Guard,
Delineation among their functions is unclear and undefined, resulting in either
overlaps ar non-implementation of certain duties and functions regarding maritime
safety and marine pollution prevention and management. With respect to port-
related sources of marine pollution, the Philippine Ports Autharity (PPAJ is in-
charge of averall planning and monitoring of all ports in the country, Despite the
lack of waste reception and treatment facilities, there is hardly any case of violatars
being charged or fined. Meanwhile, the private sectar claims there is a lack of
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financial incentives, as well as pgaps in the law, that provide for increased
invesiments in preventing pollution fram ships. Old and outdated vessels are the
main source of pollution. However, there are not enough credit sources that will
allow the private sector to invest in newer models,

Constraints in the availment of financing for both the private sector and local
governments have prevented investments in environmental projects. Banks are
wary 1o provide credit because of the uncertainty of the returns an such
investments. Furthermore, LCUs do not possess a good track record with banks
simply because of limited experience in dealing with each other.

Naotwithstanding, perspectives in undertaking marine pollution-related
pragrams are underway. The executive branch of the government has been actively
lobbying for the passage of the Revised Environmental Code which contains
pravisions aimed at correcting policy gaps and conflicts in the environmeant sector,
Sustainable financing mechanisms are being introduced in the Code to ensure
sustainability of enfarcing environmental rules and regulations, The EIA System has
likewise been strengthened and more projects will be subjected to the process 1o
ensure adequate protection of the environment. In the planning process,
environmental considerations are being included when assessing the economic
feasibility of projects that require ODA funding, A draft Land Use Code which aims
to correct deficiencies in the current state of land use planning is likewise pending
in Congress. This will impact on the management of coastal zones, management of
waste in the country and on the minimization of land-based sources of marine
pallution,

Certain recommendations for the increase in the level of environmental
investments are being proposed by the Industrial Environmental Management
Praject (IEMP), Included herein are the provision of fiscal incentives for project
proponents, incentives for financial institutions, intreduction of market-based
instruments or MBIs, development of a cooperative relationship between the DENR
and the financial community, development of a “clean” fund and improvement of
LGU revenue mabilization,

A survey on the existence of financial mechanisms in the country was
conducted. Results showed that there are a number of mechanisms that are being
implemented, such as:

« financial incentives offered by the BOI for environmental investments;

e the indusirial waste exchange program operated by the Philippine Business for
the Environment;

e current fees on mine wastes and tailings;

e the newly-established Environmental Guarantee Fund;

« recycling efforts by some private companies; and

o the Build-Operate-Transfer (BOT; Scheme.
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The BOT scheme is a form of partnership between the private and public
sectors. It is an arrangement entered into by a private sector propanent with the
gavernment for constructing, financing, overating and maintaining infrastructure
tacility for a fixed period, after which the facility is transferred to the government,
Pawer projects constructed during the early '90s were maostly financed through the
BOT scheme. The adeqguate supply of energy being experienced today attests to the
viahility of the scheme in financing crucial government projects. However, the
success of the whaole scheme cannot be guaranteed until the projects are transterred
back to the government after a number of years.

A number ol factors are cited for the success af the scheme, such as:

¢ conducive legal environment;

¢ government guarantees for a reasonable return on investment;

e costing schemes that allow private sector projects to be competitive with
government-financed projects;

e risk-sharing schemes between the government and the project propanent; and

« political will.

The Philippine government has put up a BOT Centre that coordinates all
BOT projects and promaotes the process in the country. One of its main thrusts for
the coming year is the use of the scheme for environmental infrastructure, e.g.
waste management projects. Training programs are being conducted for LGUs that
plan to implement BOT projects in their respective jurisdictions.

Meanwhile, the national government has come up with a framework for
national government assistance for financing local government projects with social
and environmental objectives. The framewark aims to facilitate and promote jaint
ventures among government units at the national and sub-national levels.

A number of case studies that implement sustainable financing mechanisms
for marine pollution prevention and management are presented. The case studies
are not necessarily focused on marine pollution. Neverlheless, they affect the
marine sector because their focus is on the enviranment in general. At the national
government level, three major projects have been undertaken:

1. Metropolitan Environmental Improvement Project. The MEIP primarily aims to
assist pilot urban centers in Asia to address and eventually reverse (he
degradation of their environment. Coverage includes Beijing, Bombay,
Calombeo, Jakarta, Manila and Katmandu.

2. Industrial Enviranmental Management Project (IEMP). The IEMP encourages
sustained economic growth in the industrial sector while reducing the adverse
effect of environmental pollution with corresponding improvement in public
health, Its three major compaonents are:



e pollution reduction initiatives;
« capability building; and
« policy studies.

3. Integrated  Environmental  Management  for Sustainable  Development
Programme (IEMSD). IEMSD is a three-year program meant 1o fill the gap in the
Philippine Strategy for Sustainable Development, particularly the lack of
attention towards preventive elements relative to environment pmtection, as
opposed to the emphasis on environmental rehabilitation,

The private sectar has its own set of case studies in implementing
environmental improvement projects. Members of the sector include private
companies, industry associations, private foundations and NCOs. Industries have
gradually been taking the initiative in doing their share in environmental
rehabilitation programs. Admittedly though, most of their effort is done to comply
with environmental rules and regulations. Private foundations are increasing the
number of environment-related projects they finance. But because of the wvery
nature of their organizations, whereby they have a steady source of capital,
sustainable finance mechanisms do not constitute a major part of their strategies
and action plans, The NGO community, on the other hand, has members that are
considered as funding mechanisms that support environment programs and projects
implemented by other NGOs. The Faundation for the Philippine Environment (FPE)
is ane NGO that has a sustainable source of funds for financing environmental
projects.

Although very few, there are some LGUs that have implemented waste
management  programs  Using sustainable financing mechanisms  for  their
maintenance and operations. The Regional Programme likewise has assisted in the
drafting of the Batangas Bay Strategic Environmental mManagement Plan, the
implementation of which will be financed through sustainable financing schemes,

In sum, there are lessons that can be learned from the Philippine experience
in implementing sustainable financing mechanisms for marine pollution prevention
and management projects. Policy gaps and conflicts will have to be addressed
immediately for these projects to take off and be operational on a sustainable basis,
Other countries in the region will have their own stories 1o tell. As a follow-up
activity to this research paper, an in-depth comparison can be carried out later on,
which hapefully will lessen inefficient practices and efiectively manage and protec
marine resources.
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INTRODUCTION

Sustainakle development has been defined in numerous wavs by experts
belonging 1o different fields, PA 21 contains some ot these definitions. From the
financial paint of view, SO is defined as living on the interest from our natural
capital rather than on the capital itself. Other experts believe that doing so is
inevitable, but thal the present generation can invest in social capital that can be
left for future generations. Demographers say it is living within the carrying capacity
of our environment and natural resources. Meanwhile, economic planners see SD
as simply integrating environmental considerations in socio-economic palicy and
decision-making.

Despite the lack of a comman definition of S0, there is a growing consensus
that sustainability of environmental protection and management projects relies
neavily, it not principally, on the financing mechanisms employved for their
operatian. Governments af developing and transitional economies have started to
focus their attention on the use of economic instruments to finance environmental
projects because of their proven track record in developed countries, Dr,
Panayotou states: “The search for iustrionents for envivonmental management in
developing and transitional economies 1s a search for instriments of sustainable
development, Economic instruments meet most of these conditions and are wiiqueely
suited for Hhe integration of envirennental and econonsic policy and can by designed to
advance sustainable development,”

The GEF/UNDP/AMO Regional Programme an the Prevention and
Management of Marine Pollution in the East Asian Seas recognizes sustainable
financing as a crucial element in the cenduct of marine-related programs. It thus
aims to come up with a proposal to governments of the region that promotes the
affective mobilization and channeling of in-country and external resources, The
proposal will contain economic policies and financial instruments that will
contribute o a “critical mass” of resource input essential to the ongoing operation
of national and regional marine pollution management programs.

This research work was conducted ta contribute to the praposal. It identifies
existing policy instruments and financial mechanisms available in the Philippines
for mobilizing financial resources for infrastructure projects which impact directly
and indirectly on marine pollution programs. Policy gaps and conflicts are further
reviewed, particularly those that inhibit investments in infrastructure that affect
marine pollution prevention and management. Perspectives of the sectors, i.e.
government, NGOs, LGUs, and the private sector, are likewise discussed in the
third portion. Finally, case studies on government programs and environmental
investments by private sectars, particularly theose that involve partnerships among
the sectors and those that use economic instruments, are enumerated in the last
part of the paper.



I. Government Policies And Programs that Directly and Indirectly
Target Marine Pollution Prevention and Management

The first part of the report deals with government plans, policies and
strategies  that directly and indirectly affect marine pollution control  and
management. There is a plethora of environmental rules and policies that can be
enumerated. Focus, however, is given to those that were formulated very recently.,

A. PHILIPPINE AGENDA 2 1

1. PHILIPPINE COUNCIL FOR SUSTAINABLE DEVELOPMENT

The Philippine government esablished the Philippine Council for
Sustainable Development (PCSD) by Executive Order on September 1992 to ensure
that the commitments made in Rio are implemented, monitored and coordinated at
the global level. The United States has cited PC5D as a model for government-
NGO partnerships through its NGO-PO Counterpart Secretariat, which was
established to coordinate the activities of the NGO community with PCSD.’

The mandates of the PCSD are:”

1. to review and ensure the implementation of commitments 1o sustainable
development principles made in Rie;

2. 1o establish guidelines and mechanisms 1o concretize and operationalize the
sustainable development principles in the Rio Declaration and incorporate them
in the preparation of the MTPDP at the national and local levels;

3. to act as a coordinating mechanism on the  provision of assistance and
cooperalion towards the fulfillment of commitments to Agenda 21;

4. 1o provide directions to address the continuing and emergent issues and chart
future actions related lo environment and sustainable development; and

5. to adopt a Philippine Agenda 21 (PA 21}

In drafting PA 21, PCSD undertook the following activities:”

o |

incorporated Agenda 21 principles into the development plans and budgets at
the national and local government levels;

formulated the Philippine Strrategy for Biological Diversity Conservation,
provided lead roles in the implemen:ation of NGO-PO initiated projects;
ratified the Basel Convention;

coardinated the preparation of Philippine positions 1o various international fora;

SRR
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integrated sustainable development activities into the national budget; and
formulated an Executive QOrder on improving the Philippine Enviranmental
Impact Assessment.

|

2. FRAMEWORK/LANDSCAPE OF PA 21

The framework for PA 21 discusses the principle of  sustainable
development. Although there was no consensus regarding the definition of S0,
analysts agree that its primary concern is to address poverty.

Peaple, due to poverty, turn toe the environment for livelihood.
Environmental quality, in trn, suffers causing further deterioration of life.
Migration patterns further suggest that once agricultural lowlands have been
exhausted, people either turn ta the cities, move to the uplands or to the coast to
use available resources in the area. As cities become overcrowded, development
efforts tend to favor these very dense areas. This causes further imbalances in the
economy and consequently widens the gap hetween the rich and the poor.

The poor are not only contributors to the continuous degradation of the
environment, They are also victims of their own deeds because they lack access to
sufficient, equitable and secure access 1o natural resources and environmental
services.! For one thing, they live in the most marginalized areas, particularly those
that are vulnerable to natural disasters rural poor) and in disease-prone squalter
areas that lack essential services (urban poor). But more importantly, they
inequitably pay for the cost of environmental exploitation which those who do
have full access don't or anly partially pay for.* Municipal fishermen suffer because
of over-fishing of big trawlers. Likewise, 70% of urban residents wha do not own
cars agonize over the warsening pollution caused by the affluent 30% who own
70% of the vehicles operating in Metro Manila.

Civen this, planning and program/project implementation will have lo take
economic, social and environmental concerns as inextricably woven with each
other. Fach sector inflluences the other such that lack of coherence and
synchronization in development efforts results in policy conflicts, trade-oifs and
negative cross-sectaral effects.”

To operationalize the framewark, the following criteria for sustainability,
along with the parameters therefor, shall be used:

* Virtucio, Felizardo K. v forcenneny Sustinable Developrent o Flnfipmne Anti-Foverdy Proertas, m
Dieaft Philippine Agetda 21, Pasig, Metro Mamla: 1396,
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1.

3

3

Economic Viability

maintaining & sustainable population whereby population growth must
match the exosphere’s carrying capacily, and the consumption patterns of
the population should be encouraged to adopt 1o sustainable production
palterns;

sustained economic growth, including the growth of domestic employment
o combat poverty; and

maintaining productiviey and profitability of environment and natural
resources,

tcological Viability

-

-

adopting environmental managemeant tools in policy and decision-making;
and

protecting the environment and conserving natural resources.

Technological Viability

&

managing residuals; and

adopting environment-fiendly technologies, especially those that are
productive, not extractive, i.e. those that do not cause non-renewable
resources to further dwindle, rather increase their value by using more
renewable resources at a rate that would equal their regenerative capacity.

4. Political Viability

5.

6.

L

empowering the people; and
maintaining peace and order.

Cultural Viabiliry

promoting resource access and upholding property rights; and
promoting environmental awareness, inculcating environmental ethics and
supporting environmental management actions,

Institutional Viability

improving  institutional  capacity/capability 10 manage  sustainable
development *,

b,



Four components were used to tramslate the framework inte an agenda for
action:

«  Governance: means of implementation;
Socio-economic dimension:

Strengtnening the role of major groups; and
Conservation and management of natural resources.

* & @

3. POLICIES ON THE COASTAL AND MARINE ECOSYSTEMS

Threats to Coastal and Marine Ecosystems

The coastal and marine ecosystems are experiencing threals (o their survival.
PA 21 cites the various reasons why the coastal and marine ecosystems are on Ihe
verge of destruction. Some of these reasons are:

¢ open access o coastal areas;

*  mangrave conversion to aquaculture;

« erosion and siltation from forestry activities;

« industrial and agricultural pollution;

¢ solid wastes dumped by households;

* backwardness of the fishing industry;

o lack of postharvest facility and inadequate infrastructure to increase production;

¢ national trends such as promoting Regional Industrial Centers (RICs) expected to
attract foreign investment in the form of industrial plans; and

« promotion of intensive farming systems and high-value crops that use
substantial amaunt of chemicals and fertilizers that will exacerbate siltation from
denuded forest areas.

Programme Areas in PA 21

Government has attempted to come up with comprehensive plans for the
fisheries sector, particularly with the advent of the Medium Term Fisheries
Management and Development Program. It recommends the decentralized
management of nearshore fisheries resources to municipalities and local fishing
communities. This was to carrect previous attempts of the government (o manage
fishery resources based on centralized planning which ignored local initiatives,
thereby rendering futile their efforts to control overexploitation of resources, The
community-based resource management technique is now being implemented. It
aims to ensure equity in resource utilization and sustainability of coastal resource
productivity,

PA 21 contains the major programmes and action plans the government
intends 1o pursue with regard to coastal and marine ecosystems. PA 2175 vision lor
this ecosystem is “nmproved amd sustained quality of life by the year 2025 Hrough the



euitable wtilization, conseroation, preseroation and prolection of constal aud warine
resorrces by cconomically and socially self-reliant people.”?

The first programme area deals with protection, conservation and
management of coastal and marine resources. Mangrove forests, seagrass bods,
coral reefs and fishery resources will be rehabilitated. Protected areas would be
declared and sanctuaries will be established. The Coastal Resources Management
strategy will further be institutionalized.

The second programme area deals with controlling land-based sources of
pollution and other causes of coastal and marine ecosystems degradation, These
land-based sources cause two kinds of pollution, siltation or sedimentation of the
marine environment: chemical {e.g. persistent organic pollutants, heawy melals,
nutrients) or biological {e.g. pathogens from sewage and solid wastes). These
pollutants become public hazards through contaminated seafood, direct contact
such as bathing, and use of sea water in food processing industries. Food security
further becames threatened as the produclive capacity of the marine hahitats to
support fisheries is altered.

Other sources of degradation include destructive fishing practices, collection
of marine resources, and natural calamities. The use of best available technology,
best environmental practice and integrated pollution prevention and control will be
taken into account when measures to reduce pollutant emissions and discharges
are implemented. The EIA, comprehensive land-use management, risk assessment,
egnvironment and natural resources accounting, environmental monitoring,
integrated watershed management, integrated coastal area management, economic
and regulatory instruments, innovative financial mechanisms, efc. are considered to
be of utmost importance in sustaining the productivity of this ecosystem. EIA
procedures will be improved and simplified to ensure appropriate adoption of
pollution contral technolagies.®

The objectives for protecting this ecosystem include:

1. Strict enforcement and updating of environmental laws related to coastal and

marine development;

Encourage transfer and use of appropriate technology especially in industries

situated within or in areas affecting the coastal and marine ecosystems; and

3. Adoption of environmental management tools, i.e. comprehensive land-use
management, risk assessment, etc,

(2=
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The action plan for the marine environment is composed of the following

aclivities:

ta

|

Cevelop or update the sewerage master plan to ensure that existing and future
developments have provision for sewerage systems;

Establish waste treatment and dispasal guality criteria, objective and standards
hased on the nature and assimilative capacity of the releasing environment;
Ensure that at least 30% of all sewage, wastewater and solid wastes are treated
or dispased of in conformity with national environmental and health quality
guidelines;

Dispose of all sewage, wastewater, and solid wastes in conformity with
national environmental quality guidelines;

Adopt sound garbage dispasal systems and improve solid waste management
services to include systematic collection, handling, transfer and disposal of
solid wastes complemented by a livelihood programme for scavengers;

Provide the urban population with adeguate waste services;

Install garbage containers for citizens in public areas for purposes of
appropriate callection and/or recycling;

Establish and ensure proper operation of solid waste management facilities on-
shore for wastes from all sources including wastes fram ships;

Ensure that full urban waste service coverage is maintained and sanitation
coverage is achieved in all rural areas;

. Develop plans and measures 1o prevent accidental release of oils particularly

from coastal refineries and of capacities ta respond to such accidents;

. Establish environmental monitoring programmes for oil including development

of assessment criteria;

. Provide reception and recycling facilities far used lubricating oils 1o prevent

proliferation of persistent organic pollutants (POPsj;
Develop and maintain inventories of point sources of POPs;

. Develop a national action plan for reduction and elimination of emissions and

discharges of POPs;

. Develop appropriate regulatory measures  and  establish  facilities  for

environmentally-sound collection and disposal of wastes containing POPs;

. Establish an environmental monitoring programme for POP:s including the

development of assessment criteria and the adoption of internationally
accepted quality contrals and quality assurances;

. Develop wvolumary agreements 1o eliminate or contrel emissions  and

discharges of POPs;

. Develop and maimtain inventories on significant sources, including natural

sources, of priority heavy metals and subsequent assessment and establishment
of priority areas for action;

. Establish cleaner production programmes in cooperation with industries

including recveling and reuse of wastes as well as the efficient use of energy
and water:
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20, Develop appropriate  regulatory  measures  and  establish  facilives  for
environmentally sound collection and disposal of hazardous wastes containing
heavy metals;

21. Formulate and implement awareness and information campaigns far the
adoption of appropriate agricultural practicesitechniques including balanced
fertilization and ecological agriculture to minimize nutrient losses from
anricultural activities:

22. Upgrade soil erosion contral measures in public and private development and
require the enhancement of monitoring and enforcement of development
control measures currently in place;

23. Establish soil erosion control guidelines and verification procedures for public
and private development;

24. Establish monitoring of sediment transport to the marine environment and
associated sedimentation patierns and rates;

25. Develop and implement environmentally-sound land-use practices to contral
sediment discharges to water courses and estuaries which cause degradation of
the marine environment;

26. Establish measures 1o control and prevent coastal erosion and siltation due to
anthropogenic factors such as land use, including coastal mining and
consiruction practlices;

27. Adopt fiscal and economic measures, including voluntary agreements to
encourage reduction and/or elimination of emissions and discharges of heavy
metals:

28. Provide alternative livelinood for fisherfolk to relieve pressure on the resources;

29. Maodernize fishing eguipment;

30, Increase penalties/lines (or violators of fishery laws; and

31. Modernize Bantay Dagat/llog equipment.

The third programme area is on the formulation and implementation of an
integrated water and land use plan for coastal areas considering the carrying
capacity of the area and use compatibility, The pressures on coastal areas created
by population growth will be regulated. On the other hand, reclamation activities
will be undertaken to accommodate the increase in population over the yvears, FlAs
shauld be programmatic to ensure compatibility and economy in the cost of waste
disposal systems, settlements and other infrastructure. Establishment of beach
resorts will also be regulated.

The fourth programme area reviews policies/strategies relevant to
management of coastal and marine ecosystems. These policies have been
fragmented and anchored an resource-based schemes. Poverty is now considered
as a major source of pollution. Furthermore, the question of access and control in
resource management will be addressed, especially in the fisheries sector. Thus,
there will be a review of bilateral agreements, and responsibilities and jurisdiction
of various agencies will be clarified, particularly regarding mangroves, Policies on
tourism in coastal areas will be reviewed, whereby tourism should not compramise
access of small fisherfolk 1o resources nor should they endanger coastal resources,



Stricter enforcement of pollution laws will be attempted, while recognizing the
rights of indigenous communities in coastal areas.

Finally, the government will embark on a capacity-building and information

strategy to enable communities to participate in the management of coastal and
marine ecosystems.

4. SECTORS INVOLVED IN IMPLEMENTING PA 21

Local Government Units (LGUs)

The LGU is a government body that has jurisdiction over a barangay,
municipality, city or province. It is the formal pelitical structure mandated to bring
about development at the community level, The country is divided into 77
provinces, which are subdivided into 66 cities and 1,544 municipalities, These
cities and municipalities are made up of 41,922 barangays. In total, there are
almost 43,000 LGUs in the country. Each one has a set of elected officials and
enjoys some degree of financial autonomy.

Decentralization has been a major undertaking for the past five yvears. The
Local Government Code (LGC) was passed in 1991, owing to the decade-long
struggle of local governments for local autonomy from the central government.™
The LGC devolves the responsibility of delivering basic services w the local
governments. Such services include health, environment, agriculture and social
services, Furthermore, it devolves certain regulatory and licensing functions, such
as the reclassification of agricultural lands, enforcement of environmental laws,
licensing of tricvcles, etc.

The LGC increases the financial resources available to LGUs, from 11% of
the internal revenue allotment to 40%. It likewise guarantees a 40% share for LGUs
from the proceeds of national wealth in their respective areas. LGUs can now enter
into loans, and they can access domestic and international grants on their own.
They now have corporate powers such that they can exercise proprietary rights,
enter into loans with other LGUs, enter into BOT schemes, and float bonds.

Finally, LGUs are now required to involve NGOs and POs in the process of
local governance. This is what is known as debureaucratization of the government.
These NGOs and POs are guaranteed seats and representation in local special
bodies such as the local development council, the lacal health board and the local
schonl board.

Because of all these devolved functions and powers, the LGUs are now
given a chance to be dynamic and creative, They therefore play a key role in

W Brillantes, Alex B, [r.  Devefopmens Adounigratian e sostanalle Developrrent, in Dratt Philipping
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putting the wvalues of sustainable development into operation'’, and are now
responsible in integrating sustainable development concerns in their respective
lacal development plans, strategies, programs and projects,

Specifically, the Code mentions that LGUs are responsible in:

« enforcement of laws related to pollution control and protection of the
environment;

o adoption of measures to safeguard and conserve land, mineral, forest, marine
and other resources of the municipality, city or province; and

« protection of the environment and impasition of appropriate penalties for acts
which endanger the environment.

As can be gleaned from the above, the passing of the LGC of 1991 created
remendous opportunities for the provinces, cities and municipalities 1o grow and
develop on their own initiatives. This meant that any LGU could make its own
targets and programs independent of the national pgovernment agencies'
prioritization scheme with respect to the development of geographical areas in the
country.

Other functions of the LGU include administration of justice, police power,
power of eminent domain and promotion of education. They can enter into
contracts, levy real estate taxes, and even celebrate and manage their own town
figstas.

The responsibility for spatial organization and allocation of various activities
within a particular area of jurisdiction lies in the land regulatory instrument of the
LGUs, the zoning ordinance. They now exercise authority over community farests
and small watersheds. They also reclassify agricultural lands  after the
implementation of a zoning ordinance based on a comprehensive land use plan.

In its planning activities, an LGL is expected to come up with an integrated
area development (IAD) plan, whereby it provides an integrated delivery of services
in an underdevelopad region covering many sectors. Coupled with community
organizing, support of the rural population is solicited. By factoring in sustainable
development, it is expected 1o develop the capacity to generate financial and
technical resources internally and to equitably distribute the fruits of development.

With respect to conflicts with national programs and projects, Section 26 of
the LGC states that “all national government agencies and government owned and
controlled corporations must consult with LGUs and the NGO sector in the planning
aied dmplemeindation of any project that way canse pellution, climatic changes, or
depletion of non-rencwable resonrces.” > This means that national government bodies

b .
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cannot undertake activities that would cause environmental degradation and
destruction without the approval of the LGU. The LCU is thus given the authority
to determine the fate of its natural resources,

Fisherfolk Sector

The 1990 census shows that population in the coastal areas in the country
represents 13% of the total population. Furthermore, 70% of those employed in the
fishery sector belong to the group of municipal fishers. The municipal fisheries
sector accounts for 41.3% of total fish production and ranks second in terms of
value. Coastal waters are the fishing grounds of the municipal fishers. Given this, it
is very important to address the needs of this sector, as they play a major role in
using and managing the coaslal and marine environment.

It is envisioned that marine and coastal resources will be managed based on
property rights guided by coastal management and planning systems evolved
through people’s initiatives and participation, particularly the fisherfolk.” Coastal
resource management must be integrated in legal infrastructure, policies and
administrative mechanisms to ensure its success,

Business Sector

The business sector came up with its counterpart to PA 21, the Business
Agenda 21. Based on both economic and environmental considerations, the
ultimate aim of BA 21 is to get close to zero-waste production, Minimizing waste,
energy use and environmental impact will require cleaner production technaologies
and effective recycling processes.'

The document specifies three goals in pursuing environmental protection:

1. minimize adverse environmental impact;

become maore effective in complying with environmental standards; and

3. have access to environmental services thai facilitale environmental management
and compliance.

Il

In the short term, the sector proposes to facus on education and standard-
setting. In the medium term, it plans to gradually improve production emissions
complemented with shared efforts with the government. Finally, in the long term,
i.e. in 30 years, it will focus on renewable processes and use environment as a
competitive advantage, giving rise to entreprencurship and industries that are
sustainable,

13 NEDA, _The Bsheriafl Sectior and Spstainable Devedopriony, in Drafi Philippine Agenda 21, Pasig, Metro
sadn: February 1986,
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The components of the document include:

1. environmental management, which requires reorientation of company 10
become environmentally sensitive;

2. shared objectives and targets with the government; and

3. environmental  entrepreneurship,  which  establishes  environment-friendly
enterprises that help other businesses comply with regulations, e.g. recycling,
laboratories and technology development,

At this poinl in time, environmental protection is being undertaken by the
business sector primarily because of state contral. It is their aim that industries will
become more proactive and holistic in approaching this activity. The benchmarks
they have identified in doing this are the following:

»  Adoption of 150-14000;

¢ ‘Voluntary reduction of emissions to levels determined by the DENR or even
improved over standards;

e Perceptible restoration of affected ecosystems and depleted renewable
resources; and

e  Marked increase of smaller businesses participating in environmental efforts.

NGOs are considered as pioneers in promoting sustaingble development.
This is particularly true in the conduct of public activities that the government fails
ta underiake due to bureaucratic, budgetary and manpower constraints. PA 21
enumerates the wvarious efforts of NGOs in promoting sustainable development
activities and recognizes the difficulties of accessing alternative financial
mechanisms (o be able 1o be totally independent of government, 1.e. official aid
and assistance, Nevertheless, efforts at the moment are geared towards breaking
this habit,

Women, vouth and the labor sector also have their own equally important
roles in the pursuit of PA 21,

3. FINANCIAL MECHANISMS TO IMPLEMENT PA 21

PA 21 has enumerated a number of strategies and programmes o realize its
objectives, MNeedless to say, financing options and resources have to be addressed
as well. There has been not much experience in this field to learn lessons from, and
the country is faced with the challenge of becoming creative and innovative in this
regard.

A basic principle that is emphasized is that these financing options should
ve sustainable. In other words, the investment made in these economic activities



should be able to “intermalize fhe costs of sustainable development and its
externalibies.”™ Hence, the options should contain mechanisms that generate
budgetary resources for sustainable development expenditures, as well as change
the medes of production and consumption that are congruent with sustainable
development abjectives and practices. A concrete example of this would be
‘getting the prices right” in public sectors like energy, water, transportation and
agriculture.

In the past, environmental projects relied mainly on either allocations rom
the budget or official development assistance {ODA) grants and loans, These funds
were used by both governmental and non-governmental badies in conducting the
programs and projects. They can further be characterized as being financial in
nature and supply dependent. However, sustainable development programs and
projects require new approaches that are:

1. economic in nature, i.e, economic instruments (Els);
2. market-based: and
3. exhibit potential for national and global resource mobilization.™

With respect to the institutions involved, the experience of developing
countries (DCs) has been in implementing command-and-control instruments
(CACs). This has proved to be disappointing because enforcement authorities are
not able to institute proper and sufficient mechanisms to encourage of restrict
behavior relative to the utilization of natural resources. In turn, this has led ta the
problem of open access to natural resources and consequent environmental
degradation. Hence, costs in implementing CACs continually increase. In
particular, monitoring of pollutant emissions has been very weak, and guidelines
for enforcement are wanting.

Developed countries have expressed inlerest in promoeting the use of Els
because of the costs and difficulty of implementing CACs. Furthermore, the tight
fiscal situation of both developed and developing countries aggravate the need for
new approaches in addressing environmental concerns. Els are cost-effective than
CACs because they are motivated by the “polluter pays” principle. But it is
precisely because of this that developing countries are hesitant to adopt these Els
proposed by developed countries. The latter has been accused of developing at the
expense of environmental degradation of developing countries, i.e. through the
application ol envirenmentally unfriendly technologies and the unregulated
extraction of their natural resources.” Because of this, DCs are bargaining far them
to pay the lion's share in solving environmental preblems and installing mitigating
measures to prevent further degradation,

U [nocentes, Lugemo 1010 Fowsesds An Aot Far For Qeererating Booecrely Opiiaogis Foe Ssiainaive
Devefopntend Actnatios wr the Phifiprpiees, in Draft Philippine Agenda 21, Pasig, Metro Mamla 28 January
14496,
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In this regard, DCs have proposed for the following measures in their

negotiations:

!\_:

(8]

Els should not replace the promise of developed countries to increaze ODA 10
al least 0.7% of GNP by year 2000;

Els should only be additional to those committed in Rio de Janeiro;

Els should not shift the burden of salving environmental problems to Cs; and
Els should be flexible enough to adjust to the varying situations in DCs, hence
should be adaptable.

The LUINCSD has proposed specific measures as possible Els:

International air transport tax {(IATT). A user charge on air transport can generate
financial resources for sustainable development activities. It can be levied on
either air transport fuel or the volume of air traffic. The advantage of using the
IATT is that North America and Europe will be most affected because 2/3 of air
transport occurs in these places. However, the IATT will unfairly penalize the
airline industry considering that other industries are equally pollutive. Locally,
IATT will effectively burden Filipino overseas contract workers and travelers.,

Internationally tradable carbon dioxide (CO:) permit. This recognizes the right
of people and entities to engage in activities that emit CO: It further allows for
greater finance generation for sustainable development activities. However, this
has not been implemented anywhere and there are no clear rules in setting the
initial allocation of pollution rights, What can be implemented is an
international carbon tax on all carbon-based fuels, e.g. oil, gas, coal, etc. The
schedule of the tax shall be distributed equally according 1o the carbon content
of the fuel. However, it does not work on the same premises as those of the
permit because the tax implies that there is no technology that could reduce per
se CO: emissions, and the costs of switching 1o lower carbon content fuels are
extremely high.

Joint implementation. This is based on the fact that different countries have
different abatement costs for emission reduction measures, Hence, financial
resources should be distributed according to the benefits to be derived 1o make
the arrangement profitable for everyone. This can lead to technology transfer
and technical assistance for developing countries in cleaning their environment.
This can also mean lower costs for developed countries in meeting national
ohligatians through less expensive measures abroad.”™ However, this may also
cause development priorities and programs of developing countries to take a
sidestep as developed countries concentrate their funds for environmental
programs, some of which may be less urgent than other sectoral programs.

T i,
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4. Debt-for-nature swaps. This mechanizsm is a direct way of assuring developing
countries that their money is spent on environmentally beneficial programs. It
further increases their imernational reserves savings which would have been
used to pav for their debts. For the creditor countries, this lessens the
percentage of debts to be written off. To date, however, debt-for-nature swaps
constitute a minimal amount of the total debt of developing countries. They also
conslilute the amount needed to close the financial gap of sustainable
development. OECD countries’ interest in this scheme has been waning.

Other Els being considered in the international community are:

Pollution Abatement Funds (PAFs);
Regional Sustainable Development Funds;
Multilateral “Green Round”: and

Tobin Tax.

B R R

The country faces the problem of allocating meager resources among
programs that are important in its development: the Comprehensive Agrarian
Reform Program, the Social Reform Agenda, the Human and Ecological Security
Program and the PCSD. This injects a lot of pressure on the budget causing these
programs to compete with each other to determine which one should be given the
greatest priority. PA 21 should therefore attempt to encompass all sectoral concerns
in achieving sustainable development. This is known as Pareto optimality, wherein
everyone is made better off, or at least na one is made waorse off, by the allocation
scheme that the government would embark on.

Capacity 21 has identified possible sources that the government can tap to
support PA 21. For one thing, the international community is eager to provide a
climate for achieving sustainable development, With the establishment of the WTO
and AFTA, trade liberalization is well underway. Macroeconomic policies have
been proposed by UNDP  while the Tokyo Consultative Croup and the IMF are
currently reviewing their country programmes to know whether they are consistent
with sustainable development objectives. Haowever, developed countries are trying
to use environment concerns as non-larifl barriers against exporls of developing
cauntries.

The government can likewise redirect ODA from its present bias towards
infrastructure because the BOT scheme is used to finance most aof these revenue-
generating projects.

One possible internal funding source would be the reallocation of the
International Commitments Fund (ICF] which is meant for pavment to 12
international organizations. The budget amounts to PhP1.103 billion under the
1996 General Appropriations AcCt
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PA 21 has identified other possible local sources of financing for sustainable

development. These, however, are still supply dependent in nature, ie. are not
sustainable on their own, hence do not constitute as Els, They are:

et |

B.

Internal Revenue Allotments (IRAs). These are allocations from the national
povernment to local governments, LGUs may use these funds for sustainable
development projects.

Local Entertainment Tax. LGUs may tax enterlainment aclivities, such as
movies, and use the funds for specific 5D projects.

Shares from “Sin Taxes”. These are taxes collecled from tobacco and alcohol.
These can be viewed as an application of the "polluter pays” principle, whereby
proceeds can be used to fund livelihood and industrial projects in the 1obacco
growing provinces.

Lotto Tax. These are taxes from the sale of Lotlo tickets. Lotio is a lotlery game
conducted by the Philippine Charity Sweepstakes Office (PC50). A caveat to
using taxes 1o fund specific sustainable development projects is that it goes
against the current budgeting guideline of the government of “discouraging the
earmarking of funds for specific uses and activities.”'? The policy at the moment is
based on a “one-fund” concept, hence should specific taxes he allocated for
specific activities, this policy will have to be modified.

Initial Public Offerings (IPOs). Fees could be collected from IPOs of
environment-friendly private firms. Considering the burgeoning of the country's
capital market, this source proves o be feasible, However, this could also cause
a dampening effect on the market, as the private sector’s interest might wane if a
portion of the PO proceeds would be used directly far SD projects.
Countrywide Development Fund and Other Special Purpose Funds, The CDF is
the pork barrel fund given to all lawmakers in the country to be used for
development programs and projects they fund.

Corporate Private Sector Resources. A number of foundations are existing in the
country loday and these could serve as sources of funds for 5D activities. Other
firms could be encouraged lo set up their own foundations for similar
purposes,’”

NGOs.

ENVIRONMENT POLICIES

The DENR is the primary agency tasked to plan, regulate and enforce

environmental policies, rules and regulations for environmental protection and anti-
pollution activities, It is in charge of issuing permits for industries 1o locate in
particular areas, as well as to operate certain activities. One of its staff bureaus, the
Environmental Management Bureau (EMB), is tasked to conduct the Environmental
Impact Assessment (EIA) for projects deemed to affect the environment. Another
body under the DENR is the Pollution Adjudication Board (FAB} which oversees

™ Tl
T nocentes.
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the implementation of pollution-control laws, Compliance with other regulations,
such as those on water guality assurance and effluent standards, are monitored by
the agency as waell, In this regard, DENR is empowered to collect penalties and
iines based on a schedule determined by law.

1. I55UANCE OF PERMITS

In pursuing their mandate of environmental management and protection
through PD 984, the DENR Regional Offices (ROs) are empowered to issue lwo
kinds of permits: the Authority 1o Construct (AC), which is issued once to autharize
the construction of the anti-pollution device (APD) after approval of the plans and
specifications thereof; and the Permit to Operate (PO) issued annually to autharize
the continued use of air and water pollution control device and the air pollution
source. Water pollution sources are not subject to annual re-issuance of the PO,
The annual permit review and re-issuance of the permit was determined internally
within DENR and is not specified in PD 9847,

The PO is issued after these three requirements have been met:
o priorissuance of the AC;
e inspection showing the APD is properly maintained and is still sufficient; and

o the APD camplies with the standards.

2. ENVIRONMENTAL IMPACT ASSESSMENT (ELA) SYSTEM

Legal Basis of the EIA

Presidential Decree (PD) 1151 mandates the adoption of the Environmental
Impact Assessment (ELA) system as the mechanism by which the “exicencies of
socioeconomic undertakings can be reconciled with Hie requivemenis of envirommental
guality” (1st par. Preamble, PD 1586)." At present, PD 1586 (Establishing an
Environmental Impact Statement System) issued on 11 June 1978 and the Pollution
Control Law are the most powerful environmental quality regulations. PD 1586
further mandates the, then, National Environmental Protection Council {NEPC),
now the Environmental Management Bureau (EMB), to administer the EIA system.

The EMB was created under Section 16 of Executive Order (EQ) No. 192
which provided for the rearganization of the DENR and created attached agencies
and bureaus, It has the same functions as the former NEPC such as planning,
management and implementation of the gavernment’s environment program. With

SHIERT. Policy Study #2100 Analyss of Current Besulalory Programs for Follution Managemeont, Yolume
1 Appendix A, Maniba: 27 March 1905,

2 PD 254 deals will: new pollution contte! lows. 1t abohshed the Nabnonad Witer aned Aar Follution Contraol
Conmussion (WWATCC) and ereated (e Nabonal Tolluben Control Comumssion (N1CCY, [ further
broadened the powers of the NFCC 1o mclude CDOs.
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this, it is expected to “rattonalize the funchions of government agenctes cliarged with
enitrenmental protection and twith the euforcement of environment-related Inws fo e
end that cffective, coordinated and integraled sysiems of enviranmental profectron;
rescarcl and implementation aud enforcement of sich laws shall be aclucoed.” {(Sec, 3
fa), PO¥ 1121

The ElA process involves the following steps:

o Preparation and submission of the Environmental Impact Statement {EIS Jby the
proponent to the DENR-EMBE;

s Assessment of completeness of requirements by the EMEB;

s Provision of additional information required by the EMB;

« Inspection of the proposed site by the EMB, together with the DENR
RO/PENRO and LCU;

» FEvaluation of the EIS by the Review Committeg;
e Public hearing, which may be called by the EMB Director; and
e lssuance/MNon-issuance of Environmental Compliance Certificate (ECC).

Certain exemptions for submitting an EIS are granted to companies if they
meet the following:

1. discharges minimal amount of wastes and the management of such wastes is
refatively easy;

2, has capitalization of not more than PhP500,000,00; and

3. employs not more than 20 persons.

These companies would still have to secure exemption certificates fram the
EMB. Hence, the DENR determines which companies are exempled and which are
not. Even with the issuance of these certificates, the DENR may still impose certain
conditions requiring the proponent o institute necessary remedial measures,

Land Bank of the Philippines

In facilitating the process of accrediting projects whether ar not they require
an ECC, the Land Bank of the Philippines (LBP) has introduced institutional changes
that would produce such an effect. LBP is one of two government financial
institutions involved in wholesale and retail lending for development programs and
projects in the country. Just recently, it has set up an environmental unit tasked to
evaluate the environmental component of all proposals submitted to the bank. 1t
sees to it that projects which require environmental clearances comply with
environmental laws™. It further coordinares with the DENR-EMB to accelerate the
processing of environmental clearances and permits on projects financed by the
bank. The European Union (EU) sees its role as facilitator, i.e. it assists the

0 Enviconmenial Managemenl Bureau.  Zrgustess Dmaronens, Vol 4 No.l. Quezon Cityr January- March
19405,
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proponents in ensuring that the proposals are in compliance with environmentul
laws and regulations. Specifically, the tasks of the LU are to:

» review the project description of each sub-project to determine environmental
cffects;

» assist in reviewing or preparing the ElA, the cost of greparing the EIA 1o be
shouldered by the sub-borrower;

o liaise with DENR-EMB to accelerate the processing of official environmental
clearance and permits; and

« maintain a list of qualified environmental consultants to assist in complying
with the requirements of the Countryside Loan Fund (CLF)" and other special
financing programs.

Regarding the last point, LBP eventually hopes to come up with a list of
accredited consultants/experts by both the Land Bank and the World Bank, This list
will be made available 1o all interested parties, the objective of which is to facilitate
the preparation of EIA and EIS for project proposals in both wholesale and retail
lending.

The EU envisions itself as undertaking additional functions in the future:™

s provide environmental training assistance to Participating Financial Institutions
(PFls) under the CLF;

e maintain a core of accredited environmental consultants that can be tapped by
PFls and project beneficiaries; and

e provide other technical environmental services to PFle and sub-borrowers who
need assistance,

At this point, EU is concentrating on wholesale lending activities. It needs 1o
increase its manpower to cover all lending activities and funds of the bank. Part of
its efforts towards this end is to conduct aining sessions for bank personnel on the
role of EU and the EIA System, and conseguently integrating the unit into the whole
credit evaluation process. This iz in ling with the Memorandum of Agreement
IMOA) dated 26 June 1992 mandating all government financial institutions to
integrate environmental concarns in the credit process, In particular, it specifies that
DBP and LBP should set up Environmental Lnits “whose responsthiitty is to pre-
screen, check constsicicy and completeness of docionesttation requirements wid pre-
conluate PDs prier to endorsement to EME."Y The objective of this is to create mini-
DENRs in each of these institutions, tnereby devolving the task of ensuring that
proposals are consistent with environmental protection regulations and programs.

25 The CLY, or Countryside Loan Fand, is o credir window for pavhicipating fmancial mshnatons. tnded by
the Internanona] Bank for Beconstruction and Development.

e LM, dndustor Ervironews

3 MOA signed by DINE, DA, DAR, HLEB, FLA, NIA, DOT. DTL, BOLL ERB, OEAL WP, TNOC, NEA, DPWEL
DOTC, PPA, NWERE, LA, MWES, LWLA, LLDA Mata. DOST. LG, Nunonal Muaseum, DOH, LBE, DB and
IWELYA on the LLA on 26 June 7892,
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A concrete step towards this direction is the MOA between the bank and

DENR. The MOA allows the bank to issue a loan for backyard and small scale
industries that are granted exemption certificates from undergoing the LIS process,
without having to wait for the certificate. The DENR has a list of projects that are
given such exemptions. If the bank sees that the proponent is part of that list, then it
can issue out the loan at once without having to wail for the DENR regional office
to issue the exemption certificate. This is still under negotiation, though.
Nevertheless, it is a positive step towards facilitating the credit process without
compromising environmental concerns.

Other environment-related projects of the bank include:

Philippines-Ozone Depleting Substances (ODS) Phase-out Investment Project.
The ODS project aims to recycle, reduce and eventually phase-out consumption
of ozone depleting substances. Land Bank co-implements this with the DENR
with an allowable dishursement of U$$14.74 million provided by the Maontreal
Protocol through the World Bank (WB}. The WB has recognized the eflorts of
the Land Bank in coming out with Operating Policy Guidelines (OPG) which
were described as well-studied and carefully planned. The guidelines served as
the model for other recipient countries under the Montreal Pratocol .’
Integrated Protected Areas System (IPAS) Project. The IPAS is a project of the
Clobal Environmental Facility worth US$20 million which aims to enforce
conservation laws and resource management in ten priority sites identified as
biologically important public lands, being habitats of rare and endangered plant
and animal species. Alternative livelihood activities are promoted for
community residents in the IPAS areas.

Industrial Forest Plantation {IFP). This is a2 US$25 million development project
funded by the Asian Development Bank (ADB). DENR is the lead agency in
implementing IFP project.

LOCATIONAL CLEARANCES

The Local Government Code of 1991 provides for the drafting of local

development plans by LGUs. In particular, Sec. 20 (c) states:

“The local government unit shall, in conformity with existing laws,
cantinue lo prepare theiy respective comprehenstoe land wse plans enacted
through zoming ordinances which shall be the prinary and dominant bases
for the future use of land resources: Provided, That the requarements for
food production, hwman settlement and industrial expansion shall be
taken mito consideration in the preparation of such plans.”

LB, Mndisi Emmnonouw..



Prior to the Code, the Housing and Land Use Regulatory Board (HLRB) was
authorized to “promulgnte zoning and other land use controf stamdards mnl quiddelines
which shall govern land use plans and zommg ordmances of local government” and to
“review, evaluate, approve or disapprove comprehensioe land wse development pluns und
zoning ordinances of local governments”. Thus, HLRB was empowered to issue a
Locational Clearance for projects proposed in a particular area. On the other hand,
LGUs were likewise required to issue clearances for any business activity in a
particular area using their comprehensive land use plans as bases therefor. This
duglication of clearances has been streamlined with the Code. The power to issue
Locatianal Clearances has been devolved mostly to LGUs.

However, there are still provisions in subseguent laws that provide for
exemptions regarding this issue. E.Q. 72 5. 1993 section 3 states that:

“The authority of HLRB to issue locational clenrmces for locally
significant projects is hereby devolved to cities and nuoncipalitics with
compreliensive land use plans reviewed and approved in accordance with
this Order. Such cities and municipalities shall ltkeivtse be responstble for
the institution of other actions in the enforcement of the provisions Hereof.
For this prrpose, they may call on the HLRB and such other NGAs for
any legal and techinical assistance.

Based on establisied notional standards and priovitics, the HLRE shall
confinue to issue locational clearances for profects constdered to be of vital
and national or regional economic or environmental significance, Unless
otherwise declared by the NEDA Board, all projects shall be presumed
locally significant.”

The HLRB, therefore, is still mandated to issue locational clearances if the
projects are deemed to be nationally/regionally and economicallv/environmentally
significant. The NEDA Board determines what these projects are.

4. REGULATIONS FOR WATER QUALITY ASSURANCE

Standards of water quality are set by PD 1151, Section 18 specifically states
that:

“The National Pollution Control comnussion shall prescribe guality and
effluent standards consistent with the quidelines set by the Natiomal
Envirommental  Proteclon Councll and e Classificntion of walers
prescribed i the preceding sections, taking info considerafion, among
otlwers, the following:

a) Hw standard of water quality or purity mmy vary according to
beneficial uses; and



b} the teclmology relating to water polfution control

On the other hand, DENR Administrative Order (DAO) 34 5. 1990 classifies
Philippine waters into 3 classes, from drinking water 1o industrial water supply.
Coastal and marine waters are classified into four, according to use. Included
further are water qualily criteria for:

o surface waters;

o conventional and other pollutants contributing to aesthetics and  oxygen
demand for fresh waters;

e loxic and other deleterious substances for fresh waters;

« conventional and other pollutants affecling aesthetics and exerting oxygen
demand for coastal and marine waters; and

« loxic and other deleterious substances for coaslal and marine waters,

Five sources of water pollution have heen identified: {1} domestic sewage
and wastes; (2} industrial effluents; (3) agriculwral runoffs; (4] oil discharges and
accidental spills; and (5] mine tailings.™ For each of these, regulatians are provided
to protect waters therefrom. DAO 35 s, 1990 states that no new industrial plant
with a high waste load potential will be allowed 1o discharge its wastes inta a body
of water where “dilution or assimilafive capacity of satd waler body during dry weather
condition ts msufficient to maintain its prescribed water quality according to 1ts wusage or
classificatton.” Furthermore, it prohibits any person from discharging industrial
effluents into bodies of water or through canals ar pumps except upon approval of
the DENR Secretary.

Section 11 of the same DAQ defines the maximum gquantity to be
discharged into the water. It states that guidelines which specify the maximum
quantity of any pollutant or contaminant that may be allowed to be discharged into
the body of water shall be provided by the Secretary. Although this section applies
to industrial effluents, it is not limited to such, In implementing these regulations,
the government used the AC, PO, CDO and EIA mechanisms. The Locational
Clearance and menitoring of LGU and HLRB are also significant to ensure the
implementation of the DAQ.

Meanwhile, PD 1152 controls agricultural runoffs from fertilizers and
pesticides by regulating the production, utilization, storage and distribution of
hazardous, toxic and other substances, The Fertilizer and Pesticide Authority,
created under PD 1144, monitors compliance of this law. It can restrict or ban the
use of any pesticide in any area if it is deemed hazardous. It can further prevent
importation of agricultural commodities containing pesticide residues that are
beyand tolerance levels. Finally, it can conduct inspections on the establishment of
pesticide handlers to ensure that safety rules and anti-pollution regulations are
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followed. Penalty for violations is “penal servitude of not ot excess of one year or a fine

of PhiP5,000.00 but net more than PRP10,000.00.730

PO 1132 further provides for cleanup  aperations, which are the
responsibility of the polluter at histher own expensa. The government can conduct
the cleanup and charge it to the polluter if the fater fails 10 perform the operations.

The National Operations Center for Qil Pollution (INOCCP) was created to
manitar oil spills. It is mandated to call and coordinate activities of other agencies
for cleanup operations and negotiate with local companies for use of ol
containment and recovery facilities. PD 979 prohibits the discharge, dumging or
deposit fram any sea- or land-based sources of oil, noxious gaseous and liguid
substances, liquid refuse or material of anv kind into navigable waters, except in
“cases of emergency imperiling life or property, or unaveidable accident, collision, or
stranding or in any cases wihich constitute danger to lueman life or property or a real
threat to vessels, aircraft, platforms, or offter nanmade struchure, or if dumpiig appears
to be the only way of averting the Hwent and if there is probalnlity that tie damage
consequent upon such dumping will be less tHhan wonld otherwise occur, and except s
otherwise permitted by requlations prescribed by the NPCC or the Plilippme Const
Guard.”

PD 979 further states that the Philippine Coast Guard (PCG) and the DENR
are jointly responsible for enforcing all laws that pertain to marine pollution. It was
arranged that the PCG would be responsible for sea-based sources and the DENR
would take care of land-based sources. The MOA that formalizes this arrangement
has nat been signed though, due to some disagreements.” This has caused
jurisdictional issues to ensue,

5. EFFLUENT STANDARDS

PO 1152 contains the standards against which effluents are measured. In
particular, it includes standards for the following:

« toxic and other deleterious substances;

o conventional and other pallutants in protected waters, inland waters and coasial
waters;

« BOD applicable to ald ar existing industries producing strong industrial wastes;
and

e new industries producing strong industrial wastes.

W gection 10, P00 1144
MIEMP. Policy Study #2/10; Analysis of Current Rezulatory Progrums for Follulion Managemment, Valume
(T Appendie A, Manila: 27 March 1995,
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Parameters are sel in DAO 34 s. 1990, Industries are further classified into
11 catepgories according to the nature of efflluent generated. The approved methods
of analysis are specified in the Order. ™

6. WASTE MANAGEMENT REGULATIONS

PD 1152 provides for an integrated waste management regulation from
waste source to methads of disposal. Section 42 contains the guidelines for sound,
efficient, comprehensive and effective waste management which will encourage,
promote and stimulate technological, educational, economic and social efforts to
prevent environmental damage and unnecessary loss of valuable resources through
recavery, recvcling and reuse of wastes and waste products,

Solid waste s disposed of by a number of methods: sanitary landfill,
incineration, composting and others as mav be approved by competent government
autharities, The requirements are:

“Sec. 46.  Sauitary Landfills. - Local governments, including private
idividuals, corporations, or orgamizalions may operale or propose o
operate ane or more santfary landfills. Any entity proposing lo operale a
sanitary landfill shall subnnt to the approprinte govermment agency an
operational work plan showmg, anong other things, a map of the proposed
work location, disposal arveas for rubbish, garbage, vefuse and other waste
matter; and the equipment or wuachinery needed to accomphsl ifs
operations. fn no case shall landfill or work locations wider Hits Section be
focated along any shore or coastlineg, or along the banks of any rivers and
streams, lalkes throughout their entive length, in violafion of any existing
ritles and regquiations.”

"See, 47, Iciueration and Composting Plants. - The installation and
establishment of incineration or composting plants or the alteration/
modification of any part thereof shall be regulalted by the local government
concerned in coordination with the [DENR[”

“Sec. 48, Disposal Sites. - The location of solid wasle disposal sifes shall
couform with existing zoning; land nse standards and pollntion coinirol
reculations.”

It is prohibited 10 dump or dispose wastes into the <ea or on any hody of
water in the Philippines unless the PCC or DENR permits so due to immediate or
imminent danger to life. Open dumping, though, is not prohibited in the
Environmental Code,
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Liquid waste disposal should be teated physically, biologicallv  or
chemically before disposal, Cuidelines in doing so are provided in P 984.

PD 856 or the Code on Sanitation has rules on wastes disposal for
restaurants, markets, abattoirs, schools and industrial establishments. It specifies the
MINIMuUM requirements in operating sewage reatment works, septic tanks and
disposal of septic tank effluent drainage. Finally, it includes special precaution for
human waste from hospital patients given high doses of radicactive isotopes. This
precaution, however, is limited to provision of separate facilities and flushing the
toilet three times after use. No special rreatment and methods of disposal are
provided rfor hospital waste,

RA 6969 (Toxic Substances and Hazardous and Nuclear Wastes Cantral)
defines hazardous wastes to be “substances that are without any safe comnercial,
fndustrial, agricultural or econontic usage and are shipped, transported or brougit from
the country of origin for dumping or disposal into or in trausit through any part of the
tervitory of the Philippines,” This includes by-products, side-products, process
residues, spent reaction media, contaminated plant or equipment or ather
substances  from manufacturing operations and as consumer discards  of
manufactured products which present unreasonable risk and/or injury to health and
safety and to the environment. Their disposal is specified as well. Section 2 states
that;

“It is the policy of the Stale lo regulate, restrict or prohibit the
importation, manufiactire, processing, sale, distribution, wse and disposal
of chemical substmnces and mixtures Hiat present unreasonable risk andjor
injury to heal th or the envivonment; to profubit the entry, even in fransit,
of hazardous and nuclear wastes and thetr disposal into Philippine
territortal fineits for whatever purpose; and to provide advancement and
factlitate vesearch and studies on toxic chemicals and hazardous and
neclear wastes.”

PD 825 deals with garbage dispesal. It requires all citizens and residents of
the Philippines to clean their own surroundings, yards and gardens, canals, roads,
or streets within their premises. It also states that “all garbage, filth or ofiwer waste
matfers, shall be placed in the proper recepiacle for the disposition thereof by garbage
collectors.” Penalties for violating this law include imprisonment of not less than
five days nor more than one year or fine of PhP100.00 to PhP2,000.00, ur bolh.
The LGU can further pass local ordinances for strict enforcement and manitoring of
the said rule.

RA £269 contains strict regulations on activities dealing with hazardous
wastes. For chemicals and chemical substances, the DENR Secretary or his duly
authorized representative is directed to come up with an inventory of chemical
substances which are stored, imparted, exported, used, processed, manufactured or



transported in the country, to be included in the Philippine Inventory of Chemicals
and Chemical Substances (PICCS), Those that pose unreasonable risk or hazard to
public health or the environment may be the subject of a Chemical Control Order
(CCO; and their use will either be prohibited, limited, or subject to controls or
conditions 1o abate or minimize risks ar hazards 1o public health and the
environment,”

It 2 chemical is to undergo any of the activities mentioned above and is not
in the PICCS, it has to apply far a permit from DEMNR. If it is subject to a CCO,
DENR may issue conditional permits specifying the limit or controls therein or it
may subject the chemical to testing. The test results will determine the denial or
issuance of the conditional permit. Exemptions from such are:

o those o be used in small quantities solely for experimental or research and
development purposes;

o those that are reaction intermediates which do not leave the closed production
systemn or undergo intermediate storage during the reaction process; and

¢ chemical substances regulated by laws other than RA 6969,

7. CEASE AND DESIST ORDERS

Pollution Adjudication Board (PAB)

The PAB was created under ED No, 192 which provided for the
rearganization of the DENR and created attached agencies and bureaus, It
originated from the now defunct National Pollution Control Commission {NPCC],
which was tasked to:

e impose Cease and Desist Orders (CDOs) on two grounds:
1. when thare is immediate threat 1o lite, public health, safety or welfare, or
ta animal or plant life; or
2. when the waste or discharge exceeds the allowable standards sel by the
Commission.
s order closure of a firm for nonpayment of fines; and
« make final decisians which may be appealed only to the Court of Appeals on
questions both of facts and law, or 1o the Supreme Court on guestions of law.

These functions were divided between the PAB and the DENR Regional
Offices. PAB was given the quasi-judicial powers, while the regulatery functions
were given to the Regional Offices. Furthermaore, the PAB is authorized to impose
administrative penalties for violations of PD 984 (Pollution Control Law), while the
DENR Secretary can impose penalties for violations of PD 1586 and RA 6969,
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Cease and Desist Orders (CDQOs)

With respect to CDQs, Sec. 7 {a) of PD 984 states:

“"Public Hearing - Pubiic hearings shall be  conducted by the
Commuissioner, Deputy Compnissioners or any senfor offtcial duly
designated by the Connnissioner prior to issuance or promudgation of amy
order or decision by He commiussioner requinng the discontinuance of
discharge of sewage, industrial wastes or other wastes into the water, ary
or land resources of the Philippines as provided in this Decree:

Provided, tiat whenever the commisston finds a prima facie evidence Hhat
the discharge sewage or wastes are of immediate threat to life, public
health, safety or welfire, or to animal or plant life, or exceeds the allowable
standards set by the Commission, the Commussioner may isstte an ex-parte
order diveching the discontimunce of the same or the temporary
suspension or cessafion of operation in the establishment or person
generating such sewage or wastes without the necesstty of a prior pubhc
heartng. The said ex-parie order shall be tmmedintely executory and shall
remain in force until said establishiment or person prevents or abafes the
satd polhetion within the allowable standards, or modified or nullified by a
competent conrt.”

In issuing CDOs, the Regional Office conducts technical conferences,
prepares a Report of Inspection (ROI) with laboratory analysis showing emission or
effluent exceedances and submits the report to PAB which in turn determines
whether a CDO would be issued or not.

In some cases, the PAB issues a Temporary Lifting Order (TLO) alter a CDO
is imposed. This is done after the polluter commits to submit the following:

o the pollution contral scheme or the plans and specifications far the anti-
pollution device, with an estimate of cost for its installation/repair and the
length of time required;

o performance bond equivalent to 239% of the estimated cost of installation/repair
of the pollution control device to guarantee its completion within the time
specified; and

» interim measures to mitigate pollution during construction period.

8. FINANCIAL INCENTIVES OFFERED BY DENR

Until 1984, PD 1152 Section 56 contained investment incentives for
environmental investments including a 50% tariff relief and tax credit on imports of
pollution control equipment. This incentive, hawever, expired and has not been
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reinstituted because it served as a loophole for companies to evade tax payments
for equipment that was not necessary for pallution control.*

DAO 17 on “Guidelines Governing Voluntary Participation in Pollution
Management Appraisals of the IEMPY provides a moratorium on CDOs for
companies that implement PMA recommendations. This now serves as an incentive
for pollution prevention investments, although at this paint, the agency is still in the
process of disseminating information on new technologies, particularly on waste
minimization schemes, introduced by the project.

The BOI provides incentives for new and expanding companies, one of
which is tariff exemption for environmental projects that deal with environmental
canservatlion and protection or environmental supporl facilities. Moreover, if the
company locates in areas outside of Metro Manila, other incentives such as tax
holidays are provided. Unfortunately, these incentives are limited to companies
that are either new or expanding. Some industries have complained that they could
not avail of these incentives for putting up APDs, even if these are new, if they are
1o be used for oid plants, This does not solve existing pollution problems, albeit it
attempts to lessen their increase.

C. TRADE AND INVESTMENT POLICIES

1. INVESTMENT POLICY

The traditional investment policy in the country consisted of granting fiscal
incentives to selected activities. Other components of the policy included
promotion of exports, foreign investment and setting up of industrial estates,

The Investment Incentives Act of 1967 listed priority areas that were
selected and had “measured capacity® established for each industry. These
incentives were geared mainly for production for the domestic market, Additional
incentives included tariffs andfor import contral protection (i.e. import licensing
requirement or ogutright import ban}. In 1970, incentives were granted ta non-
traditional exports through the Export Incentives Act. In 1987, the Omnibus
Investment Code (OIC) was passed which mandates the Board of Investments (BOI;
1o come up with an annual IPP, Only industries listed in the IPP would be eligible
for incentives, The Code states that incentives are uniform, wilh minor exemptions,
for exporters and non-exporters. Both receive exemption from taxes and duties on
imporled equipment and accompanying spare parts. Furthermore, an income tax
holiday is given to replace the tax credits on net value added for domestic
producers and a higher percentage of tax credit based on net local content for
exporters. Again, this holiday is for both exporters and non-exporters,

4 IEMF. Paliew Study % 10 Financial Resonrees to Fund Environmental Investments, Manila: T December
18935,




The Medium-Term Plan encourages regional dispersal of industries to realize
economic and equitable growth all over the country. The strategy 1owards this goal
is the setting up of industrial estates (IEs} in the major growth centers of each
geographical region. These can either be the repular IE for products either for
expart or domestic consumption, or the EPZ for products strictly for exports. Firms
locating therein receive more fiscal incentives.

2. THE INVESTMENT PRIORITIES PLAN (IPP)

The IPP is the overall plan of the BOI to promote investments, It contains a
list of specific economic activities that encourage investments, The BOI uses the set
of incentives provided under EQO No. 226 known as the Omnibus Investments
Code of 1987 as the tool for attracting investments.*™

The theme of the current IPP is “Global Competitiveness Through
Countrywide Industry Dispersal”, Global competitiveness is ane of two goals of the
MTPDP, the other being people empowerment. The second part of the theme is in
line with the government's policy on regional industrial dispersal, whereby
industries are encouraged to locate outside of Metro Manila partly o reverse
migration trends and partly to disperse employment and growth opportunities in
various industrial centers all over the country.

3. GOALS OF THE IPP

The goals of the 1996 IPP are:

« fo further enhance global competitiveness of Philippine industrial products in
the domestic and export markets with the introduction of new and superior
technology;

¢ 1o increase exports by opening new market access opportunities;

e (o0 support small and medium enterprise development and enhance industry’s
emplovment generating capability;

e 1o increase agricultural productivity for food self-sufficiency;

¢ to set up and upgrade infrastructure and support facilities necessary to promote
agro-industrial and countrywide development;

e to ensure efficient environmental management and sustainable development of
natural resources:

e 1o disperse industry and promote an environment that encourages transfer of
technology, research and development; and

» to alleviate poverty particularly in the countryside.

¥ Board of Investments, 1996 Investment Priomtics Plan, Metro Manila: March 1996,
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4.

PREFERRED AREAS OF INVESTMENT

—_

Lo

]

The IPP contains a list of preferred areas for investment, These include:

export-oriented industries:

those that exhibit a revealed comparative advantage and are capable of
exporting at least 50% of their output far Filipino-owned industries, or 70%
for foreign-owned industries, e.g. export producers, services for export,
export trading, tourism, agro-export processing estates and  activities
supporting exporters;

agro-industrial estates refer to land areas that are transformed primarily for the
use of a community for export-oriented agricultural processing industries and
services catering to these industries. The developer is reqguired to provide
paved roads, power and water supply, communication systems, common
wastewater and sewage treatment facilities and solid waste disposal systems
and drainage systems; and

tourism projects include the operation of new tourist accommodation
facilities, expansion and modernisatian of existing facilities, the development
of tourism estates and the operation of tourist buses,

catalytic industries:

those that exhibit signs of having a revealed comparative advantage and have
the potential of being competitive in the export market;

for the manufacturing sector, the following are eligible under this category:
fine jewellery, composite board, drugs and medicines, shipbuilding/
shiprepair! shipbreaking, processed foods and cement; and

for the agriculture sector, this covers industries involved in the production of
planting materials, breeders, genetic materials and fingerlings.

. industries undergoing industrial adjustment:

those that were affected by the opening up of the Philippine market, i.e. by
the restructuring of tariff; and

industries under this category include textiles, organic chemicals, leather
tanning/finishing, sugarcane plantation and mills/sugar refineries, packaging
products, machinery and equipment, parts and components and coconut
plantation and mills/coconut oil refineries.

. support activities:

infrastructure and services: industrial estates; industrial communities; power
generation and transmission; commaon  carriers; telecommunications;
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industrial ports and agricultural services related to crops, livestock, fish
production and post-harvest facilities;

« environmental support facilities:  waste management/treatment/contral and
industrial tree plantation;

e research and development activities of any manufacturing firm as well as
private firms and research institutions, as long as the project is endarsed by
the Department of Scignce and Technology (DOST); and

e support to government priority  programs: rice and corn production;
production and processing of livestock and poultry; housing compaonents for
socialized housing projects; automotive parts and components; refined
petroleum products; and social services such as the establishment of new
educational or health institutions.

5. mandatory inclusions:

« industries covered by existing laws that entitle them to BOI incentives, e.g.
the BOT Law, the Mining Act, the lron and Steel Act and the ASEAN Industrial
Cooperation Project which provides incentive grants to projects with ASEAN
cooperation and have at least 30% national equity,

For the Autonomous Region in Muslim Mindanao [ARMMI, additional
priority investment areas are listed as identified by their Regional BOL, Thev are,
however, covered by the same policies on registration and administration of
incentives for industries in the rest of the country.

The Medium Term Philippine Development Plan (MTPDP} promotes the
development of small and medium-sized enterprises for their contribution to
employment generation, countryside development and the formation of new
antrepreneurs. Additional incentives for SMEs include preparation of investment
opportunity studies, matching of SME suppliers with assemblers and assisting in
saurcing af finance. The target by the end of 1996 of at least BO% of registered
firms will be SMEs. Furthermore, to encourage linkages among SMEs, the BOI
provides an information exchange and assistance facility that identifies SME support
companies of a registered enterprise.

5. CLASSIFICATION OF PROJECTS

Projects are classified according to type, i.e. whether they are new or
undergoing expansion {additional capacity is provided by the firm). I a project is
new, it can either have a pioneer status, i.e. those producing new products, or
those employing new processes at least locally, or a non-pioneer status. For pioneer
projects, foreign equity can be as much as 100%. For neon-pioneer projects, a
maximum of 40% fareign equity participation is allowed.

New and expansion projects are required to get an Environmental
Compliance Certificate ({ECC), All projects that involve handling, transport,
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processing andfor slorage of toxic, hazardous substances and/or nuclear wastes
shall be subject to the Toxic and Hazardous Substances and MNuclear Wastes
Control Act of 1990, Also, no project involving the importation of wastes for final
deposition as a material of no economic value shall be eligible for registration.

6. PREFERRED GEOGRAPHICAL AREAS FOR INVESTMENT

The MTPDP identifies the poorest provinces in the country and labels them
as Less Developed Areas (LDAs). Should industries locate in LDAs, additional
incentives are given by the BOI, such as a six-vear income tax holiday regardless of
status or type of project and additional deductions from taxable income equivalent
to expenses incurred in the development of necessary and major infrastructure
facilities. This last incentive, though, is not granted to mining, forestry and
mineralfforest products processing, since they would naturally locate in areas near
the sources of their raw materials.

Regional industrial centers are further identified in the MTPDP. Each
geographical region has one or two identified centers where industries are
encouraged to locate. Some of these sites have delineated industrial zones and
incentives 1o locate therein depending on the Authority managing the zone.

Corollary to this, incentives are limited for firms locating in congested urban
centers, which are identified in the IPP. For those locating in Metro Manila, income
tax holidays and capital equipment incentives are not granted, except far industries
in existing IEs. Further exceptions are given if firms are involved in service-type
projects with no manufacturing facilities, infrastructure and public utilities except
power generation and expansion projects for export.

7. INCENTIVES IN THE IPP
Upon registration, firms can avail of the following incentives:

1. duty of 3% on imported capilal equipment and its accompanying spare parts
except for those locating in Metro Manila, unless exempted from the locational
restriction

2. income tax holiday (ITH]

= for export traders, subject to the following schedule:

e new projects with a pioneer status for six years;

» new projects with a non-pioneer status for four vears;

e expansion projects {or three vears; and

e new or expansion projects in LDAs for six vears regardless of status.



« limitations on ITH include:

for mining activities:

« cxploration and development of mineral resources are not entitled; and
» mining and/or quarrying without mineral processing are not entitled,
for iron and steel:

o manufacture of steel billets shall be entitled 10 a four-year ITH.

cemaent:

e a new cement project with a pioneer status with a capacity of at |east 1
million metric ton per year shall enjoy a four-year ITH.

« modernization projects:

« exemption from taxes and duties on imported spare parts;

e exemption from wharfage dues and export tax, duty, impost and fees;
o lax exemption on breeding stocks and genetic materials; and

e lax credits.

« on domestic capital equipment and/or spare parts
on tax and duty portion of domestic breeding stocks and genetic materials
e onraw materials and supplies

3. additional deductions from taxable income:

e equivalent to 50% of wages for five years upon registration; and
e 100% of wages if the firm locates in a less developed area,

nan-fiscal incentjves;

:.[1.

e employment of fareign nationals for {ive vears;

« simplification of customs procedures for importation of eguipment, spare
parts, raw materials and supplies and exports of processed products;

= importation of consigned equipment for an unlimited period; and

e privilege 1o operate a bonded manufacturing/trading warehouse.

At present, incentives listed in the IPP are not industry-specific. They were
originally meant for industries in the manufacturing sector. As the [PP evolved 1o
cover more industries, the incentives were not changed accordinglyv. In the
immediate future, the BOI, together with the Department of Finance (DOF) and the
Department ol Budget and Management (DBM], hopes to come up with a new list
of incentives that would be more appropriate for each industry covered, A
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possibility being considered is the provision of grants to certain preferred indusiries
instead of the usual tax and ather fiscal incentives, This is particularly true for small
and medium-scale industries for which the IPP is designed.

D. TOURISM POLICIES

1. THE PHILIPPINE TOURISM MASTER PLAN (PTMP)

The Department of Tourism (DOT] is the government agency tasked 1o plan
and manage the tourism sector of the country. With the assistance of the Warld
Tourism Organization and the UNDP, it formulated the PTMP, a long term plan
containing strategies and programs envisiored to catapult the tourism sectar 10
become one of the main dollar earners of the economy. Included are the priority
sites for development along with the necessary policies and programs toc promote
these siles:

1) Northwestern Luzon:

2} Batangas-Taal-Tagaytay;

3) Northern Palawan;

4] Panglao-Balicasag Islands, Bohol; and
5) Samal-Talikud Islands, Davao.

The Philippine government recognizes that environmental considerations
are given secondary importance ta economic development. On the other hand,
tourism has been deemed as vital in the government’s economic recovery program,
To achieve this, the environment would have to take on a mare praminent rele in
planning, given that only in investing in environmental protection and management
could tourizm be promaoted and be able to contribute to economic growth, since its
quality is heavily dependent on the preservation of the environmeni. Thus, the
symbiotic relationship between the two sectors implies that tourism can exert a
mutually beneficial relationship with nature such that both can enjoy a certain
amount of beneficial returns in the long run. The trend at the moment is to
recognize that certain forms of developmenl are destraying the environmental base
on which they rely, thus prchibiting sustained economic development to
materialize. Consequently, sustained tourism development could not be achieved
unless environmental concerns are considered in all stages of government
planning, From this concept, the term *“ecotourism” was coined, which is
predicated upon:

1) the development of models which set practical limits of acceptable enviranmental

and social alterations;

active participation of the citizenry in the early tourism planning process;

integration of environmental education and ethics in all phases of the tourism

planning process; and

41 recognition of the vital importance of natural and protected areas as an integral
part of national and regional efforts towards environmental sustainability,

Lad
e ]
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Along  with  this  symbiatic  relatonship  between  tourism  and  the
environment come certain risks posed by tourism development. The following have
been identified:

1} the impact on land use through speculation in anticipation of development;

2] the impact of uncertainty on economic and social condilions attributed to nearby
drzas,;

31 the impact on other planning activities and provision of pubklic services; and

4} acquisition and condemnation of property from the project, with subsequent
dislacation of families and businesses.

Al the construction phase, some negative effects would include:

1) displacement of people;

2) land, water, air and noise pollution;

3) soil erosion and disturbance of natural drainage;

4) interference with the water table;

5] destruction of or damage to wildlife habitat, parks, recreation areas and historic
sites:

6 aesthetic impact of construction activity and destruction of ar interference with
scenic values;

71 commitment of resources to construction; and

8) safety hazards.

Indirectly, tourism development affects the following areas:

1} contiguous land use;

2} regional development patterns;

3) demand for housing and public facilities;

4] impact ¢n use of nearby environmental amenities;

5) differential usefulness for different economic and ethnic groups;

6) impact on litestvles of increased mobility and other factors; and

71 impact of improved facility on wansportation and related technological
development.

Notwithstanding  these, PTMP  envisions to promote  environmental
managemaent together with tourism development. lts underlying princigle is that the
cost to a country of a pervading vet backward environmental program is significant
such that sustained tourism development will not materialize without a viable
environmental sector,

In relation to other macreeconomic plans of the government, PTMP
strategies were used as inputs in the MTPDP and the National Physical Framewarl
Flan {NPFP), Both plans are drafted by inter-agency committess with NEDA
coordinating bath plans.
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TECHNICAL REPORT ON THE ENVIRONMENT

Along with the PTMP, a technical report was prepared 1o provide the

technical details of the contents of the plan, Part of this report is a section on the
environment, the aims of which are 1o

1)
2)

3]

provide a broad scenario of the Philippine environment as a major consideration
in the scope of future expansion of tourism in the country;

identify objectives and targets for the development of the environmental sector in
line with those of the other sectors of the master plan;

set oul the main environmental policies that need to be implemented in the short,
medium and long term in order to establish a functional environmental
framework for tourism development:

identify ways on how the action plan for the environment component in the
master plan should be implemented by indicating the major activities to be
undertaken, the strategies to be developed and the institutional framework
required; and

identify the proper perspective and place for Philippine tourism within the
context of the current local and worldwide environmental and conservation
movement.

Based on these, guidelines for tourism planning and development were

formulated:

8)

9l

consideration of critical environmental issues at the earliest phases of planning;
timely involvement of local communities in the tourism  planning and
development process;

compliance with applicable legislative procedures for protecting and enhancing
the environment;

implementation of the best practicable means 10 mitigate adverse impacts of
tourism activities on the environment, should specific regulations not exist;
adherence to the concept of ecotourism by implementing steps and alternatives to
avoid or pratect arcas of high environmental sensitivily;

design of facilities and occupancy standards which blend with existing natural
features and within the effective carrving capacity of the environment;
incorporation of a menitoring program and a regular audit of environmental
performance in the environmental management plan;

provision of adequate training of specific personnel on the potential implications
of tourism activilies to eguip and motivate them to act and make decisions within
the purview of environmental ethics;

incorporation of educational activities in all phases of tourism development; and

10 creation of fora whereby tourism and environmental managers work together to

achieve commaon goals rather than compete like irrevocable opponents,

Based on these guidelines, and on the underlving principle that tourism

activities should be sustainable, the Master Plan contains the following features:
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1} integration of economic and enviranmental consideration into the decision-
making process;

2} strengthening and  provision of the required expertise on environmental
management in the existing machinery for planning from the local levels;

3y swrict compliance to and support in the strengthening of the EIS svstems and cost-
henefit analysis in order to ensure the proper pricing of natural resources, while
promoting conservation of biodiversity and the rehabilitation of degraded
£COSYStems;

4] encouragement and support of training of personnel at all levels in the various
aspects of environmental management to facilitate permeation of enviranmental
consciousness in all DOT agencies;

51 development of site-specific tourism plans based on sound understanding of the
ecosystem dynamics on which natural resources are based;

6] development of a databank on resource and environmental information to
facilitate decisionmaking;

71 focus on rural development which induces growth in these areas;

8) promotion of envireanmental education;

9) strengthening of citizen's participation; and

100 full support of programs and efforts of bath the public and private sectars on
sustainable development of the environment and its resources

The PTMP suppaorts the national strategy to develop a broad national public
awareness program in support of conservation of protected areas. With this, it
tasked the DOT to work hand-in-hand with the Integrated Protected Areas System
(IPAS) in incorporating protected areas into the national planning for tourism
development.

3. ACTION PLAN FOR ENVIRONMENTAL PROTECTION

The main objective of PTMP is to develop and promaote Philippine tourism
to ensure that the present use of envirenmental resources does not prejudice the
ability of future generations to similarly use these resources. In this regard, the
Action Plan for Environmental Protection was formulated.

The principal objective of the Action Plan is the development and protecticn
of the terresrial, agquatic and aerial environments specifically in regions where
impacts from tourism activilies are eminent. The plan envisions to provide a
functional framewaork for an environmentally-sound, comprehensive and pragmatic
approach to maintain the high quality of the environment upon which a viable
tourism industry is predicated. The priority areas for tourism development are the
same areas for which the Action Plan will initially be used. It will, however, be
extended 1o cover other areas in the fulure, as may be determined by the
gavernment.



The Action Plan aims to achieve the following:

1) assessment of the current state of terrestrial, coastal, marine, freshwater and aerial
environments specifically and initially for the 1ourism areas, including the
evaluation of all tourism-based activities as they affect environmental guality;

2} management of tourism-related development activities which may have impacts
on environmental quality or on the protection and use of reneswable resources on
a sustaimable basis; and

3) development of appropriate linkages and coordinating measures for the successful
implementation of the Action Flan.

In implementing the Action Plan, the following activities have been
conducted:

1) national and regional consultative meelings on environmental protection;

2) tourism planning seminars which incorporate environmental concerns;

3] pollution abatement seminars and training courses;

4] workshops and in-service training courses in Environmental Impact Assessments;
5) seminars and workshops on the Integrated Protected Areas System; and

6} legislative assemblies and public hearings on critical issues an protected areas.

An assessment of the environment shall be conducted and will be compaosed
of the following activities:

11 a guantitative and qualitative description of environmental setting;

2] prediction and assessment of impacts on the biological, air, water, noise, cultural
and socig-economic environment: and

3} survey of national and regional capabilities and activities as they relate to tourism
develapment.

Al this point, baseline data are inadequate and incomparable with the areas
of concern. Due to this, a coordinated basic and applied national and regional
program on environment vis-d-vis tourism will be developed as the initial step
towards environmental protection and enhancement. Experts shall be identified and
will be tapped to provide the necessary assistance. Other government plans related
ta the Action Plan shall be considered as well.

Intensive training programs and technical support from local and
international environmental scientists shall be solicited, the contents of which will
include:

1) the role of tourism in environmental protection;

24 the role of the environment in the viability of the tourism industry;

3} standardization of assessment procedures and techniques (o measure the etfects of
planned activities on populations, communities and ecosystems;



4 application of quality contral in the analytical procedures among participating
institutions;

51 training of tourism personnel with the required capabilities through existing
national and regional institutions with the required capabilities; and

6] compatibility in the methods for the handling, validation and regicnal or national
evaluation of data gathered through the above activities.

Aside from environmental experts, sacial scientists and economists shall be
tapped to assist due to the fact that environmental problems are closely linked with
socio-economic concerns particularly in developing countries. it is recognized that
sustainable socio-economic development can be realized only if environmental
concerns are given priority, Hence, the fellowing activities snall be undertaken:

1) survey and preparation of a compendium of institutions in the region with active
concerns in environmental protection; and

identification of existing landmark, regional and national policies and programs
which demonstrate sound and pragmatic environmental management guidelines
and practices that are directly or indirectly related to tourism, such as;

[ o)
—

MNo. 1131, or the Philippine Environmental Policy:

MNo. 1132, or the Philippine Environmental Code;

Philippine Strategy for Sustainable Development {PSSD); and
National Integrated Protected Areas Systems Act (INIPAS],

]

A national and regional coordinating mechanism will be established through
the efforts of the agencies concerned. In this regard, training for managers and
policy-makers in environmental management relative to tourism shall be provided.
Public awareness campaigns on environmental issues in the region shall be
undertaken on a regular and systematic basis.

The most crucial requirement for achieving the policies and targets
contained in the PTMP is infrastructure development. Gatewav centers or key
destination areas shall be developed. Cateway centers refer ta locations that serve
as entry or transit paints for international and domestic tourists. It can be noted that
all centers save for one (Manila) are located in coastal areas. This is implied in all
aspects of tourism development, i.e. accommaodation development, air, water and
land transportation, additional infrastructure is badly needed. However, the plan is
clear on the aspect of sector’s sustainability. Suitability studies, assessment of
capacity and density standards, site planning standards, housing standards, utility
standards such as solid waste disposal and sewage treatment and involvement of
affected communities are all taken into consideration in undertaking tourism
develapment activities.

Furthermaore, the Plan specifically states that any development adjacent to

sensitive coastal areas and coastlines must respect the beach’s natural function as
an energy dissipation system which pravides a dynamic equilibrium and thus gives
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protection to the inland against storm surge, particulariy during periods of rough
weather. Any change in the natural coastal environment must be designed on the
basis of a comprehensive study of currents/floodsfebbs and the caoral reef structure.

4. CONFLICTS WITH OTHER SECTORS

A sipnificant government policy is that all coastal areas are declared as
lourist zones, Hence, any industrial activity to be undertaken in a coastal area will
have to get approval from DOT. In line with PD 564, it can concur or reject any
application therefor, especially resource-extractive industries. PTA Circular No, 10
specifies that “the construction, installation or operations of any industrial or
conpmercial acttenty may be approved by the (Philippine Towrism) Authority... subject fo
the follownng condittons: a) the establishment is not lazardons and non-polluting in
natrire.."3 The Batangas Bay area is a case in point. A shipbuilding company
applied for a permit with the LGU concerned, who in turn asked for comments
irom the DOT, The latter rejected the proposal as it was deemed to be destructive
to the coastal area. As a result, the company had o look for anather venue for its
shipbuilding activities.

One of the major conflicts that the DOT gets inta is with HLRE, the agency
in-charge of coordinating the drafting of the Provincial Physical Framewark Plans
[PPFPs), The PPFP contains a tourism component. However, there are certain PPFPs
that listed industries which are not compatible with tourism development. The
PPFPs are still being drafted at this point, and this is one policy conflict that the
final drafts hope to resolve.

5. THE BORACAY MASTER PLAN: AN EXAMPLE

Some designated tourist areas have been marked as experiencing greater
environmental deterioration. The government has created ad hoc committees for
most of these areas, while for some of them, Master Plans are being prepared.
Boracay Island is in the most advanced stage of planning. Current efiorts are
focused an the implementation of the Boracay Environmental Infrastructure Project
which covers the following components:

potable water supply;
solid waste management: and
sewerage treatment.

A loan agreement with the Overseas Economic Cooperation Fund 1OECF)
was entered into in 1995 to finance the Infrastructure Project.

Moareover, the DENR has established an Environmental Guarantae Fund
(EGF) for Boracay, involving the DENR, EMB, the Municipality of Malay, the private

S0 FTA Crrenlar Mo, 18, General Resulatons Govermng, Activifies in Touris! Zones,

40



sector and NGOs in the area. The EGF is envisioned to provide the [sland with
sustainable financing to be able te maintain and further develop the island into a
prime tourist attraction worldwide.

E. CABINET COMMITTEE ON MARITIME AND QCEAN AFFAIRS

Cabcom was formed through EQ No. 186 entilled "Expanding the Coverage
of the Cabinet Committee on the Law of the 5ea and Renaming It as the Cabinet
Committee on Maritime and Ocean Affairs.”” The Cabcom is lasked 10 implemen
the United Nations Convention on the Law of the Sea (UNCLOS) and harmonize
domestic laws and regulations with the Conventian prior to its entry into force on
16 November 1994,

The Department of Foreign Affairs (DFA) provides secretariat support 1o the
Cabcom. It can call on any government office for assistance. It further encourages
the participation of government and private academic research institutions involved
with marine and ocean-related concerns, through the marine research community
(IMARCY). There are four MARCs operating under the Cabcom:

Law, Administration and Enforcement;

Marine Econamy and Technology;

Diplomacy and Security; and

Environment, Coastal Management and Education.

Recommendations from the MARCs are submited 1o the technical
committee composad of the various government agencies that deal directly or
indirectly with marine-related issues. These in turn are submitted to Cahcom for
approval.

Cabcom is tasked to formulate policies regarding maritime concerns. In this
connection, the National Marine Palicy (NMP) was farmulated. It is primarily a
developmental and management program which calls for a shift in development
policy that emphasizes the Philippines’ status as an archipelagic state. This is due to
the fact that the country has more water than land, yet development efforts are
concentrated on land-based activities. The UNCLOS is a significant input to the
NMP especially in determining the geographical coverage of marine policy.

The NMP consists of the following strategies:
1. Emphasize the archipelagic nature of the Philippines in development planning;

2. View coastal marine areas as a locus of community, ecology and resources;
3. Implement UNCLOS within the framework of the NiP:

3 Cabinel Committee On Maritime And Ocean Affars. National Marine Policy. Forenon Sermvace Inshifite:
Pasay City, Metro Marda, Flulippimes, January 1995,
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4. Coordinate and consult with concerned and affected sectors through the
Cabcom; and
5. Address the following priority concerns:

o exient of national territory;

s protection of marine ecology;

» management of marine economy and rechnology; and
» maritime security,

The following basic premises are used for addressing these concerns:

o (On the extent of the national territory

UNCLOS does not aobligate the Philippines to redraw its baselines which are
based on existing laws. The Treaty of Paris is still an issue, but the extendad
maritime jurizdictions of the country are well-established under present laws
and customary international law, They are not dependent on UNCLOS because
the norms on which they are based had become part of customary international
law prior to the enfarcament of UNCLOS.

¢ (Onthe marine environment

This refers to proper management of coastal resources and environment
protection against pollution from bath marine and land-based sources,

Towards this end, the strategies in the NMP are:

1.

2

Fr8

L

6.

Explore, develop and manage offshore/oceanic resources on the
principle of sustainable development;

Develop and manage coastal resources within an integrated coastal
zone management framework;

Develop and enhance national marine consciousness through a
comprehensive information program;

Encourage the development of 2 marine research program;

Adopt the “polluters pay” principle in ensuring the prolection of the
marine environment; and

Ensure the high guality of maritime professional schools and ather
institutions for training experts in maritime-related issues.

»  (On marine economy and technology

This pertains to the management of marine resources, upgrading of
infrastructure and development of information technology primarily far the
production of competitive marine products and services, The strategies for
this are:
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Promate a viable marine fisheries management program;

Provide continuous and adequate supply of energy;

Develop technological capabilities in the maritime sector;

Promote investment programs in marine areas;

Harness information technology to serve NMP goals;

Enhance regional economic and technical cooperation in marine and
ocean affairs; and

Swrengthen trade palicies supportive of maritime issues,

[y N W S = P T 85 ]
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o  On maritime security
The NMMP defined maritime security as the “state wherein the country’s marine

assets, maritime practices, territorial integrity and coastal peace and order are
protected, conserved and enhanced.”

To achieve this, the NMP states that the State should;

1. Promote and enhance maritime security as a key component of
national security;

2. Provide a stable and peaceful socio-political and administrative
environment in the country that fosters sustained profitabiline and
growth for maritime industries;

3, Protect and defend the integrity of the Philippines” marine resources;

4. Ensure preparedness far and effective response to natural calamities
and man-made disasters: and

L Provide leadership and guidance on proper and effective collection,
processing and distribution of strategic information suppartive of the
AP,

With regard to the MARPOL Pratocol, DFA said that there are problems in
ratifving this because stafl work on this has not been completed, creating a huge
bureaucratic/administrative  backlog. Furthermore, industries are hesitant 1o
undertake the commitments specified in the Protocol, such as establishment of
receptacles of waste disposals and oil spills. More consultations with the private
sector are being held to convince them to support the Protocol.

Cabcom proposed the creation of a full-blown Department of Marine Aflairs
that will take care of planning and implementing strategies and programs in the
marine sector, This would further solve the problems created by policy and agency
contlicts, which have caused a number of maritime accidents. The Department
would hopefully bring about policy integration within the government.
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Il. Government Policy Gaps and Conflicts that Inhibit Investments
in Marine Pollution Prevention and Management

Despite the existing plans and programs that attemptl 1o solve marine
pollution prablems in the country, there are certain policy gaps and conflicts that
still inhibil investments in the sector. Some government activilies have also been
criticized as exacerbating problems relating to marine pollution. The following
discussion deals with these particular functions and policies that come into conflict
with the objective of efficiently solving pollution problems in the country,

A. GAPS AND CONFLICTS IN THE PRESENT PLANNING STRUCTURE

There are a number of structures involved in the formulation of the
development plan of the Philippines. The Natienal Economic and Development
Authority (INEDA] is the central planning agency of the government which serves as
the Secretariat for the whole planning structure, There are various inter-agency
commitlees involved: the Development Budget Coordinating Committee; the
Investment Coordinating Committee; the Committee an Tarifi and Related Matters;
the Infrastructure Committee; the Social Development Committee; and the Regional
Development Councils (RDCs).

1. PLANNING PROCESS

The planning process in the Philippines begins when NEDA issues a set of
planning guidelines for all sectoral agencies, local government units, inter-agency
committees and subnational development councils for their respective plans, The
guidelines contain  the rationale, legal basis, vision, guiding principles,
arganizational structure/institutional arrangements, activities and timetable for the
Plan. Various sectoral subcommitiees are formed to draft the sectoral portions of
the plan.

Fach agency and LGU then formulates its respective sectoral or local plan.
The RDCs translate the national guidelines for subnational development bodies,
These are then integrated into regional development plans. The NEDA Regional
Offices are in-charge of ensuring consistency within the regional plans. The NEDA
Central Office, on the other hand, cansolidates all sectoral and regional plans 1o
form the medium term development plan.

Public consultations and hearings are conducted to get feedback from the
private sector and the NGO and PO community for further enhancement of the
plan.

An executive order is issued lo adopt the plan, The EO also contains

mandates on perigdic assessment and updating of the Plan. The annual monitoring
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and socio-economic assessment of the Plan is done through the preparation of the
Philippine Development Repart.

2. CRITIQUE WITH RESPECT TO SUSTAINABLE DEVELOPMENT (SD)
OBJECTIVES

As shown above, the present planning process is largely sectoral in
perspective. Although SD concerns are multi-sectoral in nature, they are not
consciously incorporated as such in the development plan, Only on the regional
level have there been efforts to create a multi-sectoral approach o planning
through the RDCs. However, these are still lacking in 5D perspectives because
local plans are viewed as mere subsets of regional plans rather than as
independent, critical components of the process. Note that one of the principles of
SD is its emphasis on planning at the community level in line with the ecosvstems
perspective.

One of the tasks of the Philippine Council for Sustainable Development
(PCSD} is to ensure that SO principles are incorporated into the development plan
at all levels, At present, there are no structures at the subnational level that would
ensure that such is being done. Its breakdown into subnational levels is still under
study. There is a proposal, though, for the creation of a committee within the RDC
framework, which may allow PCSD to become part of the planning process,
Furthermore, the PCSD has not yet developed into a full-blewn  formal body that
would give substantially input to the formulation of the plan, or to the framewark
and planning guidelines at the very least, Given its scope, the 5D framework
should already be considered as the framework for the development plan itself,

A major effort in SD planning is the conduct af the Environmental and
Natural Resources Accounting Project (ENRAP), which aims to come up with a
realistic valuation of stock and damages to the environment. This could serve as a
paowerful analytical tool for planning purposes. Likewise, the ElA could be
enhanced and expanded in scope to serve as the main tool for planning. The ElA
process has been existing in the country for the past two decades, However, it has
only been used for regulatory purposes, wheraby it is used to screen projects that
are in the final stages of formulation, rather than being used for the
conceptualization and design stages.

The present practice on public consultation was branded as an attempt to
persuade people to suppert decisions that have already been made. In ather words,
decisions, while being formulated and made, do not factor in public comment from
the start. The true spirit af 5D should include the people in the entire decision-
making process. Corollary to this, it is recommended to include the public in the
monitoring and implementation aspects of the plan, If their roles in planning are to
be increased, they should be given more responsibilities to ensure that the plan is
being implemented. This increases their accountability, thereby relieving
government from solely undertaking this task.
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B. EIA SYSTEM

The EMB, which is primarily respansible in implementing the ElA, is a staff
bureau under the DENR. This set-up presents problems in efficiently conducting the
ElA, because the EMB has 1o go through the Undersecretary, then the Secretary of
line agencies, to get needed information from the respective Regional Offices.
Neither can they direct the Regional Offices 1o do activities in connection with the
conduct of the ElA, such as conducting tests and monitoring, Likewise, the

Regional Offices have to go through the same bureaucratic process in dealing with
the EME.

On 26 July 1993, this process was simplified with the issuance of DAQ 49 s,
1293 entitled the “General Functional Relationships Amang Selected Central and
Regional Offices, Bureaus, Units and Other Department Officers Following the
Issuance of Special Order 863", This provided direct links along functional lines as
long as Undersecretaries were furnished with capies of pertinent information.™
Unfortunately, this was revoked in a Memorandum Circular dated Nowvember 1993
and the old practice was reestablished.

Certain exemptions from submitting an EIS are granted to companies if they
meet the following:

1. discharges minimal amount of wastes and the management of such wastes is
relatively easy;

2. has capitalization of not mare than PhP500,000.00; and

3. employs not more than 20 persans.

These companies though would still have to secure exemption certificates
from the EMB. Hence, the DENR determines which companies are exempted and
which are not. Even with the issuance of these certificates, the DENR may still
impase certain conditions requiring the proponent to institute necessary remedial
measures.

PD 1586 further states that EIA shall be required on projects andfor areas
declared by the President as environmentally critical. Proclamation 2146 specifies
which areas and projects these are. This implies that those not included would be
exempted. However, DAQ 21 enumerates which projects are exempted from the
EIA process. This creates a list of projects that are not exempted but may be
deemed critical, albeit not being part of the environmentally critical list. The legal
issue that needs to be settled is whether the administrative order of DENR takes
precedence over the Presidential Decree or the Presidential Proclamation.
Although the DAO may seem ta be more environmentally sound because more
projects are covered by the EIA sysiem, there should be an amending legislation so
the system can be properly implemented,

3 [pad.

46



Another issue to note is the procedure in applying for a motion for
reconsideration in case an ECC is denied. The proponent may file a motion for
reconsideration tc the EMB Director (if the project is an ECP) or the Regional
Director (if the project is in an ECA) within 13 days upon receipt of the denial
notice. They may further appeal to the Office of the Secretary within 15 days of
receipt of the order or denial of the motion for reconsideration, Since the Secretary
can either grant or deny the issuance of the ECC, and the EMB Director and the
Regional Director are unlikely lo go against the decision of the Secretary, the
motion for reconsideration should be filed directly with the Office of the Secretary.
The first round of filing of a motian for reconsideration may be useless, and it only
delays the final decision from the Secretary.

The Review Committee, which performs the evaluation of the EIS, is
selected from “the pool of expertsfaren subject specialists” as provided under DAO 21,
However, no criteria for the selection is provided.™ The major technical decisions
rest solely on the Committee, making it critical in the impartial conduct of the
process, Furthermore, the selection of members is done by the EMB Director whose
discraetion is almaost absolute. Although the Director may be considered appropriate
for the position, the selection process for membership of the Committee should be
subjected 1o more transparent and impartial guidelines, considering the strang
implications of its statements in implementing the EIA.

Finally, public hearings are conducted but only on a voluntary basis,
depending on the discretion of DENR officials. This is the only venue where NGOs
and other citizen groups can participate in the system. Social acceptability has
developed into a critical issue and has been used by the public in either supparting
or denouncing a project. In line with the principles of Philippine Agenda 21,
making public hearings mandatory should be given due thought.

An issue related to the EIA process is the lack of technical expertise, more
particularly at the local level, in conducting proper assessmenls. A major problem
is the lack of incentives for “experts”, or even potential ones, to enter into
government service, due to the huge discrepancy between public and private wage
structures. Providing trainings and specialization for those already in public service
would make these people more marketable, hence would be more inclined to
leave right after gaining their newly acquired skills. This causes a high turnover
rate, a problem that has beset the EMB for quite some time now."’

C. [SSUANCE OF PERMITS
The PO is issued after three requirements have been met:

1. prior issuance of the AC;
2. inspection showing the APD is properly maintained and is still sufficient; and

¢ Thnd,
' Entee Europe Lid, Toxic and Hazardous Waste Managzerment Project, Metro Manila: January 1926,
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3. the APD complies with the standards.

Should any of the requirements be absent, a tempaorary permit valid for six
months is issued. According to DENR personnel, more lemporary permits are being
issued than regular ones, not because industry has been remiss in fulfilling the
requirements, but because the DENR is unable to conduct timely inspection and
testing. Lack of transportation, budget for travel, testing equipment, laboratory and
trained personnel have been cited as reasons therefor. This results in inefficiencies,
because instead of getting a one-year permit, as the law requires, industries end up
with six-month permits, hence will have to comply with information reguirements
twice a year. Furthermore, the responsibility of gathering information is shifted 1o
the industries instead of to the government. This allows the latter to clasely monitor
industries without having to spend for the activity, because the industries furnish
them with the information they require in securing their permits, However, this
should not replace the regular conduct of tests and inspections of the DENR so as
1o minimize the risk of biased information.

DENR suggested that industries should install self-manitoring devices
approved by the government, and submit regular reports together with the result of
indicators in their analyzer or monitoring equipment. Regional Offices can just
perform spot-checking instead of inspecting all industrial plants in the regian
vearly, This would save time and effort an the part of both parties. This can further
unburden the government of some of its regulatary functions, thus freeing resources
for conducting activities that would initiate, support and implement environmental
protection programs.

Because DENR does not undertake an annual inspection of water pollutian
sources, regulation of production activities or operation of production machinery
and equipment that generate water pollutien is not done efficiently. What is
missing is a permit that regulates the technology itself and its pollution control
capability.™ This is often referred to as Best Available Control Technology (BACT).
Furthermore, discharge permits should be linked to ambient standards in all
receiving waters so that health standards are nol exceeded.

Finally, a gap in the law is identified, particularly with respect to par, 2 of
Sec. 8 of PD 984. As discussed earlier, the practice is to require industries to set up
APDs before they are issued permits. However, the law also authorizes licensing of
increases in volume or strength of any wastes discharged, as well as the
construction, installation or operation of any induswial or commercial
establishment which would cause an increase in the discharge of wastes. In other
words, the carrving capacity of a particular catchment area is not given due
consideration, much less measured and determined. This is a serious gap in current
regulations and environmental laws. Amendments should be done to cover the

SCIEMEP. Polioy Study #2/7100 Analysis of Current Regulatory Progeams for Pollution Management, Volune
M. Appendix A Manila: 27 Mareh 1995,
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valume and concentration of discharges and the construction and installation of all
pallution sources.

D. LOCATIONAL CLEARANCES

The implementation of the LGC allows HLRB to issue locational clearances
it the projects are deemed to be nationallyregionally and econcmically/
environmentally significant. The NEDA Board determines what these projects are,

Based on the interview with Ms, Delia Joseph of the HLRB, LCUs may still
pass an the task of issuing clearances to HLRB if they consider themselves
incapable of performing the task. The national agency, in fact, requires the LGU to
inform the agency if they are capable of assuming the develved function or not
Should they deem themselves incapable at the moment, the agency continues ils
role of issuing clearances.

Furthermore, the implementing guidelines issued by HLRB (Memorandum
Circular No. 6 s. 1993) states that the function of issuing locational clearances is
devolved to LGUs, provided they have comprehensive land use plans reviewed or
approved in accordance with the E.Q. Gtherwise, the HLRB cantinues o approve
locational clearances. According tw a staff member of the National Land Use
Committee (NLUC), most LCUs have not updated, much less formulated,
appropriate land use plans that could represent a comprehensive strategy for
maximizing land use in the area. The fact that these should have been reviewed by
HLRB begs the question an whether capability and appropriate skills exist within
the agency.

Whether the ElA should precede the locational clearance ar vice-versa
became a major contention between the DENR-EMB and the HLRB for quite same
time. Both agencies require documentation issued by the other agency before
issuing theirs. In short, the EMB required the locational clearance before issuing the
ECC, while the HLRB reguired the ECC before issuing the locational clearance.
Project proponents were tossed from one agency to another before they could start
construction. Eventually, through the MOA signed on 26 June 1992 it was
resolved that the EMB would only require a certificate of locational viability from
HLREB stating whether the area is suited for such development or not before issuing
ECC. After the ECC is issued by the EMB, only then can a locational clearance be
issued by HLRB.

The EIA contains the effects of a particular project on the immediate
environment of the proposed location. Meanwhile, the locational clearance states
whether the project is within the classified zone apprapriate for such development.
However, if conducted properly and comprehensively, the ElA can easily
incorporate the zoning issue. For one thing, the clearance is not based on
environmental factors, rather on economic considerations, such as accessibility and
presence of certain kinds of infrastructure, The EIA deals with mare specifics on the
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environment, hence can easily determine whether the project falls into the proper
zone or not, This, however, would require a total overhaul of the EIA system that
wauld be geared towards developing integrated ElAs, thus covering all sectors and
eliminating land use conflicts.

E. LAND USE PLANS

In formulating zoning ordinances, environmental considerations are not
taken into account, The decisions are based mostly on economic faclors, such as
accessibility and presence of certain kinds of infrastructure. Again, carrying capacity
of the environment is not measured and determined, and does not serve as basis for
zaning decisions.™ This can be traced to the formulation of land use plans, which
are the bases [or zoning ordinances. E.O. 72 5, 1993 section 1 provides for this:

“The comprehensive land wse plan prepared by the CDC (City
Development Council)/MDC (Municipal Development Council} shall be
submitted to the sangquniang panlungsod/sangguniang bayan, as the case
nuty be, for enactment into a zoning ordinance. Such ordinance shall be
enacted and approved in accordance wnth Articles 107 and 108 of the
Implementing Rules and Regulations (IRR) of the LGC.”

In this case, the lack of environmental considerations should be addressed
through the formulation of land use plans of local units, The NLUC staff
interviewed reveals that there are problems in the formulation of these plans,
Guidelines for the formulation and updating thereof are issued by the HLRB (E.O,
72 5.1993 section 1), whereas the NEDA, through the NLUC, issues the same for
regional and national land use plans. Unicrtunately, there is no mechanism that
allows these guidelines to be consistent with each other. This presents further
problems in integrating local plans inta regional plans. If the content and format are
not consistent with each other, there is the danger that information in the integrated
plans may not be accurate,

With respect to technical capabilitv-building, the NEDA has conducted
training and capability-building activities relative 1o land use planning for technical
personnel in regional offices. However, guidelines are issued by central offices in
NManila. There is no assurance, therefore, tha: those who drafted such are the most
qualified to undertake such an activity,

Related to this, zoning ordinances are such that once an area has been
classified under industrial zone, there is no legal basis for denving any propanent
of an industry 1o locate there, no matter how polluted the arez mav be due to the
existing industries, Again, the issue of measuring the carrving capacity of the area
is brought to fore.

45 [EMP. Pahow Study #2510




F. EFFLUENT STANDARDS

Fiald interviews were conducted among RENR regional personnel by IEMP

regarding effluent standards. The following comments were generated therefrom:

fa

Standards for color and BOD are taa high for piggeries and distilleries, To meet
them, more sophisticated and expensive facilities are needed. These would cost
at least 50% of a typical firm's capitalization for small and medium-scale
industries, hence are not economically feasible.

Some standards are too high given the level of lechnology and economic
development in the region. For instance, although standards for BOD for firms
discharging effluents classified as strong industrial waste nave been liberalized,
those for sugar mills, canneries and pulp and paper mills are still high,

The BOD standards for distillery plants and sugar mills are too difficult to
achieve. No plant has ever been able to do so, even among industries abroad.

There is a mismatching of standards. BOD standards have been liberalized,
while those for color and suspended solids were not. These three parameters
should zo together,

The color standard is one area wnere compromises with industry can be
achieved, since the relative harm it causes to the environment is nol so great.
Besides, color removal is an expensive and difficult process, and is anly done in
Japan. However, it is the most visible, hence it creates the strongest objections
from the public.

Water quality standard is based on concentration, not on load ar rate of
discharge. Some companies just dilute their wastes, This process has the same
effect as discharging untreated effluents directly.

Naot all water bodies in the Philippines are classified, Only 200 out of 450 rivers
are classified including one bay. These classifications need to be updated. This
causes difficulty in determining which standards 1o use for effluents, since these
will depend on the classification of the receiving body of water.

G. WASTE MANAGEMENT

In enforcing regulations on waste management, a problem has occurred in

interpreting the loase definition of hazardous wastes, A shipment of waste batteries
arrived in the Philippines from a Waestern country. The DENR was notified of its
arrival and tried o confiscate the shipment. They could not do so, however,
because the cansignee claimed it is not considered as hazardous waste, because it
had safe commercial, industrial and economic usage - the lead content was to be
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processed in the Philippines. Moreover, it was not brought here to be dumped.
This case emphasizes the need W come up with a more precise definition of
hazardous waste.

PD 825 deals with garbage disposal. It requires all citizens and residents of
the Philippines 1o undertake cleaning of their own surroundings, their vards and
gardens, canals, roads or streets in their immediate premises. It also states that “all
garbage, filth o other waste matters, shall be placed e the proper veceplacle for the
disposition tereof by parbage collectors.” Penalties for vielating this law include a jail
sentence of not less than 5 days nor mare than one year or a fine of PhP100.00 to
2,000.00 or both. The LGU can further pass local ordinances for strict enforcement
and monitoring of the said rule,

H. CEASE AND DESIST ORDERS

There are twao key players in the issuance of cease and desist orders: the PAB
and the DENR Regional Offices. PAB was given the quasi-judicial powers, while
the regulatory functions were given to the Regional Offices. Furthermore, the PAB
is authorized to impose administrative penalties for violations of PD 984 (Pollution
Control Law), while the DENR Secretary can impose penalties for violations of PD
1586 (Establishing an Environmental Impact Statement System) and RA 6969 (Toxic
Substances and Hazardous and Nuclear Wastes Control).  Unfortunately, there is
no clear delineation of functions between the two agencies.™ What is defined as
quasi-judicial and what is regulatory is not clear, This has prevented these offices
from functioning efficiently.

The PAB is composed of the DENR Secretary, the Undersecretary for Field
Operations, the Undersecretary for Environment and Research, the EMB Direclor, a
representative from the Department of Health, a representative from the labor
seclor and an NGO representative. The reason for including top-level DENR
officials was w0 give PAB the necessary clout far maximum effectivity. However,
given the load of work these officials have on their hands, it is not very often that
they can actually hear and decide on pollution cases. They would rely on the
secrelarial to prepare and study the cases, provide recommendations and draft the
proposed Order of the Board, Each member reviews the papers before the Secretary
signs them. Although everyvone is consulied, the original idea of exchanging of
views and voting by the Board is not being put into practice. More impaortantly,
hecause the secretariat is tasked 1o review the cases and come up with
recommendations while the Board members sign the papers, there is the danger of

ranipulation by non-accountable members of the Secretariat.™

4 Torel.
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Al prasent, the EMB Assistant Director acts as the Board Secretary, Part of
histher tasks are legal responsibilities that require appropriate skills, This is net
taken into consideration when hiring for the positian.

In issuing CDOs, the Regional Office conducts technical conferences,
prepares a Report of Inspection (ROI) with laboratory analysis showing emission or
effluent exceedances and submits the report to PAB 1o determine whether a CDO
would be issued or not. The reason of “immediate threat” is hardly used because
there are no clear guidelines on when to use this as a basis for issuance of CDO.
Furthermare, there are instances when carrving out a CDO proves to be difficult
due to inappropriate measures for particular situations, For instance, a CDO was
issued against piggeries in Region 3. The DENR personnel usually padlock the
equipment or machinery causing pollution. Since pigs were the main source, the
usual procedure could not be applied in this situation. A variation of the CDO was
done, wherein depopulation of the piggery was impased. In case of non-
compliance, the DENR personnel had no authaority to confiscate the animals, nor
do they have a place to put them and funds to sustain them. The PAR failed to
consider these issues when carrying out their orders,™

In scme cases, the PAB issues a Temporary Lifting Order (TLO) after a CDO
is imposed. This is done after the pailuter commits 1o submit the following:

» the pollution control scheme ar the plans and specifications for the anti-
pollution device, with an estimated installation/repair cost and the length of
time required;

« performance bond equivalent to 25% of the estimated cost of installation/repair
of the pollution control device te guarantee its completion within a specified
time; and

» interim measures 1o mitigate pollution during construction period.

The TLO is valid for six months. During this period, the pelluter is allowed
o conlinue operations. The Regional Office monitors the progress and construction
of the pallution control device and submits a repart to the Board. lssues were raised
regarding the procedure of issuing a TLO. Once the Board reaches a decision to
issue one, a radio message is sent (o the relevant Regional Office to break the seal
and allow operations, followed by a Formal Order later on. Complaints have been
lodged because of undue favor given to seme industries albeit unintentional, as
well as the lack of a copy of a certified PAB Order served an the party, Someatimes,
it takes time for a TLO to be issued, causing heavy losses on the company’s
operations despite timely compliance with TLO requirements.

Nevertheless, there have been findings that TLOs are issued too frequently.
This procedure has been abused by industries to avoid compliance with pollution
contral laws, OF over one-third of the PAB and ECC cases investigated, maore than

16 SEFP fitarviews with Dopnice Baleerte and Marte Bafivsioros on 18 Novesnioe (295
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ane TLO was granted for each COO issued.” This lessens the eflectivity of the
CDO, as firms can just delay the purchase of poliution contral equipment, while
continuing 1o pollute the environment as it continues its aperations.

[. PENALTIES AND FINES

There is clearly a weak spot in the conduct of the environment protection
program of the government from the amount of the fines alone. The small amounts
arce not prohibitive at all, hence do not create a strong impetus for industries to
install pollution control devices, much less practice pollution prevention schemes,
Same companies find it cheaper to pav fines once pollution emitted exceeds the
standards, rather than install devices. Provision of financial and non-financial
incentives for industries 1o purchase pollution cantrol equipment is ane thing.
Policies will have to be studied and implemented and can only take place on a full-
blown scale after a number of years, But ta impose minimal fines is one aspect that
the government can correct immediately,

IEMP cited several reasons for the inappropriate level of fines. For one thing,
the fines were never adjusted to account for inflation since the signing of PD 984 in
1976. In other words, the value of the fine has been eroding and does not reflect
the true cost the government intends to impose an the violator. The purpose of the
penalty has therefore been negated, According to [EMP's calculations, if the long
term nominal interest rate and inflation rate were taken into account, the value of
PRP3,000.00 in 1976 would be equivalent to PAP113,572.29 in 1994,

Second, the penalties and fines are lower compared to the costs of putting
up pollution control equipment/machinery. Thiz is known as the economic benefit
of nan-compliance. This is termed as such because instead of purchasing pollution
control equipment, the firm could instead invest the amount in some profit-making
scheme, such as project expansion or other financial instruments with positive
nominal interest rate. In computing for penalties and fines, the economic benefit
was never laken into account. To ensure equitable distribution of risk and cost
between poliuters and the government, the benefit of non-compliance should be
equal to the cost thereof.

A third factor is the non-inclusion of the violator's ability to pay. The total
fine set for marginal industries, i.e. those with a capitalization of PRP2 million and
below, was set al PhP10,000.00. The DTI classifies small as having assets of PhP1-
10 million, medium as PhP10-50 million, and large as over PhP30 million.
Although marginal firms are taken into account, the relative ability to pav of small
and medium firms compared to that of large firms does not enter the equation at
all, In the proposed House Bills on pollution control, the maximum fine 1o be
imposed is PhP100,000.00 for every day & violation is incurred. According to
IEMP's survey, this amount is roughly ane-half of one percent of a large firm’s daily
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earnings, equivalent to almost 100% of those of medium scale firms, or over 350%
of the revenues of a small firm. This factor should be considered, otherwize small
and medium firms will go bankrupt after a one-day violation.

There should also be adjustiments made in the penalty structure that would
reflect the history of the {irm violating pollution control laws, such that perennial
violators should payv more at a progressive rate,

With respect to enforcement of fines, the IEMP survey shows that CDOs
were issued more frequently than fines, Given the high unemplovment rates in the
country, this procedure caused negative impacts on the local economy, In fact, in
most countries, the CDO procedure is usually the last resort of the government
when dealing with polluting industries, Fines are preferred, not only because there
are less “wvictims” involved, bul also because the revenues generated therefrom
could be used for better enforcement and monitoring activities of the government,
It was also found that only 30% of the fines assessed were collected. Clearly, this
enforcement problem has (o be addressed immediately if the fines system is to
work effectively.

To illustrate the lack of enforcement on the part of the DENR, the IEMP
study looked at the accounting records of the agency. It was found that for a period
of five yvears, i.e. 1989-1993, only 13 cases of violations and canseqguent collection
of fines were recorded. There were no cases recorded prior to 1989, Moreover,
there was no centralized accounting syvstem that would svstematically record 1he
fines collected by the Regional Offices, thus there was no way of validating the
cases filed and collections made by the DENR-ROs,

The DENR should be monitoring those companies that have supposedly
complied with the requirements and fines to ensure that they are operating the APD
and are consequently complying with the standards. However, only 8 out of the 24
sample PAB cases and 4 out of the 9 sample ECC cases, had records of follow-up
monitaring activities conducted by the DENR. This suggests a weakness in the
implementation efforts of the government,

The DENR Secretary is authorized to impose administralive penalties for
vialations of PD 1586 (Establishing an EIS System) and RA 6969 (Toxic Substances
and Hazardous and Nuclear Wastes Control Act]. For PD 1586, 2 maximum fine of
PhP50,000.00 and/or suspension or cancellation of an ECC for every violation can
be imposed. For RA 6969, fines can be set between PhP10,000.00 and
Ph50,000.00. There is also an exemplary damage of PhP300,000,00 far storing and
importing hazardous and nuclear wastes,

In the meantime, DAQ 85 imposes fees on mine wastes and tailings:

PhPO.10 per ton on mine tailings from metallic mines thal use approved
impoundment and discharge to the sea by pipelines, launders and tunnel; and
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PhP1.00 per ton on mine tailings discharged on impoundment that are not duly
approved. Those that are recycled are exempted from the fines,

The problem with mining fees is that they do nat fully reflect the polluter
pays principle. For one thing, the compensation awarded 1o claimants is drawn
from the common reserve fund (which represents accrued mine wastes and tailings
fees collected for compensation, etc.), hence does not reflect which company is
causing the wastes and tailings. Other companies are therefore subsidizing those
that pollute mare, Furthermore, compensation is rewarded only to private owners
of damaged infrastructure, owners of private land, agricultural lessors and lessees
and share tenants, thereby excluding these affected by pollution damage 10
common property

]J. OVERLAPS OF DENR WITH OTHER AGENCIES

EQ 192 states that the DENR is “the primary government agency vesponsible
for ihe conservation, management, devclopment and proper wse of the country's
environment and nahural resources” (Sec, 4, EQ 192). EMB is the staff that performs
the regulatory functions through the EIA system and the secretariat functions for the
PAB. There are certain exemptions in the coverage of the DENR, such as:

e Jurisdiction over waterworks andfor sewerage system operated by the
Metropolitan Waterworks Sewerage Svstem (MWSS), However, the law siates
that any rules issued by the DENR for the protection and prevention of pollution
shall prevail over any rules issued by other government agencies in the same
project,

« Development projects involving specific human settlement sites or integrated
regional or subregional projects, e.g. Laguna Lake Development Authority, the
DENR shall consult with the corresponding authorities in-charge of planning
and implementing of the projects to ensure that their pollution control standards
are consistent with those of the DENR,

It has been observed that 70% of water pollution in Metro Manila is caused
by domestic sources because only 10-15% of the population is served by a sewage
system. However, the DENR has no jurisdiction aver this problem. Hence, it has
not conducted regular inspections of facilities for domestic pollution sources, and
has paid little attention to solving the problem of domestic wastes,

Owerlaps in jurisdiction have alsc been identified. Both the DENR and the
Mines and Geo-Sciences Bureau IMGB) have their own set of regulations regarding
mine wastes and tailings. Mine tailings fees are collected and administered
exclusively by the mGE,

A [EME. Market-Based Instruments to Promote Pollution Reduction in the Philippines, Manila; 30 Nevember
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On marine peollution issues, both the PCG and DENR have their respective
programs which sometimes come into conflict with each other. The DENR has
jurisdiction over land-based saurces, while the PCG has jurisdiction over sez-based
sources. But even if the source is land-based, once it is loaded into a barge for
dumping into the sea, the effluent becomes classified as sea-based. The PCG will
then have the power 1o issue permits for such aclivities.

The National Water Resources Board (NWRB) oversees water use regulation,
while the National lrrigation Administration (NIA) regulates water for irrigation,
teanwhile, the Fertilizer and Pesticide Authority (FPA) regulates the use of
fertilizers and pesticides, which indirectly affects the control of agricultural runoffs.
It has been noted that some of the specific tasks and functions of these agencies
averlap with those of the DENR, Section 77 of the Water Code for instance requires
permission from the NWRB upon recommendation from the DENR on dumping of
tailings and sediments from placer mining into rivers and waterways.

Solid waste management, on the other hand, has been devolved to the
LGUs, The latter, together with HLRE, regulate the location of open dump sites,
However, waste disposal facilities are regulated by the DENR, through the CIA
System.

On the issue of devolution, problems on the extent to which LGUs assume
respansibility over pollution control arose. A Supreme Court ruling on wheather the
LS or the DENR has superior powers over pollution control matters illustrates this
paint. It decided that the determination of whether or not there is pollution can
only be made by the EMB. It therefore gave EMB exclusive jurisdiction on pollution
cases, Added to this, it declared all acts of public nuisance, if deemed as pollution,
are outside the competence of the LGU.™ The implication of this is that complaints
on any kind of public nuisance, such as crowing of roosters from one’s naighbor,
snould be lodged with the DENR, because the LGUs have been rendered as
incompetent based on the SC ruling. Furthermore, the declaration of the EMB as
the primary agency for pallution control does not define the law that created it, i.e,
EQ 192, which creates it as a staff bureau under the DENR., Pallution, in fact, is
primarily a function of the PAB and the DENR Regional Offices,

The LGC has stated that LGUs have primacy over poliution control matters.,
There is a qualification, however, that pollution control administration should be
accompanied by a very strict DENR supervisory regimen ta ensure application of
national programs and policies at the local level, Specifically, it states that basic
services should be provided by LGUs, such as, for a province:

“Pursuant to nattonal policies and subject to supermsion, cottbrol and
revietr of Hwe DENR, enforcement of forestry Iaws Bmifed fo commmunity-

1 EMP. Policy Study #2710,
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bascd forestry projects, pollution control law, small-scale nuning lain,
and other laws on the protection of the envivonment, and mini-lnpdro
clectric projects for local purposes;”

Thus, the Code establishes that the DENR does not ahsalve itself of total
responsibility over pollution control. The agency maintains exclusive jurisdiction
on the enforcement of laws in this area. What the Code does, however, is it
expresses a progressive policy towards devolution®® through its declaration of
policy:

“It is hereby declared the policy of the State that the territorial and
political subdivisions of the State shall enjoy gemwine and meaningful
local autonomy to enable them to attain their fullest development as self-
reliant communities and make them more effective partuers in the
attanument of national gonals.

Toward this end, the State shall provide for @ more responsive and
accountable local govermment structure instihuted through a system of
decentvalization wheveby local governmment wnits shall be given mare
powers, authority, responsibiiities and resowrces, The process of
decentralization shall proceed from the National government to the local
government nwmifs,”

A more complex scheme on devolution might be formulated later on,
whereby LGUs would exercise greater power in this regard. This would require
amending or superseding other laws that define the institutions invelved in
pollution abatement. Meanwhile, the DENR should take the initiative in training
LGUs in handling pollution contral matters, either in conjunction with other
institutions in-charge of training LGUs specifically for implementation of the Code,
or by coming up with 2 devolution plan which would initially define and delineate
the powers of the LGUs and the agency with respect to pollution control matters.
This would include defining in detail the functions of the EMB, PAB and the
Regional Offices vis-a-vis the LGLUs.

On 1oxic and hazardous wastes, RA 6969 vests the power to regulate these
on the DENR, But by including chemicals and chemical substances within the Act,
the DEMR becomes jointly responsible with the FPA in regulating chemical
fertilizers and pesticides. The same is true with nuclear and radioactive wastes. RA
6969 gives the DENR autharity over these wastes, in effect creating a sharing
arrangement between the DENR and the PNRI.

A special case is noted here. Through RA 4850, the Llaguna Lake
Development Authority (LLDA} was created 1o develop the Laguna de Bav area.
PD 813 further amended RA 4850 w0 include environmental concerns in the
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LLDAs functions. This was because of pollution problems in the lake brought by
pollution from the Pasig River. Specifically, the LLDA was to “carry out the
develepment of the Laguna Lake region witn due regard and adequate provistons for
enwirvonmental management and control, prescrvation of auality of Tneman life and
ceological systems, and the prevention of undue ecological disturbances, deferioration
antd pollution” (Sec. 1, PD 813). Hence, the LLDA had exclusive jurisdiction over
the Lake, including any project or activity that would affect it.

EO 927 further provided additional coverage for the LLDA. It included the
land and water area of the lake and all of its wibutaries, including two provinces,
one city in Laguna, one in Cavite, and four in Metro Manila. It also included three
towns in Batangas, two in Cavite, one in Quezon and five in Metro Manila. The
additional functions included:

e the power to issue standards regarding plans and specifications of sewage works
and industrial waste disposal systems, as well as inspecting the construction and
maintenance of sewage works and industrial waste disposal systems for
compliance to plans (Sec. 4);

+ authority to issue, renew or deny for the abatement of pollution, for the
discharge of sewage, industrial wastewater or install or operate sewage works
and industrial waste disposal svstems (Sec. 4); and

o the power to authorize ils representative 1o enter any property of public
dominion and private property devoted to industrial, manufacturing, processing
or commercial use without doing damage, for the purpase of inspecting and
investigating conditions relating to pollution or possible pollution (Sec. 4).

It also issues permits similar to those of the DENR Regional Offices such as
the AC and PQO. It does not, however, adjudicate pallution cases like the PAB and
the DENR. It can issue CDOs, but not ex parte. There has to be a prior hearing far
the respondent to answer charges. This takes a lol of time, so handling of pollution
cases becomes more inefficient relative to those under the DENR's jurisdictian.

K. INSURANCE FUNDS

The main purpose of insurance s to provide compensation or indemniry for
a loss suffered by a person because of a designated event, which may either be
contingent or uncertain at the time it occurred. For purposes of pollution control,
the concept of insurance can be applied to:

« damages far personal injury from toxic chemical exposure;
¢ damages ta property from toxic chemical exposure; and
» corrective action or remediation for chemical spill or other upset.



The warious commercial mechanisms available for demonstrating financial
responsibility are the following:

1 Non-lite insurance

2) Surety bands. This refers to a contract defined in the Insurance Code as “mu
agrecment wherehy a party called the surety quarantees the performance Iy anether
party called the principal or obligor of an obligation or undertalang in favor of o third
party called tiwe obligee”.

3) Letters of credit. This is defined as “an tnstrument by witicl a bank, jor the acconnt
of the buyer of a merchandise, grves formal cvrdence to the merchandise seller, of its
wilitgness to permil bim, the seller, to draw bills against it, on certain ferms, and
stipulates e legal form that all such bills will be honored.”

4) Trust funds

These instruments have long been used in the Philippines but were limited
to traditional commercial transactions only. Except for surety bonds, the rest have
not been used for environment-related liabilities. Nevertheless, there is a positive
attitude among insurance experts, bankers and lawvers interviewed thal these
instruments could be used for demonstrating environmental financial responsibility
in the future,

On the ather hand, surety bonds are required by the PAB from companies
which have been issued CDOs. Before CDO is lifted, the polluter has to post a
periormance bond equivalent to 25% of the cost of the APD, From 198¢ 10 1992,
129 companies have submitted performance bonds with an aggregate tace value of
PhP135.5 million. This shows the acceptance of surety bonds as commercial
instruments to show financial responsibility.®’

Self-insurance provides an allowance for periodic charges at an actuarially
determined rate sufficient to meet projected losses.™ The allowance can be sourced
from retained earnings and the loss can be charged to income incurred.
Sometimes, companies establish a supporting fund by segregating cash or
marketable securities. Note that this method is used only by large companies with
strong financial conditian.

Oin the other hand, an insurance pool is an agreement whereby sach local
insurance company agrees to accept and share risk profits as well as losses under a
predetermined rate agreed upon for a specific line of insurance business generated
by any member of the pool.” One pool exists in the Philippines, The Philippine
Nuclear Insurance Pool Management Corporation.  Insurance companies comprise
the Macpool, an informal organization which serves as the group of stockholders af
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the Corporation. Another example of this is "Protection and Indemnity Clubs” or P
and | Clubs of shipowners who band together to protect mutual interests.

Despite the presence of all these instruments, insurance experts interviewed
by IEMP gave a number of reasons why there is lack of coverage for environmental
liabilities:

1) There is no legal obligation for companies to demonstrate financial
responsibility.

2) Environmental liabilities in the country have not vet been quantified.

3} The potential liahility of insurance companies might be too high, because of the
nature of the risk, hence companies might charge highly expensive premiums.

L. GAPS IN THE INVESTMENT POLICY

The Medium Term Plan encourages regional disperszal of industries to realize
economic and equitable growth all over the country. The strategy 1owards this goal
is the setting up of industrial estates (IEs) in major growth centers of each
geographical region. These can either be any of the two; the repular IE for products
either for export or domestic consumption, or the EPZ for products strictly for
exports, Firms locating therein receive more fiscal incentives,

A study conducted by the Philippine Institute for Dewvelopment Studies
(PIDS) shows that the average level of Effective Pratection (EPR) and variation
across industries has gone down significantly since the 1950s. Gaps between
agriculture and industry, and between the exporting sector and import-substituting
seclor were lessened. Furthermore, the study showed an increase in the overall
leval of competitiveness of the manufacturing sector, However, majority of new
industries were relatively small scale, This reduced the bias to large scale plants
which would have positive employment and income distribution effects.

The PIDS study further reveals that on the whole, IEs have been very costly
and were ineffective instruments for regional dispersal of industries, which is
largely attributed to their substantial unutilized capacity,”™ However, recent trends
show that there are increased foreign and domestic investment activities in these
areas which might accelerate capacity utilization, thus resolving the issue of
inefficiant use of resources for the [Es.

The study concludes that there is a need to rationalize the investment
incentives system for it to effectively channel investments to the desired sectors
within industry which will maximize the potential of the industrial sector in the
development process. In other words, it should provige investment incentives
which will correct market failures and distartions which prevent the optimal flow of
investments, One of these distortions is the bias against exports. Although efforts
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are geared towards removing this bias, there are still certain areas in the system that
need to be addressed,

Foreign investments have alwavs been encouraged to enter the country, The
Farajan Investment Act (FIAY of 1992 like-alizes coiry and equity requirements af
foreign direct investments by providing a “negative” list of industries where 1009
foreign equity is not allowed. There have teen no studies evaluating whether this
has benefited the economy.

M. LocAalL GOVERNMENT CODE: [MPACT OF DECENTRALIZATION ON
ENVIRONMENT PROTECTION

The LCC of 1991 transfers the responsibility of providing and delivering a
variety of services formerly performed by national agencies to local government
units. Included are programs that have environmental objectives. Basically, this
involves the devolution of some functions of the DENR. Decentralization is
expected to result in better targeting of government interventions, lower ransaction
costs, rapid adoption of efficiency enhancing innovations and improved matching
of resnurces with needs in the long run.

Notwithstanding the advantages of decentralization per se, there are
perceived risks in connection with the efficient and equitable delivery of these
specific services, For one thing, by sigring the United Nations-initiated 20:20
compact and Agenda 21, the Philippine government has committed human
development and sustainable development concerns to be national priorities.
Maoreover, the NEDA Board's Investment Coordinating Committee (ICC) recognizes
the existence of these risks and “has allowed national line agencies to package, finance
and even tmplenent devolved programs and projects on a case by case approach on the
basts of sectoral fustifications and observed patterns of undermuvestment by LGUs."3 As
the number of exceptions to the devolution policy increases, so are its budgetary
requiremaents correspondingly. This has brought issues of revenue mobilization and
technical capabilities to fore,

1. DEVOLVED FUNCTIONS OF THE DENR

With respect to the DENR, the following functions of the agency have been
devolved to LGUs:

= forest management;

e protected areas and wildlife;

e environmental management;

« mines and geo-sciences management; and

5 NEDA-Pullic Dvestent sttt Policy Framework for Natom] vovernment Assistnce for the Financing
of Local Government Projects with Enviranmental and/or Secial Objectrves. Pasig Cityr June TG




land management.

In particular, provincial governments are mandated to perform the following

UGS

enforcement of forestry laws limited to communily-based forestry projects;
pollution control law;

small scale mining law;

ather laws on the pratection of the environment; and

mini-nydro electric projects for local purposes,

Municipal governments now have the following additional functions;

implementation of community-based forestry projects, including social forestry
programs and similar projects;

management and control of communal forest with an area not exceeding fifty
(50} square kilometers; and

estabiishment of tree parks, greenbelts and similar forest development projects.

City 2overnments are mandated to undertake all functions of the municipal

and provincial governments.

Note, though, that all these functions performed by LGUs are subject to the

supervision, control and review of the DENR.

In response 1o this, the agency has issued several department circulars and

implementing guidelines;

DENR AQ No, 30 5. 1992: Guidelines for the Transfer and Implementation of
DENR Functions Devolved ta LGUs

DENR AC No. 37 5. 1992: Amending Certain Provisions of DAO 30

DENR Memo Circular No.17 s5.1992: Delineation of Functiens  and
Implementation of the Integrated Social Forestry Program after the Devolution of
Functions to the LGUs

NMotewarthy, though, is the control that the agency has retained over the

relevant functions, as provided under DAQO 30:

"the vpplementation of the devolved functions by e muoncipalities and

cities and the enforcement of laws, rules and regulabions pertaining to e
devofved functions as provided for in the Code, by the provinces aid crfies
shall be pursuant to national policies and subject to supervision, conbrol
and review of the DENR."
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To assist in capability building for LGUs, the DENR drafted Manuals of
Operations {or the devolved functions.

2. RISKS INVOLVED/ISSUES AND CONCERNS

Economic lssues

There are a number of economic costs attached to devolution. Among the
direct costs are incremental outlays for capability building that the national
government would have to incur in devolving some of their functions to sub-
national levels. Administrative costs are also incurred in support of the national
secrefariat for the Oversight Committee tasked to oversee the implementation of the
Code. More importantly, perhaps, are the indirect costs invaolved. One, there is the
loss of efficiency in carrying out government tasks, particularly for LGUs that lag
behind in terms of capability, Second, competition among LGUs that vie for
visibility and credit can cause resource misallocation. Also, there is the risk that
local elite may gain easier access in the awarding of contracts and franchises,
which may exacerbate corruption in gavernment. Finally, there is the issue of
computing for prices using project analvsis. The national government has always
used the concept of shadow prices, to take into account benefits and costs tha
might accrue to indirect beneficiaries of 2 project. LGUs would most probably use
market prices to compute for benefits and costs, thereby not accounting the toral
welfare gain or loss of a project, since these prices would be closer to the value of
the resaurces. ™

Social and environmental objectives cut acrass all income levels. Hence,
implementation of correspoanding programs should be done in a systematic manner,
Giver the varving levels of competence of LGUs, there is a risk that this will not be
acieved. The Code did not take this inte account when it identified functions that
would be devolved. Consequently, LGUs in need of social services were the least
capable of carrving out the devolved functions due to lack of resources and
capability.

Projects that fall under the social and/or environmental category sometimes
involve axternalities, 2conomies of scale or equity issues. Externalities are indirect
effects of the project on certain people or areas, whofwhich are neither intended
heneficiaries nor are direct participants in the project, Externalities usually lower
the propensitv to invest in such projects.

teanwhile, economies of scale refer to cost-effectiveness of a project given
it= production capacity anc the number of peoplefsize of the area zerved.
SOMEeNMmEes, ¢ projec: may require @ larger area or population served lor it to be
cosl-effective. If the project is capable of serving more than the locality of the LGL,

Fopdemzo. Ruperte and Lauardo Gamboa, _Ap Economic Cost-Renefit Analvais of the Local Development
Assstance Program. Manila: January 1920,
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there might be a need for a higher level af government to handle it to avoid cases
of overlapping and excess capacity.

Fovalls N Cmelementinn sovars e ribeep stratecies thees  je 2
redistribution mechanism shat iakes place, Untl tins s standardized, the national

gavernment believes it is zest that they continue undertaking redistribution efforts,
particularly in the provision of basic sacial services and livelihoed enhancement,
Otherwise, a local jurisdiction that atempts to carry oul redistributive pelicies is
likelv to drive out the rich.*”

Political/Institutional [ssues

There are certain political implications that the Code contains wilh respect
to the extent of decentralizatian, particularly for functions formerly undertaken by
the DENR, Because all environmental functions are subject ta the DENR's
supervision and control, the LGUs are treated as “subordinate officers,” The DENR
can revoke any or all acts of the LU, preventing the finality of decisions made by
the LCUs.*® Henca, the true spirit of decentralization is defeated. Moreaver, the
problem of overdependence on the national government is not resclved. The LGUSs
will still rely on national agencies to make aecisians rar them,

In impesing fines and penalties through ordinances, the Code limits the
powers of the LGUs 1n stipulating amounts, The municipal government is allowed
to approve a maximum of PhP2,500.00 or imprisonment for a period not exceading
six months, or both, upon the discretion of the municipal court. City and provincial
governments, meanwhile, are allowed to impose a maximum fine of PhP5,000.00
or imprisonment for ane year, ar both, again upan the discretion af the ciry or
provincial court.™ Given lhese measly penalties LCUs are allowed to collect,
environmental protection cannot clearly be accomplished without the support of
the national government. Again, this reflects lack of proper matching between
powers and functions devolved to LGUs. In this regard, LGUs cannot be expectad
to carry out environment protection functions efficiently.

One of the purposes of the Code is ta relieve the national government of
particular functions that can be carried out by the LGUs. Because of the “controf”
aspect that the naticnal government agencies are still expected to exercise, this
purpuose is definitely not served.

As mentioned earlier, the DENR issued a set of guidelines for the proper
conduct of decentralized activities. DAQ 30 refers to the devalution of certain
DENR functions, programs and projects to the LCUs. Fram the beginning of the

17 Shah, Amwar. Perspectvey on the Desiyn of Intergovernimeniéal Sscaf felations” PRE Worlany, Papers,
Cowntry Econemucs Department, The World Bank, July 1591,

38 La Vina, Antonio. Environmental [ssues and Polioes: The Sole of Toctl Governments,  Queszon iy
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document, the Order is consistent with the role of the agency as the “primary
government agency” tasked to ensure environmental protection. The LGUs, then,
become the secondary agencies performing this responsibility. This implies that
enforcement of environmental laws shall be pursuant to national policies, and are
subject 1o the supervision, contral and review of the DENR. Again, the national
agency is empowered to nullify or change gecisions made by the LGUs,

in the study conducted by Dr. La ViRg, an examination of DAO 30 reveals
the following:

11 Whal was devolved was police work, Unfortunately, this implies that
enforcement of environmental laws is done at the latter stages of enviranmental
degradation when problems are alreadv serious and are harder to solve, causing
graver consequences to the environment. For instance, in carrving out functions
ralative to the protection of forests, illegal logging activities are stopped by
confiscatian of the logs, instead of guarding the forests even before the logs are
cut. Although the perpetrators are czught in the end, the forests are still not
protected, since the trees had already been cut. In this sense, environmental
protection was not carried out.

2) DAQ 30 doe: not provide for maximizing natural resources in the course of
economic development of the locality. Tne LGUs are limited to issuing permits
for guano collection and extracting sanc. gravel and quarry resources. Other
than that, there are no guidelines or how to use their resources in economic
development planning.

31 The Order never refers to the devaolution of powers to the LGULs. Instead, it
alwavs refers te “devolved funciions”, lending credence to the earlier claim that
there is a mismatch of devolved functions wversus devolved powers, Tnis,
howewver, is only consistent with the Code, and does not reflect a malicious
intent on the part of the national agency to misinterpret the Code.

Provisions in the LGC perain to cevelved functions of the LGUs in
protecting the environment within their area af jurisdiction. Devaolved powers,
though, do not match these functions, as evidenced bv the role of the DENR as
primary agency responsible for protecting the environment. Clearlv, there is a
mismatch of functions and powers provided in the Code.”

Another agency involved in the conduct of environmental protection
activities of the LGUs is the DILG. It is mandated to perform the following
functions:

e advise the President on tne promulgation of policies, rules, regulations and
other issuances relative to the general supervision of the LCUs;
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« establish and prescribe rules, regulations and other issuances and implementing
laws on the general supervision of the LCUs and on the promoticn of lecal
autonomy and monitor compliance thereaf by said units;

e provide assistance in the preparation of national legislation affecting the LGUs:

e establish and prescribe plans, policies, programs and projecss o meet national
and local emergencies arising from natural and man-made disasters; and

¢ perform other functions as may be provided by law.

In canducting their functions, the DILG is involved in twelve committees or
task forces feccused on  environmental activities, such as the Pasig River
Rehahilitation Program, the Red Tide Task Force, etc. Moreover, it provides courses
on environmental management to local executives and legislators in pursuit of its
capability-building mandate.

As can be gleaned from above, the DILG is heavily involved in providing
assistance to LGUs in their environmental protection functions. However, there is a
lack of an everall framework in doing so. The invalvement of the DILG is ad hoc in
nature and there is no coherent approach or strategy therein.®

Finally, there is the Philippine MNational Palice (PNP) that is provided with
police power for the enforcement of environmental laws, A special unit within has
been formed, called the Environment and MNatural Resources Protection Force
(ENREPF) tazked to protect the environment. The disposition of this Force is on a
regional basis, mirroring the organizational structure of the DENR and other
national line agencies. Its primary responsibility is to provide police assistance to
the DENR and other government and non-government agencies concerned in the
conduct of special operations implementing environmental and natural resource
protection laws.™ Essential to the success of the ENREPF is its close collaboration
with the DENR, as well as with the LCUs and NGOs, in undertaking its functions.
In this regard, the establishment of the Tanggol Kalikasan®™ Law Office by the
Haribon Foundation and the FPE is seen as serving this purpose, whereby the
Office provides information and conducts monitoring activities an violations of
environmentz| protection laws, Moregver, the Law Office is tasked to provide legal
assistance to policemen “who may become subfect {ta) harassment cases as a result of
dedicited and proper performance of thetr duties”.

3. LOCAL COVERNMENT FINANCING IS5UES

In arder to perform the added responsibilities mandated in the LGC, LGUs
have realized the need to increase their funding sources because regular funds from
the IRA are insufficient. Credit financing is a mechanism that could serve as a major
source of revenues for LGUs, In view of this, the DOF, supported by the USAID,

01 L Visia,
62 Letler of Insteuction 17, Serivs of 1994, Philippine MNational Felice.
63 See Report No. 1 on NGOs- Hanbon Programs and Projects, for details on the Tanggol Kaikazan Program,
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commissioned a study 10 assess the possibilities for increasing the LGUs® abilitv in
raising funds.

History of Revenue Mobilization by LGUs

focal Revenue Sources

Cenerally speaking, the LGUs did poorly in sourcing funds iocally. In a
study of LG revenues in 1980-1290 % the LOUs raised anly one-half of their
revenues locally, Most of this came from Real Property Taxes (RPTs), representing
40% of local revenues, The Local Businass Tax (LET) conrributed 18%, while other
taxes, i.e. laxes an occupation, franchise and sand and gravel contributed 9%,

Comparec with economic indicators, local revenues could not cope with
nominal prices and income. The annual average growth rate of local revenues was
13.93%, while the annual average inflation rate was 14.69% and naticnal nominal
income was 15.4%.

Looking at 1axes alone, the effective tax rate (ETR), which measures the
proportion of the base that is actually collecied as 1ax, was low. The ETR of the RPT
was only 1.27% compared to a statutory rate of 2%. I the current market value of
properties were factored in, the ETR becomes 0.067%. Other axes performed
poorly as well, such as the LBT which nad an ETR of 0.153%. These low ETRs
supzest a very unproductive tax structurs and poor performance in tax collection.

The effective base rate (EBR), wmich is the growln in taxes relative to the
arowth in incorme, for both the RPT anc LET, has been dgeclining. This means that
tas bases hawve not kept up with income growth, One explanation for this is the
wrong valuation of real properties, wheraby current market values are not reflected,
and the inability of LGUs to correctly astermine gross receipts of business.

Furthermore, the rate elasticity 1or RPT, which is the change in revenues
relative to the change in tax base, ic aimost equal 1o ane, This means that there has
been no improvement in collection efficiency. Even for LBT, the rate elasticity was
vory low.

Fxternal Revenue Sources

With respect 10 externa! sources the internal revenue allotment represented
around 73.74% of the total. Grants and aids made up 23.79%, while the remaining
2.09% were from borrowings. Tnis suggests heawn  gzpendence on IRAs,
Furthermore, LOU: QI No nave muln hexibilny i conaucling tner unclions
because determinauon of the IRA hardly changed due to nigiditv in securing
additional funding. In other words. ar LGU could expect 1o get the same amount

SOLDAR, Lecal Governmen® Unst Bevenue Mambzanon Overall Study, Miodba: May 1992
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from the [RA every year. This did not encourage innovations and long-term
investments at all.

Securities and Borrowings

Prior to the Code, no securities were issued by the LGUs, save tor the Cebu
Equity Bonds issued in 1991. This was due to the rigid requirements in PD 752,
which practically discouraged LGUs from issuing local securities. LGUs resarted to
loans from government financial institutions and the Municipal Development Fund.
Private banks could have served as sources as well, but there was a big difference
in the interest rates offered.

Nevertheless, loans did not constitute a big bulk of LG revenues because of
the lengthy process involved in securing a loan. All applications had to be
approved by the Ministry of Finance before they could be evaluated and approved
by the lending institution. The approval itself took a lot of time and effort, due to
documentation required from the proponent. Once approved, the financial
institutions themselves, particularly those in the government, have their own
documentation requirements from the LGUs.

The government financial institutions that provided credit to LGUs were the
DBP, the LBP, the Philippine Mational Bank and the Government Service Insurance
System. The DBP, which accounted for 41.6% of total loans to LGUs, had the
worst record of payments, with only 12.5% of its total loans without any arrears,
The GSIS likewise had negative experiences, although only a very small amount of
loans were sourced from this agency. Most of these delinquent loans were far the
construction of public markets, A study by Yoingco in 1986 reveals that this result
is caused by the low profitability of this economic enterprise.

The result showed that LGUs did not have much of a credit history with
private financial institutions, and it is only recently that each party is opening up to
the other in the credit market, Also, the small amount of securities and borrowings
emphasizes the lack of significance of credit financing in the history of local
revenue mobilization,

Awareness of Revenue Maobilization Schemes

The study conducted by USAID was based on a survey of LGUs composed
of 35 provinces, 20 cities and 20 municipalities® Most of these LGUs were aware
of only two forms of revenue mobilization, ie. loans from GFls and private
institutions, and loans from the government sourced from external sources such as
the Municipal Development Fund. Same were aware of other schemes such as the
BOT, bond flatation, the deferred payment scheme, or the leaseflease-purchase

5 ] lanto, Gilberto. National Survey Prospects for Credil Finance Local Governiment Units, Annex 3. Manda
27 May 1992,
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scheme., However, the number of LGUs, as well as knowledge on the mechanisms
of these schemes, was limited.

Provisions in the Code

At present, LGUs can either negotiate loans or issue securities or both to
finance their requirements. Sec. 239 of the Code specifies that LGUs are:

“authorized to ifssue bonds, debentures, sccurities, collaterals, noles
and other obligations fo finance self-liquidating, incone-producing
development or livelihood projects pursuant to the prierities established tn
the approved local development plan or the public investment program...”

Likewise, Sec, 297 provides that LGUs:

“may contract loans, credits, and other forms of indebtedness with any
government or domestic private bank and other lending institutions, (for
the) improvement, expansion, operafion or maintenance of public
facilities, infrastructure facilities, houstng projects, the acquisition of real
property, and the implementation of other capital investmen! projecis...

.oy lhewise secure from any governmment bank and lending imstitution
short-, niedinm- and long-term loans and advances against security of real
estate or other acceptable assets for the establishment, development or
expansion of agricultural, industrial, conumercial, house financing and
livelilwod projects, and olfier economic enterprises.”

Furthermore, a debt relief package is offered in the Code. Under Section
531, Title ll, Book 1V, the program includes the following:

1. unremitted contributions to the Integrated National Police Fund, Special
Education Fund and other statutory contributions including unremintted national
government shares in laxes, charges and fees collected by the LGUs are written
off in full;

2, program loans secured by the LGUs which were relent to private persons,
natural or juridical, shall be written off fram the books of the LGUs concerned,
provided the national government agency tasked with the implementation of

these programs shall continue to collect from debtors from the private sector;
3, program loans granted to the LGUs by national government zgencie: which

were utilized for community development, livelihood and other small scale
projects are written off in full; and
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4. the national government shall assume all debts incurred or contracted by the
LGUs from CFls, GOCCs and private utilities thar are outstanding as of 31
December 1988 based on the following schemes:

s for debts due GFls, the oblizations are bought . » discount;

e for GOCCs, a discounted rate is provided thiough offsetling against the
outstanding advances made by the National Treasury in behalf of the GOCCs:
and

+ for private utilities, a discounted rate is provided through offsetting against the
outstanding obligations of the private utilities against GOCCs.

Rationale for Credit Financing

The LGUs have a lot to gain from credit finansing:

s They can attain financing flexibility which enahbles them to enjoy the benefits of
desired expenditures without having to await accumulation of sufficient funds
from their savings before expending funds.

¢ |n cooperation with the private sector, they can develop high quality
investments with reliable yields to the LGUs and investars.

« They can promote early cost recovery types of projects and speed up the
processes of local development and services ddlivery.

e They can take advantage of the fact that barowing in support of revenue-
generating  activities tends to discourage government  cansumption
expenditures.

» If they access the private loan and investor markets, their benefits increase
because the creditworthiness standards applied permit only the most viable
undertakings to be financed.

e Similarly, private loan and investor market polential resources are relatively
large as compared to what might be available through central governmen-
operated forms of subsidized credit.

Constraints

Because of the dependence of the LGUs on the national government,
serious doubts were raised as to the capability of the LGUs to implement these
schemes in time for them to absorb the functions being deveolved to them. Initially,
they were given one year before Code implementaiion goes full-scale, However,
due to the lack of resources to undertake such and the capability to generate these
resources, the schedule was postponed three times.

Until now, not all provisiens in the Code have been implemented. As
mentioned in other parts of this report, the DENR is still coming up with a system
of devalving functions such that they still maintzin control over these functions.
The HLRB has not totally devolved physical planning, as reflected in their



continued issuance of locational clearances until such time that the LGU comes up
with an approved land use plan. The DOF is conducting training on the BOT
scheme for the LGUs 1o use for their respective programs and projects. Even banks
and multilateral agencies are hesitant to provide loans and grants for the LGU
projects because of their lack of credit history and their relative inexpenience in
handling infrastructure projects. A reason cited why private banks are hesitant to
provide loans to the LCUs s that when the incumbent officials step down, those
elected may not accord the same level of priority ta the projects, and may default
on these loans later on. This is especially true of projects that are long-term in
nature,

In particular, a number of LGUs have poor credit performance ratings, and
have 1o avail of the Debt Relief Program of the Code ™ This reflects lack of
technical skills and know-how in dealing with the credit markets, On the other
hand, some LCUs are nol experienced in borrowing from banks, Most of their
revenues came from borrowings from the MDF and the ESF."" A more basic training
program should be provided for these LGUs to cope with the Code’s requirements,

If no conscious and comprehensive intervention, with respect to providing
training and information on the various revenue maohilization schemes available ro
the LGU's, is undertaken, the varied levels of consciousness and skills among them
will continue ta exist. This will eventually lead to self-selection in the credit
markets, whereby some capable LGUs will participate and others will continually
depend on grants/aids/donations or loans from GFls, Unfortunately, thiz trend will
eventually lead to an excess demand for subsidized credit and will prove 1o be
unsustainable in the future.®

Schemes other than availment of credit should also be looked into. For
instance, the BOT scheme should be ane of the main topics when conducting
training for the LGUs. The DOF has been exerting efforts in this regard. However,
the Local Government Academy (LGA), the bodv mandated to provide
comprehensive training for the LGUs, should also take this into account, since
participation in the DOF training is limited, Government has alwavs emphasized
that the private sector should be increasingly relied upon in providing public
services that are more efficiently delivered by the latter. The LGUs should be at the
forefront in 1aking advantage of this,

It has been said that the Code might have been overly optimistic in the
timeframe it established for full decentralization to take effect. Nevertheless, the
executive branch of government is learning from all these birth pains and efiorts
cantinue to he exerted in addressing the capability-building problems of the LGUs.

60 T,
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N.CONFLICTS IN THE SHIPPING INDUSTRY

There are three government agencies that play a major role in the protection
of the marine environment from pollution from shipping: the Maritime Industry
Authority | MARINA), the Philippine Coasi Guard (FCO) and the Philipgine Ports
Authority {PRA). Each of their major functions, as they relate to marine pollution
prevention and management, are discussed below.

1. MARITIME INDUSTRY AUTHORITY (MARINA)

ECQ MNo. 125 entitled “Reorganizing the Ministry of Transportation and
Cammunications Defining lts Powers and Functions and far Other Purpases”, later
on amended by E.O. 125-4," enumerates the functions of the MARINA:

e Develop and formulate plans, policies, programs, projects, standards,
specifications and guidelines geared toward promotion and development of the
maritime industry, growth and effective regulation of shipping enterprises and
for the national security objectives of the country;

« Establish, prescribe and regulate routes, zones andfor areas of operation of
particular operators of public water services;

e |Issue Certificates of Public Convenience far the operation of domestic and
OVEerseas water carriers;

= Register vessels as well as issue certificates, licenses or documents necessary or
incident thereto:

e Undertake safety regulatory functions pertaining to vessel canstruction and
operation including the determination of manning levels and issuance of
certificates of competency to seamen;

« Enforce laws, prescribe and enforce rules and regulations, including penalties
for wiolations governing waler transportation and the Philippine merchant
marine and deputize the Philippine Coast Guard and other law enforcement
agencies to effectively discharge these functions;

» Undertake issuance of licenses o qualified seamen and harbour, bay and river
pilots;

¢ Determine, fix andior prescribe charges andfor rates pertinent to the operatian
of public water transport utilities, facilities and services except in cases where
charges or rates are established by international hodies ar associations of which
the Philippines is a participating member or by bodies or associations
recognized by the Philippine government as the proper arbiter of such charges
or rates;

«  Accredit marine surveyors and maritime enterprises engaged in shipbuilding,
shiprepair, shipbreaking, domestic and averseas shipping, ship management
and agency;

#H B 12524 15 entitled “Amending Executive Order Moo 125, Entitled Reorganizing the Ministry of
Transporiation and Communications, Defining 108 Powers and Tuctions and foe Other Purposes™
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o lssue and register continuous discharge book of Filipino scamen;

s [stablish and prescribe rules and regulations, standards and procedures for the
efficient and effective discharge of the above functions; and

e Perform such other functions as may now or hereafter be provided by law.

in furtherance of the development of the maritime industry, MARINA is
mandated to:™

¢ adopt and implement a pracicable and coordinated Maritime  Industry
Development Program iMIDP) which snall include, among others:

¢ early replacement of obsolescent and uneconomic vessels;

« maodernization and expansion of Philippine merchant fleat;

e enhancement of domestic capability for shipbuilding, repair; and
¢ development of reservoir of teinad manpower.

e provide and encourage private sector investments through:

o financial assistance through public and private financing institutions and
instrumentalities:

e technological assistance; and

« atavorable climate for expansion of local and foreign investment in shipping
enterprises.

e provide for effective supervision, regulation and rationalization of the
organizational management, ownership and aperations of all water transport
utilities and other maritime enteprises.

2. PHILIPPINE COAST GUARD

The PCG is mandated o administer maritime safety in the country. It is a
unit under the Philippine navy, whereby all its officers are enlisted navy persannel,
therefore is considered & military outfit rather than a civilian body.

The missions of the agency include:

« to promote safety of life anc property al sea;

« [0 satepguard marine resources and the enviranment;

¢ 10 promote maritime securiny;

« 1o oassist in the enforcemsnt ¢ lav or the high seas and waters subject to
Philippine jurisdiction; and

oMena, Maxime Q. Jr, Mambme  Safetr Admumusttation an the Phibppones: Currend lssues and
Recommendations. World Martume Universey, Swedar: 1894
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3.

to support national development,
Furthermore, the PCG is in-charge of:”'

viaritime Adminsaaten (MARAD. This refers to: vessel safety, whereby
seaworthiness af vessels bearing the Philippine flag is ensured: merchant marine
administration, which ensures professionalism and competence amang ships’
crews: and navigational safety, which ensures that aids 1o navigation such as
lighthouses and buoys operate effectively and ensure that proper navigaticnal
standards are maintained,

Maritime Operations (MARQOPS). This refers to securily in maritime environment
and participation in counter-insurgency operations, sealift operations, civil-
military operations and operational training.

Marine Environmental Protection (MARPOL). This refers to the respansibility of
preventing, mitigating and controlling marine pallution and enforcing all
applicable environmental laws ard regulations for preserving and conserving
marine and aguatic resources.

Maritime Search and Rescue IMARSAR). This deals with responding effectively
to maritime casualties and disasters on ar near Philippine waters.

Maritime Law Enforcement (MARLEN]. This refers to providing assistance to

other government agencies in the performance of their functions within the
waters under Philippine jurisdiction.

PHILIPPINE PORTS AUTHORITY (PPA}

The PPA is in-charge of implementing an integrated program for planning,

development, financing and operations of ports or port districts for the entire
country. The abjectives of the agency are:™

1

2

A well-coordinated, streamlined and improved planning, development,
financing, construction, maintenance and operation of ports and its facilities;
A smooth flow of water-horne cammerce passing through the country’s ports,
whether public ar private, in the conduct of international and domestic trade;

31 Promaotion of regional development through dispersal of industries and activities
throughout the different regions;

4} Furtherance of better inter-island seabarne commerce and foreign lrade;

L Meyia,

2 Siman, David, B “The fode of the Pludipriee Forts Authoesty and The U Canvention on the Law of the
sewa i Plulippne Torts, Shipping and Navization Under the New Diaternational Law of the Sen. Instinete of

International lezal Studies, Unpeersily of the Philippines, Dilimn Quezon City: 1995,
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51 Upgrading of port administration beyand its specific and traditional function of
harbor development and cargo handling operations to the broader function of
total port district development, including encouragement of full and efficient
utilization of the ports’ hinterland and tributary areas;

61 Proper collection and accounting of all income and revenue accruing to PPA;
and

71 Realization of a reasonable return on the assets employed.

In terms of jurisdiction, the PPA covers all ports in the country, including
338 private ports as far as site, construction, design operations and environmental
impact are concerned, For government ports, the PPA acts as owner as well, hence
the agency has corporate powers aver them, Most of these private ports are
engaged in oil, mining and wood industries.

The country is divided into five port districts, under which are 19 operating
units or Port Management Offices (PMOs), each of which is headed by a Port
mManager. The palicies within the PPA are determined by the Board of Directors
chaired by the DOTC Secretary and vice-chaired by the PPA General Manager. Its
functions include planning for new sites and ports for future development and
evaluating and monitoring performances of various ports all over the country.™

With the passage of the LGC, actual construction, operation and
maintenance of municipalftertiary ports have been devolved to LGUs. The DOTC
has limited its role to coordination of programming and implementation of future
port projects, including technical supervision and the provision of engineering
cesign standards. Meanwhile, the DPWH has continued completion of all on-going
port projects.

Parts play a role in protecting the marine environment. Pollution of ports
may come from :

1) Land-based sources, e.g. hazardous/toxic wastes, drainage and sewerage
systems; and

21 Vessels, e.g. discharges like oil, sludge, garbage, spillage or cargoes during
loading/unloading.

Because of the nature of private ports in the country, pollution risks are
great, According to statistics, more than half of the total cargoes handled in the
country pass through private ports, a significant number of which are from the
patroleum industry. Moreover, the average vessels that pass through private ports
are bigger than those at government ports, the former averaging 10,616 gross
revenue tans (GRT), wnile those at government ports averaging only 6,118 GRT.™
However, Capt. Acenas of Pilipinas Snell refutes the assumption that the bigger the
ship, the greater pollution risk it poses. In fact, he asserts the opposite, whereby

o Eiman.
T Simaon.



bigger ships are more caretul in berthing and have higher standards in the
discharging process, i.e. via pipeline ship to shore.™

There have been very few issuances from PPA that refer to protecting or
creserving the marine environment, PPA Administrative Order No. 09-32 5. 1982
provides for:

“Vessel dumpmg or cansing to spread crude ofl, kerosene or g.ris-ﬂ! e in
tiw by ov at the piers within three miles from the nearest constline, o fine
of not less than Pii*1,000.00..,

Vessel dumping garbage or slops over the sude untlin Hrree nules from e
neavest constline, a fine not exceeding PiP1,000.00."

Aside from the fact that the fines are way below the marginal costs for the

industry, there is no recard or report that this was ever applied to violators. ™

Finally, despite the policy issued in 1985 for government ports to comply
wilh the Maritime Anti-Pollution Program of 1973, specifically the issuance of PPA
Memorandum Circular No. 04-85 issued on 15 January 1985, government ports
have not yet regulated nor provided adequate reception facilities and persannel for
the collection of vessel wastes and other discharges,™

4. OVERLAPS/CONFLICTS OF FUNCTIONS AMONG GOVERNMENT
AGENCIES

One of the safeguards imposed by MARINA against marine pollution is the
requirement of sea vessels to be covered against pollution risks. The coverage
would depend an the size and classification of the vessel, guidelines for which are
provided under Memorandum Circular No. 56 s. 1990 and 56-A s5.1991. In
particular, it imposes classification standards by internationally  accredited
classification societies and it requires vessels in the oil trade 1o secure US$300
million oil pollution cover, Despite this, there are a number of policy conflicts
inhibiting sound management of marine pollution.

One weakness in the implementation of its functions is in the area of vessel
inspection. Implicit in E.Q. 125-A, the MARINA is mandated to ensure that ships
have pallution control equipment, e.q. incinerators and oil separators, They have
the power to deputize the PCG on matters pertaining to enforcement of rules and
regulations. The PCG is responsible for ensuring maritime safety, hence vessel
inspection s included, However, it is explicitly specified that the MARINA should

T Acenas, Alberto 5. Kesotrons fo Simtony Paper on The Kole of #PA., i Philipmne Ports, Shippioe_and
Mavigation Under the New Intemational Law of the Sea. nsttute of International Legal Studdies, Universiry of
the Plulippues, Diliman, Quezon City: 1995,
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undertake such inspection. Monitoring and inspection of vessels to ensure the
presence of these pollution-control facilities have yet to be done by the agency.
They claim that there is no budget provided that would allow them to do field work
and conduct periodic inspections, The Congress mandated them to do so but no
budget was allocated. Unless appropriate funds are provided, the MARINA cannot
conduct inspection activities,

Recent events have shown that there is a problem in delineation of functions
and responsibilities between the MARINA and the PCG. E.O. 125-A authorizes the
MARINA to deputize the PCG to carry out its functions, However, it is not capable
of asserting its authority over the latter. Canflicting policias regarding the matter
have surfaced, but, at this point, the government does not have a clear solution 1o
the problem.

One af the issues raised is the lack of coordination of the PCG with the
MARINA's activities and functions. As can be gleaned from their functions, the
PCG was created to take charge of maritime safety, while the MARINA appears to
be in-charge of both the development of the maritime industry as well as
undertaking activities for maritime safety, This has caused confusion on which
agency is responsible for the activities in pursuit of the latter objective.

Although the MARINA claims it has the expertise in conducting maritime
salety activities, the PCG likewise affirms its technical capabilities on this matter.
According to an interview with Lt. Mejia of Port Safety Control of the PCG, the root
of tnis conflict is the fragmentation of the twa agencies where the PCC iz under the
Prilippine Nawv, while the MARINA is under the DOTC. This fragmentation of
maritime agencies caused the lack of coordination of their activities, overlapping
functions as well as neglect of conducting safety pracedures for maritime concerns,
I this regard, there was a multi-secioral movement which called for the creation of
the Department of Maritime Affairs which would absorb the functions of the
MARINA, PCC and PPA. This, however, will take time before it is realized. [n the
meantime, the clamor is made to remove the PCG from the Philippine Navy and be
transferred to the DOTC. Given the Administrative Code of 1987, an E.O. can be
issued by the Office of the President for such to take place. This, however, would
require Congressional action. There are three pending bills that contain this
provision, and it is up to the House of Representatives to take action on this.

Thizs conflict over turf between the MARINA and the PCG is carried over in
marine poliution issues. Because the function of inspecting vessels is not explicitly
stated as part of the MARINA’s mandate, both agencies use this as an excuse in
blaming each other for non-inspecion of sea vessels. According to the MARINA,
the 220 i 1ne one mandated w cam ous this function, patticularly in ensuring that
oil separaiors are present in the vessels. However, the PCC is claiming otherwise,
Furthermaore, the MARINA claims it has the technical expertise in conducting this
activity, although the PCG is provided with the budget therefor.



The recent spate of maritime accidents promoted the MARINA to conduct
periodic inspections to ensureQ safety of passenger vessels. This implies that they
have the budget to conduct such inspections. They could easily check the ships’
provisions for pollution control along with the conduct of safety inspections. This
would schve their budgetary preblems in carrving out the latter function,

Because of poor monitoring and inspection on the government’s part, the
private sector has expressed lack of willingness ta invest in oil separatars for their
vessels, They claim that because of present deregulated shipping rates provided
under EQ No. 213, whereby rates for 3rd class passengers™ as well as for cargo
vessels transporting basic commadities are still being regulated by the MARINA,
shipowners cannot afford to make investments in oil separators. However,
estimates have shown that investments in oil separators are very much affordable
and will not damage cash flow of shipping companies.

5. ISSUES OF THE PRIVATE SECTOR

Filipino Shipowners Association (FSA)

To get the view of shipowners on the shipping ndustry, an interview with
the F5A was conducted. The FSA is a group of Filipina shipowners engaged in
overseas shipping activities. The following were obtainec fram the interview.

In promoting the shipping industry, the zovernment provided financial
incentive for investors to avail of. Shipowners can be exempt from duties and taxes
for imports of sea vessels to be registered under the Philippine tlag, as provided for
in RA 7471 s. 1991 entitled *An Act to Promate the Development of Philippire
Overseas Shipping”. Spare parts for repair and overnaul of vessels are likewise
exempted from duties as long as these shzll be used in z Philippine dry-docking or
repair facility, or the vessel which will use the spare parts is located in a Philippine
port.

However, one prablem encountered by shipowners when purchasing
vessels abroad is the lack of credit sources in the Philippines that could be used for
the purchase. Local banks cannot provide the full amount of credit needed.
Shipowners have to resart lo foreign banks which require the vessels to register in
their home country. This would negate the tax-free incentive offered by the
gOVErnment.

With this, shipowners lobbied for the passage of the Shipping Mortgage Act
that would allow the vessels to register bath here and in the country of origin of the
foreign bank providing credit, Otherwise, shipowners would find it very expensive
to replace old vessels with newer models. This would necessarily impact on

™ Passenger-cartying domestic vessels are required to allecare at least 50% of their capacity w0 third class
aceammuedation. Otheranse, secend class accommaodaton shall e regulated,



environmental management because old vessels are more prone to cause pollution
due 1o lack of modern facilities for polivtion prevention and control as well as the
inefficient use of energy that causes environmental degradation,

With respect to investments in preventing maring pollution, the FSA claims
that all their members have imported ships equipped with oil separators and
equipment for proper waste disposal. Although the MARINA does not conduct
regular inspections of their vessels, they are cornfident that the FSA members are not
violating any environmental regulation and are willing 1o have their vessels
inspected regularly. Hence, they claim that pollution caused by the shipping
industry comes from the domestic shipping sector with outdated vessels that do no
possess the necessary equipment 1o control pollution,

Domestic Shipowners’ Association (DSA)

The DSA is an arganization composed o the largest domestic shipping lines
that ply the major routes in Luzon, Visavas anc Mindanao. It was formerly called
the Conierence of Inter-lsland Shipowners and Operators (CISO) and was re-
established in 1295 under its new name.

According to the interview with Joy Maitim of the DSA, their association has
never discussed environmental issues, although it is possible that individual
shipping lines might have their respective environmental pratection programs.
Their agenda is centered on the issue of ratez, As mentionad in the report an the
MARINA, passenger rates for firsl and second class accommadations were
deregulated. Howswver there ic & caveat that at least 50% of capacity should be
allotted for economy class. Because the economy rates are very low, shipping lines
can barely post & pasitive RO in 2 vear. Ms. Maitim claims tnat far the past ten
vears, they have been averaging Z-3% ROI. despite their ceiling of 12% as
mandated by law. Deregulating the Tirst anc seconc classes cannot make up for the
losses incurred from the ecanomy class, She turtner citas that informal studies have
chown cargo transport as subsidizing passenges transport, causing shipowners 1o
invest and expanc the cargo sactor. Because o this, the D3A has not considered
investments in pollution contro! equipment as & oriority issue for the association.

O.LACK OF INCENTIVES FOR INVESTMENTS IN THE ENVIRONMENT
INDUSTRY

As the Philippines pursue: & goal 1o nacome an NIC by the wvear 2000,
industrialization efforts are intensified, Along with this comes increased pollution
problems, nat just rom inaustny alone  but trom solid waste prablems brought
dUOUl DV OINCrEaser urbamniIaion. Al The moment, tne level o1 enviranmenial
mvestment in the country 18 rejativeiy ow, Tne IEMP interviewed the private sector
and the government why this i« so. The following reasons emerged:
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« Lack of compelling business reason to invest. This is because of poor
enforcement of environment-related laws and regulations in the country,
coupled with very low fines and penalties that cannot deter polluters. Thus,
companies would rather put their maonev elsewhere instead of investing in
pollution control equipment,

s Uncertain Economic Returns and Benefits. Traditional computation of
econamic returns from environmental investments resulted in wvery  low,
sometimes negative, rates of return, This is because the social aspect and the
long term benefits are not factored in, resulting in unwillingness of companies
to undertake such investments. Business, in general, is a conservative sector,
and unless the benefits from environmental investments are guantified,
companies would continually veer away from them.

o Shortage of Information. Latest technologies on environmental improvement,
particularly on pollution prevention schemes, are not commeon knowledge in
the business community, Neither is the potential of actually earning protits
therefrom. Because of these, companies do nol venture into these types of
investments,

o Llack of Capital. There are several causes of this. One, the low or negative
returns on environmental projects do not make them attractive far credil
institutions,  Second, a lot of small and medium companies lack
creditworthiness, hence financial institutions hesitate in previding them credit.
Finally, the lack of long-term credit market in the country prohibits
environmental investments. Only large companies that have internal sources of
capital are able to finance their own endeavars in this field,

P. CONSTRAINTS IN THE AVAILMENT OF FINANCING

Environmental programs are relativelv new in the developing world, including
the Philippines. Furthermore, not too many business oppartunities have been
identified with them, simply because of lack of information that profil can indeed be
generated from environmental management activities, Because of these reasons,
banks were not aggressive in providing credit. Likewise, the private sector has been
slow in picking up business opportunities in the environmental sector,

1. Bank Lending Criteria

Lending policies have prevented proponents to  seek  funding  for
environmental investments from banks. The “loan purpose” criteria does not allow
for stand-alone environmental investments, particularly projects that are neither
expansions of existing businesses nor new projects. In other words, projects that
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would decrease companies’ costs af operations, such as waste minimization, are
not encouraged.

Furthermare, some pollution prevention projects do not meet the minimum
size loan requirements of banks andfor the minimum or maximum company asset
size. There are loans designed for small companies, as well as those for bigger
companies. Accompanving the size requirements is the minimum amount that a
company can borrow for pollution control projects. There are some praponents that
do not meet the size requirement. And for those who do, some of them do not
meet the minimum loan requiremen.

There is also the problem of collateral security that some environmental
projects cannot provide, simply because there is no purchase of fixed assets, This is
especially true for stand-alone projects which are not part of an overall collateral
security package.

Some projects do not meet the required 15% internal rate of return banks
require. Some of these projects even have negative IRRs. Again, this raises the
question on how the IRR should be computed 1o include long term and social
benefits in the equation.

Finally, there is the problem of borrowers with no creditworthiness, hence
are deemed high risks for loans. This is especially true for LGUs with less
experience in dealing with banks to fund their projects.

2. Cost of Funds

This is related to the problem of low IRRs for environmental projects.
Because there are low returns, praponents have a difficult time mesting the interest
pavments. Some credit facilities have lower interest rates than the commercial
lending rate, This encaurages more investments in this sector, However, small and
medium-scale industries still complain of unaffordable environmental laans, simply
because their profit margin is nat enough to cover for interest payments for
investments with low or negative returns.

Although the government is implementing a new scheme to redefing the
EIRR for public investments, private sources of funding have not made any special
provisions regarding project appraisal/evaluation in the environmental sector. The
Financial Internal Rate of Return {FIRR! is not very flexible in this regard, because it
s based solely on balance sheet accounts expressed in monetary units and refers to
direct expenses and revenues, However, environmental investments are crucial
pecause Of ther unique Teature of aflecting more than the direct beneficiaries of a
project, Likewise, not all costs are tangible, and the difficulty of measuring such
variables has been a major concem of environmental economists for some time
now. Hence, cost-benefit analysis for environmental projects cannot be |imited to
halance sheet accounting.



3. Poor Track Record of the LGUs with Private Banks

One reason for lack of funding sources for | GLU programs is the hesitation of
private banks o lend credil o local governments Admittedly, pravinces, cities and
municipalities in the country are at varying stages of develapment. There is a wide
disparity in the income |evels of these areas, which are usually directlv correlated
with the capabilities of the local leaders. In turn, credivworthiness is greatly biased
towards richer local areas. Hence, these income differences are mare often than nat
exacerbated by the criteria that banks use,

Generally speaking, there are a number of weaknesses of the LGUs related
to incompetence in accessing funds for their programs:™

e absence of an annual revenue program;

e lack of efficient systems and procedures;

e reliance of provincial treasurers on voluntary compliance of taxpavers or on
the efforts of the municipal treasurers to conduct tax information campaigns
and collect provincial taxes;

« failure of LGUs to enforce pravisions of laws relating to tax compliance;

o dichotomy between assessment and collection of the lacal business tax; and

e complicated procedures on the payment of taxes, fees and charges.

T JSAID-LDAP, LGU Revenue Mobilization Oreceall Stady adamila May 1092,
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Il1l. Sectoral Perspectives on Sustainable Financing Mechanisms
for Marine Poliution Prevention and Management

A. NATIONAL GOVERNMENT INITIATIVES IN RESOLVING POLICY GAPS AND
CONFLICTS

The current set of environmental rules and regulations in the Philippines
leads one to believe that the country 1s not lacking in legislation an enviranmental
protection, However, environmental problems abound. The government has heen
criticized due to lack of political will and the necessary technical expertise in
carrying out these rules and regulations. The policy gaps and conflicts identified
earlier show that aside from problems of implementation, there are certain
stipulations in the law preventing the efficient conduct of environmental protection
and management. Equally important is the lack of provisions for sustainable sources
of financing for environmental protection activities. Implementing agencies thus
find it difficull to sustain environment-related programs. On the other hand, lack of
financial incentives and mechanisms discourages the private sector to get into such
endeavars. Given the government’s meager resources, enviranmental investments
and programs have to compete with social and economic programs. Mare often
than not, environmental programs are less prioritized because of the long-term
nature of their objectives, Hence, protection activities may be mandated by law,
but are not carried out due to lack of funds.

In answaer to tnis, the government came up with revised environmental laws
and renewed efforts in carrying out its environmental management functions.
Frumerated here are some of the more significant ones, especially those (hat have
greater impact an the environment,

1. REVISED PHILIPPINE ENVIRONMENTAL CODE

House Bill No. 4, known as the draft Philippine Environmental Cade, is the
government’s concrete answer to calls for sustainable development policies and
programs. The Code attempts to rationalize all environmental laws into a single
framework, taking into account such issues as sustainable financing mechanisms
and markel-based incentives. Most of the objectives of the Code are meant 1o
correct palicy conflicte and paps identified by [EMP®™ in their policy studies on
environmental rules anc regulations. In the recent State of the Nation Address of
the President,*' this bill was identified az one of four priority bills for the Congress
in 1996, This is definitely a concrele step towards integrating environmental
concerns In the government's economic development effarts.

B2 Industinal Environnental Management Project of the DENE,
B SONA delivered by Pres, TV, Ramos on 22 Julv 19296 at the opemng of the Philippue Congress.
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Following are the major provisions in the Code that attempt to counter the
criticisms of present environmental rules and regulations.

Market-Based Instruments (MBls} and Financial Incentives

One of the points raised was the lack of incentives as well as sustainable
financing mechanisms for the private sector in the promaotion of government
policies on the environment. The Cade mentions the inclusion of disincentives and
market-based instruments that would encourage promotion of “the role of private
judgment of industrial enterprise in shaping its regulalory profile within the acceptable
poundaries of public lealtl and envivenmental protection” as part of its objectives,

A National Framework Plan for Water Quality Management shall be
formulated whereby water is treated as an economic good and its regulation will be
done through economic or market-oriented instruments. In prescribing ambient
water quality and effluent standards, the Plan considers the following:

« Variation in water quality standards according to heneficial uses;
e Variation in conditions and land use along the water body or in specific areas
within a water body; and

e The technology and economics relating to water pollution prevention and
control,

Discharge Permits

The plan introduces the concept of discharge permits far pollution loading
from various sources to maintain ambient water quality standards and meeat water
quality improvement targets, The Permit to Discharge shall be issued by the DENR
to owners and operators of facilities that discharge regulated water pollutants, It
will specify the limits to quantity of pollutants discharged by the ownerf/operator in
a particular body of water,

Water Pollution Charge Svstemn

The permit will be issued together with a water pollution charge system to
be implemented by the DENR. The fee will be based on waste concentration ar
total waste load, or both, depending on the formula that the DENR will generate a
year after the Code is made effective. The charge system aims to:

¢ provide strong economic inducement for polluters to modify their production or
management processes in order to reduce the amount of water pollutants
generated or to invest in pollution control technolagy;

o cover the cost of administering water quality management or improvement
programs, including the cost of administering discharge permit and water
pollution charge system; and



» reflect damages caused by water pollution on the surrounding environment,
including rehabilitation cost.

The fees collected shall be kept by the DENR to cover for administrative and
program costs for water quality management and to fund environmental
improvement and water quality remediation activities,

A study done by Entec Europe Lid. on Toxic and Hazardous Wastes {THW)
provides a sound proposal in implementing water effluent charge system. The
timing issue of coming up with the charge system can be crucial in encouraging
firms to implement waste minimization schemes. If the charge system is announced
before it is implemented, the firms can immediately invest in waste treatment
facilities, or conduct PMAs and consequently come up with waste minimization
schemes. In shorl, the investment can easily be justified once the charge system is
made public, and if its implementation is imminent.”

Waste Management Financial Incentives

For waste management, financial incentives shall be provided by the DTI,
the DOF and the DOST “for registered businesses tnitiating operations i, but not
Inmited to reduction, recycling, waste exchange, deposit/refund system, composting and
other vesource conservation and recovery processes through:

 gholition of duties and taxes on capital equipment tmport;

e access to credit as established by law;

e fncome tax holidays; and

s such other incentioes ns s be delermined f"y ri‘gEHL‘f{.’.‘i concerned.”

Recvcling

Recycling shall be institutionalized in government programs., The DENR is
mandated to draw guidelines for proper waste collection, segregation, treatment,
storage, transport, separation, recovery and disposal practices and systems. An
Integrated National Waste Management Framework Plan (INWAMFP) shall contain
technigues on waste minimization, such as, but not limited to segregation,
recycling, reuse and resource recovery. For ease of collection, the DENR shall
formulate a labeling and coding system for the management of all types of waste,
GOCCs shall be encouraged to use items made fram recovered materials to <ot
examples to the private sector. The DENR shall formulate standards for acceprable
items having the highest recoverable materials and prescribe the implementing
procedures for promotion of recycled materials, At the local level, the LGUs
together with the DENR shall set up waste reduction, resource and recycling
centers in their respective municipalities and cities with the following

82 Entec Furope Ltd. Tome and Hazardous Waske Management Project, Metro 8amla: Januare 1996,




considerations:  local capabilities, economic viability and environmental
acceptability.

Financial Liahility

The Environmental Guarantee Fund (EGF) is part of the requirements in the
environmental management plan. It is one of the four annexes required in the new
EIA process. The EGF is meant to finance emergency responses, cleanup activities
or rehabilitation of areas that may be damaged during the project’s actual
implementaticn. Note that if the damages are clearly attributable to the project,
liability for damages continues even after the project is terminated.

Crther proposed financial liability instruments are trust funds, environmental
nsurance, surety bonds letters of credit and self<insurance, The choice of
guarantee instrument or combinations thereof shall depend on the assessment of
risks involved and the financial capability of the proponent. Should the proponent
chogse an instrument other than the Fund, it is required 1o furnish the DENR with
evidence of availment of such instruments.

Praper Pricing of Natural Resources

Another criticism of the ald enviranmental rules and regulations was the
lack of proper pricing scheme for natural resources due to the public nature of
these goods. Under the new Code, resource use efficiency, waste minimization,
recycling, recovery and conservation shall all be promoted through proper pricing
of natural resources. A natural resources accounting system shall be established and
integrated economic and environmental indices and indicators will be used Lo
measure actual wealth. Howaever, the Code does not contain a specific provision
for assigning the responsibility of pricing to a government agency. In this regard,
refinements of the Code are in order, specifically in the institutional aspect of
carrying the Code's provisions.

In connection with the improvement of the database on environmental
indicators, the DILG is mandated to furnish the DENR with an inventory of all
waste disposal facilities ar sites throughout the country within three months after
effectivity of the Code takes place. This will facilitate formulation of the proposed
INWMFP and the components thereof, i.e. the Solid Waste Management Plan and
the Hazardous VWaste Management Plan.

Environmental Impact Assessment (EIA) System

The Code aims to go beyond the role of the EIA system by institutionalizing
it as a tool tor enviranmental planning and as an avenue for public participation. It
incorporates the whale process outlined in the revised DAO 21, involving the
various steps af scoping, requiring either an EIA or |EE for projects that would
impact an the environment, the participatory process for NCGOs/POs/affected



communities, drafting of an environment management plan, and setting up of an
environmental guarantee fund and monitoring fund. Mareover, the technical
aspects of EIA would now include the socioeconomic impact of the project, as well
as survey of perceived impacts of the project on the local communities involved.,

Programmatic compliance under the EIA system shall be required for
“development consisiing of a series of similar projects, or a project subdivided into
several phases andfor stages situated in a contiguous avea or geograplically dispersed,”
as well as for “development consistmg of several components or a cluster of projects
collocated in an area such as an industrial eslate, an export processing zome, or a
development zone 1dentified in a local land wse plan.” Included in this is the assessment
of carrying capacity of the location determined from ecological profiles which
identify constraints and opportunities in programmaltic areas. Cumulative impacts
and risks shall likewise be taken into account. '

On the issue of planning, the DENR is supposed to formulate guidelines on
how to identify, assess and mitigate potential envirenmental impacts of national
policies that have bearing on the environment, using ElA tools and techniques.
Consequently, environmental concerns are systematically integrated into the
development planning process, and programs and projects that are used to
implement national policies will incorporate environmental safeguards during the
early stage.

The Code has several objectives that address public participation. These are:

e 1o implement an integrated and participatory management approach in the
exploitation, development and utilization of all natural resources areas;

e to protect the right of affected communities to prior informed consent as a
primary consideration in the approval or grant of clearance by the State to any
undertaking that has serious poential environmental disturbance or otherwise
effectively deprives the community of the use and enjoyment of a natural
resource base, especially when the lives and livelihood of a large segment of
the community are dependent on it;

e o promote public information and education and to encourage participation of
an informed and active public in environmental planning and monitoring; and

o 1o encourage the development and integration of indigenous knowledge and
skills of local communities in the preparation of the program to manage the
environment. Indigenous cultural practices shall be recognized and respected.

Some of the functions of the DENR in the Code pertain to increasing public

participation in environmental management and protection. In particular, the
agency is tasked to:

88



e encourage active participation and cooperation of NGOs, academic institutions
and other private groups in the implementation of the pollution prevention and
control program;

« accept assistance, whether financial or otherwise, from any public or private
organization: provided, that such assistance shall not result in conflict of
interest; and

e disseminate information and conduct educational awareness campaigns on the
effects of pellution on health and environment, waste management, and
resource censervation and recovery to encourage an environmentally action-
oriented society.

Furthermore, one of the duties of the Environment and Natural Resaurces
Office (ENRO} is to coordinate with ather government agencies and NGOs in the
implementation of measures to prevent and contrel pallution.

Mare importantly, the EIA incorporates public participatian in the early part
of the process. EIA reports are evaluated, not only on the basis of technical merits
of the reports, but also in terms of the use and timeliness aof public participation.
This is done at the scoping stage to allow interested parties to voice their concerns
and ensure that the study addresses alternatives and impacts, Information on the
project, including environmental impacts and alternatives, should be disseminated
in a manner and language the public understands. The DENR may require on-site
public hearings prior to the issuance of an ECC. Guidelines for the conduct of
public participation shall be formulated by the DENR a vear after the Code is
enacted.

Fees, Fines and Charges

Given the new schedule of fines to be imposed on violators of
environmental rules and regulations, the government intends to make violations
prohibitive for polluters thereby avoiding past situations of non-compliance with
environmental laws. MBIs and financial incentives are meant to encourage
procurement of pollution control equipment. Fines, on the other hand, affect
decisions on using the equipment. If fines cost more than operating anti-pollution
devices, potential polluters would naturally veer away from paying fines. The
Revised DAQO 21 has its own proposal, albeit lower than the maximum amounts
proposed in this Code. Following is the proposed fine structure:

e For operating without having an ECC - a fine of not more than PhP’l
million, n’uprf.r:d.:".r:g on the magnitude of the envirommenial Fisks;

e For actual or imminent exceedance of any pollution or environmenial
standards under this Code - a fine of not more than PhP100,000.00 for
every day of vielation.
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Related to the latter, the Environmental Adjudication Commission (FAC)
will prepare a rating system for maximum fine 10 be imposed, “based on the
violator’s ability to pay, the degree of willfulness, degree of negligence, history of non-
compliance and the degrec of recalcitrance.” They shall adjust the fines every three
years 10 account for inflation and to keep them at a level thal would deter potential
violatars from polluting.

The EAC is empowered to order the closure, suspension of development or
construction, or cessation of operations until such time that proper environmental
safeguards are established and:

1. the ECC has been issued, in case the fine was imposed for operating without an
ECC; or

it has been established to the satistaction of the DEMR that environmental
standards will henceforth be met as a result of such proper environmental
safeguards.

)

The DENR can impose a PhP50,000.00 fine for every violation of provisions
of the environmental management plan submitted 1o the DENR. This fine will be
adjusted every three years to account for inflation.

In case the complainant is proven to be malicious and the complaints are
baseless, hefshe can be fined an amount not over PhP100,000.00. If the
complainant is a corporation or partnership, the fine can reach a maximum of PhP1
million.

All fines collected from environmental violations shall be kept by the
government, and shall accrue to a common fund to be administered by the DENR
as a special account. It shall be used to finance undertaking of containment,
removal and cleanup operations of the government in case the pollutant fails 10
clean up the pollution causec by the project. This will be reimbursed from the
poliuter, togetner with other rehabilitation operations deemed necessary 1o remedy
the damage caused by the violator.

Gross violations are defined as;

¢ three or more violations of the same provision within a period of five vears;

e blatant disregard of orders of the EAC, such as breaking of seals or operating
despite the existence of an order for closure, discontinuance or cessation of
operation; and

e  knowingly and deliberatelv engaging in construction, development or operation
of anv project without securing an ECC.

B The LAC is a quasi-judicial body created under the Code. with o natonal and regonal structure, T shall
ave orizinal and exclusive jurisdiction to deade cases mvolving vielations of standards under the Code, as
well as cases undor Ra 8969 and other special bws on (e envieranment, pollution and waste manazemen
It is attached to the DENE anly for program and policy coordination.
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In cases of gross violations, the EAC can issue a resolution directing the
government ta file criminal charges against violatars, It shall assist the public
prosecutor in the litigation of the case.

Institutional Mechanisms in Implementing Environmental Regulations

There are a number of overlapping functions that the DENR has with other
government agencies, This is one of the reasons which caused inefficiencies and
delays in implementing environmental rules and regulations, as well as in imposing
penalties and punishments against violators. In order to avoid this, the Code
proposes that the DENR be the lead agency in implementing the Environmental
Code. Among its functions are:

e establish environmental quality standards after due conzultation with concerned
sectars;

s implement the ElA systern and evaluate EIA documents;

e prepare and implement comprehensive multiyear and annuzl plans for waste
management and abatement of existing pollution,

s exercise jurisdiction over all aspects of pallution, determine its location,
magnitude, extent, saverity, causes, effects and other pertinent information on
pollution, and take necessary measures or direct the proper party to take
measures using available methods and technologies to prevent and abate such
pollution;

» exercise supervision and control over all aspects of waste management and
promulgate guidelines for proper waste collection, segregation, treatment,
storage, lransport, separation, recovery and disposal practices and systems;

o establish a cooperative effort among the national government, LGUs, NCOs,
and private sector in order to recover valuable materials and energy from
wastes;

e regulate the treatment, storage, transportation and disposal of hazardous wastes;

o issue rules and regulations, guidelines or procedures, design criteria governing
the preparation of plans and specifications for pellution control devices and
waste disposal systems and the accreditation of consultants, contractars and
operators;

» call on any government agency, department, corporation, institution and other
instrumentalities for assistance in the form of personnel, facilities and other
resource when the need to discharge its functions arises; and

e encourage, participate in and conduct continuing studies, investigations,
researches and demonstrations on the effective means of controlling, preventing
and managing pollution including improvement in the implementation strategy,
technology or instrumentation; rationalize the basis of environmental quality
standards; on improved waste management and resource conservation
techniques; on maore effective organizational arrangement; and on indigenous
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and improved methods of collection, separation and recovery and recycling of
wastes and environmentally safe disposal ar non-recaverable residues.

The abovementioned puts the responsibility for all aspects of pollution and
environmental management on DENR. In arder to ensure that other government
agencies do not have overlapping functions, the Code calls for the repeal of other
laws that are inconsistent with the Code's provisions such as PDs 1152, 1586 and
984, and E.Q. 192. DAQO 21 has also been revised to be consistent with the Code.

Relative to LGUs, their respansibilities include:

o preparation of comprehensive land use plans enacted through zoning
ardinances which shall be the primary and dominant bases for future use of
land resources;

¢ enforcement of community-based forestry projects, pollution control law, small
scale mining law, mini-hydro electric projects, solid waste disposal system and
services or facilities related to general hygiene and sanitation in accordance
with the provisions of RA 7160; and

e formulation and enforcement of local environmental quality standards, provided
that said standards shall not exceed the maximum permissible standards set by
national laws and the DENR.

Hence, the DENR is still mandated to set environmental standards. The
LGUs may go below the standads, but they cannot exceed those set by the
national agency. The DENR may delegate the authority to administer environmental
management and regulation to the LGUs, including permit issuance, monitoring
and imposition of administrative penalties, as long as the DENR deems the LGU as
ready to undertake such tasks. The DENR shall continue its capability-building
program to ensure the readiness of the LGUs in promoting environmental
management and regulation.

Finally, to ensure consistency and efficiency in dealing with environmental
management, the Code calis for the formulation of a holistic national pragram, with
comprehensive plans for each sector to be administered by the DENR. This way,
environmental problems will be addressed in an exhaustive manner,

2. REVISED DAO 21

Objectives

The revised DAQO 21 aims 1o strengthen the Environmental Impact Statement
(EIS) System by streamlining the procedures involved in conducting EIA. It further
ensures that incorporation of environmental considerations are done at an early
stage,™ to avoid complaints of proponents that significant investments had already

& Tirafl Kevised DAO 21, 5 1936,
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been made when preparing feasibility studies, only 10 be rejected by the DENR due
to environmental considerations. Finally, the social acceptability aspect is now
addressed and fully integrated in the ElA process by involving the NGO/PO
community in the early stages and making them part of the manitoring team.™

Categories of Projects

There are a number of issues addressed by the revised arder, most of whicn
are based an policy conflicts and gaps identified in the second report. First and
foremast of these is the categorizing of projects according to their effects on the
environment, which in turn will determine the required documentation from the
praponent. There are three main categories:

e Category A: projects exempted fram the EIA process;

e Those that are unlikely to have any adverse environmental impact;
o Those that focus on environmental enhancement; and
¢ Proposed actions exempted by virtue of Presidential Proclamation.

e Category B: EIA is automatically required

e Because of their nature, scale andfor number of people potentially
affected: and

¢ Co-located projects (e.g. projects within an industrial estate) whose
proponent may opt to follow a “programmatic compliance” approach as
provided for under DAO 11 Series of 1994

e Category C: all other proposed projects not classified as Categories A or B for
which an initially limited environmental assessment, in the form of an initial
environmental examination (IEE), is the basis for determination of the need for
detailed assessment, either in the form of an EIA or, in case the significant
impact predicted is specific, in the form of a follow-on focused assessment tao
supplement the 1EE report,

Prior to the revised Order, the proponent could make initial
recommendations on whether to subject a project to a full-blown EIA or not.™
Naturally, EMB could reverse this decision. Nevertheless, the assessment report
would be prane to biases and false conclusions because the proponent himself
waould be preparing the document. It would be highly unlikely that the EMB would
be duplicating the efforts of all project proponents, hence would sometimes rely an
the reports of propanents, This process could lead to issuance of ECCs to projects
that can cause negative environmental impacts, albeit no mitigating measures

85 Draft Revised DAG 21,
86 Presidential Decree Mo, 1586, Article [11, Sechon 1.
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would be undertaken. This was corrected in the new DAO, it is the EMB thatl
determines what documentation shall be required of any project.

The detailed list of projects in each category is provided in Annex A of the
Order. This is an improvement over the old DAO, as the latter did not have an
accompanying list, The ECCs for IEE projects are issued by the DENR Regional
Offices, while those requiring an EIS are issued by the DENR Secretary or the
authorized representative. Meanwhile, for projects requiring an EIA, the EMB is in-
charge of those identified as environmentally critical, while DENR-RO are in-charge
of those located in environmentally critical areas.

This revised list aims 1o avoid confusion and arbitrariness in the
documentation required of the project propanent. It also addresses the issue of
non-issuance of ElAs for golf courses which have been proliferating all over the
country. These projects are not exempted from the process anvmore,

Screening

The procedure has also been revised. Before the DENR-RO determines
whether to require a full-blown EIA or not, a project profile is submitted 10 the
agency upon which a fee of PhP310 per profile is collected. Furthermore, the
profile requires the proponent to provide a land use map of the municipality to
ensure consistency with local government land use plans and zoning ordinances.
The DENR-RO can refer projects to the EMB 7 the former deems that the later is
more capable of categorizing the project.

If the project requires further processing, i.e. an IEE or an EIA is involved, an
additional processing fee equivalent 1o 0.1% o7 the total project cost is charged.

Scoping

A new step called scoping is introduced for projects requiring an EIA. The
proponent is obligated to specify a range of actions, alternatives and impacts that
the project may generate even before an ElA is conducted, This step requires that
the proponent consult with the DENR during the early stage of the project to ensure
integration of environmental concems in the design of the project.

Scoping provides a venue for potentially affected parties to voice their
cancerns to allow proponents to come up with alternatives if the project is socially
unacceptable. Before the proponen: can conduct an ElA an early agreement among
the proponent, the DENR and the community is achieved. Among the
cupplementary documents requirec are the minutes of ine meetings/consultations
held with potentially affected parties, the issues, impacts iwhether direct, indirect ar
cumulative) and alternatives for consideration and the workplan of the proponent
in conducting the EIA.
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Ensuring Public Participation and %ocial Acceptability

The wvoluntary nature of public hearings was reversed by requiring the
activity as part of the ElA technical documents. A survey among parties was
conducted to determine perceptions on the effects of the project. The results will
farm part of the socio-economic impact analysis. The survey should be statistically
significant, and should be properly mapped to ensure adequate representation. All
aspects of community life will be covered by the survey:

s social;

s economic;

s environment;

« legal;

« peace and order;

« population patterns;

« cultural compatibility; and
e housing/land use.

These consultations will be held once the EIA has commenced.

EIA Technical Aspects

The technical aspects of the ElA are composed of the following:

ElA database;

resource inventories;

ecological profiles;

carrying capacity assessments;
socio-economic survey results;
analytical/mathematical models used;
environmental risk assessments; and

« other technical details relevant to the project.

a & % & &4 =&

Note that the issue of the absence of scientific and technical aspects in the
old EIA system is now answered by the long list of technical requirements from
proponents in conducting an ElA. Whereas the old Order did not specify any
technical requirements and let the ElA Unit determine necessary steps in assessing,
the revised Order lists the minimum technical requirements that the EMB shall use
to assess the project’s environmental impact.

Environmental Management Plan {(EMP)

The EMP is another improvement of the revised EIS. Basically, the EMP deals
with the management of residual impacts of a project. It aims to enhance positive
impacts and alleviate negative impacts. It is an action that forces mechanisms to



ensure that all stipulations in the EIS are implemented by the proponent. s
components are:

e Mitigation Plan. This provides details of the activities aimed al eliminating,
reducing or controlling adverse environmental impacts of a proposed project by
modifying the design or using appropriate technology to reduce or treat wastes
ar other pallutants.

e Enhancement Plan. This contains proposed enhancement measures to increase
positive impacts, such as income and employment.

o Compensation Plan. This addresses residual, unavoidable impacts including
measures to replace and restore any damage to the environment,

¢ Contingency Plan. This aims to prevent occurrence of accidents based on sound
engineering, environmental and construction practices, routine maintenance,
safety precautions, training and organization of persannel.

» Moanitoring Plan, This monitors residual, mitigated and other impacts that may
not have been identified in the EIS to gauge effectiveness of mitigation,
compensation and contingency measures recommended by the proponent,

e Accountability and Compliance Reporting Plan. This identifies roles,
responsibilities, reports, permits and accountability of stakeholders in the
implementation of EMP,

Institutional Arrangement. This addresses human resources, organization, policy
and regulation issues of the project.

Environmental Guarantee Fund (EGF)

Funding for EMP activities will come from the proponent in the form of an
EGF. The EGF will be required of all projects that are likely to pose public risks.
Public risk in this case is defined as:

e Presence of chemicals listed in the Philippine Priority Chemicals List;

e Extraction of natural resources that require rehabilitation; and

« Presence of man-made pollution control structures that could endanger life and
property in case of failure.

The EGF will be used specitically for rehabilitation of environmentally
damaged areas due 1o the operation of the project, including abandonment.
Compensation of affected parties as well as community-based environment-related
projects will further be sourced from the EGF. Finally, contingency cleanup
activities will also be funded by the EGF. Nateworthy is the fact that pavment of
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actual damages is not limited to the amount of the EGF. A committee composed of
the EMB Directar/DENR Regional Executive Directar as chairman, the proponent as
vice-chairman, LGU, NGO/PO representative and a representalive from affected
community as members, will be responsible for handling the ECF.

Manitoring
A Multi-Partite Monitoring Team will be farmed, compaosed of the following:

LGU representative:;

NGO/PO representative;

academe;

DENR Regional Office;

» relevant government agencies; and

e sectors identified during the deliberation of the EIS.

o & @&

An MOA specifying members of the team shall be signed by the DENR, the
proponent and stakeholders. Notewarthy is the multi-sectoral character of the team,
particularly the inclusion of sectors ather than the government in the conduct of
monitoring activities.

The team will ensure that all aspects of the workplan of the proponent are
carried out.

Funding of activities will come from the propanent, ensuring a steady source
of funds for monitoring activities, The amount shall be determined by the Team

based on the activities outlined in the workplan.

Administrative Appeals

One criticism of the present process was the circuitous process that an
appeal goes through, whereby unnecessary steps are involved. To address the
issue, the revised Order states that a DENR issuance or denial may be appealed
directlv to the Office of the President within 30 days of the Secretary’s decision.
Moreover, it is the DENR Secretary who signs the issuance or denial, making it
more authoritative,

Components of the EIS

The whole document will thus be compaosed of the following:

1) Scoping documents;

2) Social acceptability, including complete documentation of all meetings/public
hearings conducted;

3) Technical/substantive aspects of ElA; and

41 Environment Management Plan.



Fines

In the revised order, fines are no longer less than the cost of installing
pollution control devices. Project proponents will thus be discouraged 1o keep
paving fines instead of complying with pollution control laws. The ability 10 pay
shall likewise be taken into account when the DENR prepares its guidelines on the
rating of fines, as opposed to the non-discriminatory feature of the previous
schedule of fines. A downward multiplier will be applied for fines based on the
degree of cooperation with the DENR, while upward multipliers will be applied,
depending on the severity of the violation, degree of willfulness, degree of
negligence and past compliance record.

Operating without an ECC

Frojects operating without an ECC and are classified as either
environmentally critical andfor located in an environmentally critical area are
required to submit an EMP within two months of notification. Violation of this
requirement will result in a fine of not more than PhP50,000.00. A schedule is
provided for violators under this category:

For projects with a capitalization of PhP1.0 M and abave, the maximum fine
shall be applied. For those between PhP300,000 and PhP1.0 M, the fine shall be
equal to 5% of its capitalization based on the length of the violation:

2 vears and less: 1%
2-3 years: 3%

3-4 years: 4%

over 4 vears: 5%

For those with capitalization below PhP300,000.00, the fine will not exceed
3% of the capitalization, based on the length of the violation:

e 2 vears and less: 1%
e 2-3 years: 2%

e over 3 years: 3%

Vioelation of ECC Conditions

Proponents of projects that violate ECC conditions will be required to
submit a written explanation of the violation within 15 days of notification. If,
within this period, the EMB Director or the RED deems the violation unjustified,
they can impase a fine of not more than PhP30,000.00 per violation of the ECC.
The proponent will have to settle all requirements within 15 days of natification.
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Further violations will result in cessation of nperation and revoking of ECC,
The suspension may be lifted only anter correcting all vielations and payment of
penalties,

For the first viclaticn, the same tines as that i aperating without an ECC
shall be appliec. For ﬁuhsequpm violations, an additional 30% shall be used.

3. NATIONAL LAND USE CODE

Environmental degradation has partly been the effect of growing contlicts in
land use, accompanied by increasing scarcity of land due to mismanagement.
These land use conflicts prompted the government to come up with a
comprehensive plan that would address these issues. In addition 1o this, the
proposed plan attempts to resolve turf issues among government entities and
delineate cach other's functions with respect to land use planning and program
implementation,

The pending National Land Use Act entitled “An Act Providing for a
National Land Use Policy and Planning Framework and the Implementing
Mechanism Thereol” is the government's answer to land use problems. It comains
principles and policies that spell out land utilization and allocation in the country.
Furthermare, it covers all lands, minerals and waters in the country, including air,
whether private or government-owned, and/or in possession of individuals,
communities cr groups of peaple.”

National Land Use Planning Framework

The Act shall provide guidelines for all levels of planning. It identifies
general land use classifications for planning, including criteria for determining land
utilization in each classification. The categories include:

» protection land use, i.e. NIPAS areas, areas outside NIPAS that require similar
rehabilitation and protection measures and hazard-prone areas;

o producticn land use, i.e. agricultural areas, coastal and marine zones,
production forests, mineral lands, industrial development areas and tourism
development areas;

e setilements development, i.e. residential, commercial, industrial, institutional,
tourism, utilities, waste disposal, recreational and fransportation networks; and

o infrastructure  development, i.e. power plamtsfstations and  associated
transmission line facilities, water supply systems, airports and airlanes, seaports
and waterways, fishports, farm-to-market roads, major roads, bridges and
railway trunklines, waste disposal facilities, educational/recreational and sports
facilities, health facilities, telecommunication stations, disaster mitigation
facilities and agricultural research and development farms and stations.

47 NEDA. Mational Land Use Act of the Philippines, Final Deaft, Pagee, Moo Mooela: 29 November 14995,
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A national system for land resource classification, delineation and allocation
shall provide the framework for local plans. There will be standard criteria,
procedures and mechanisms for assigning and/or changing land uses.

Institutional Mechanisms

In accordance with the Code, LGUs shall maintain principal responsibility in
determining appropriate land use and allocation within the area through their
physical framework and land use plans, The improvements introduced by the Act
are in the institutional mechanisms used in physical and land use planning. The
HLRE will be reconstituted to form the secretariat of the National Land Use
Commission which will have planning, regulatory and quasi-judicial functions,
The Commission will be directly under the Office of the President with the
Executive Secretary as its chairperson.

To ensure consistency and quality control among local plans, model zoning
ordinances on land use classification, physical planning, estate development and

zoning are provided.

Financial Mechanisms

A welcome innovation in the Act is the introduction of sustainable financial
mechanisms for the implementation of the government’s land use program. For
instance, agricultural land use conversion taxes will be imposed. The tax aims to
encourage certain land uses, as well as to translate land use conversion into
financial gains. The allocation of the proceeds from these taxes includes:

e for the Special Agrarian Reform Tax and
« for the Local Land Development Tax.

The Department of Agrarian Reform (DAR) is mandated to issue orders of
conversion prior to the issuance and approval of any permit for agricultural land
use changes.

Should the owner or developer of the converted land fail to complete its
development, penalties shall be imposed therean, as provided for by Section 139
of the Act.

Another mechanism is the establishment of special land development fund
from proceeds from local land development tax, The fund will be utilized for "land
use planning and zoning activities, operations of their respective waste disposal
systems and maintenance of local park and recreational facilities as determined by
the local sanggunian."™

Bt Thadd,
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Cities and municipalities may further levy and collect annual taxes on idle
lands waorth not more than 5% of the assessed value of the land as determined by
Section 218 of RA 7160. Corallary to this, the coverage of and exemption from the
imposition of idle land tax will be determined by provisions of Sections 237 and
238 of RA 7160,

Coastal and Marine Zones

The use of mangroves for preservation of selective production and wildlife
sanctuaries takes precedence over other uses. In particular, the Act specifies that
these areas cannot be converted to other uses (Article Twa, Sectian 7). Other
mangrove areas, when classified as such but are devoid of mangrove stands, shall
likewise be preserved. The DENR is mandated to undertake reforestation activities
therein within a period of 10 years. On the other hand, fishponds that are
inefficient are converted back as mangrove forests.

Other areas not classified as mangroves can be subjected to other uses such
as recreation and tourism, pravided that no environmental degradation shall occur.

Agencies mandated to promote policies on development of coastal and
marine zenes include the DA, the PCG, the DENR and LGUs concerned. The
policies include:

e assessment of policies on jurisdiction, administration and management of
remaining mangrove and inland resources;

e assessment of bic-ecological characteristics of mangrove and inland coastal
areas to identify appropriate rehabilitation and development schemes and
projects for better management;

= assessment of water quality in coastal areas affected by industry; and

» review of existing policies on international fishing agreements and practices and
the delineation of territorial fishing grounds amang nations,

Moreover, 90 days after the effectivity of the Act, the DA and the LGUs
concerned are mandated to develop an integrated system for coastal and marine
resources management. The system aims to integrate the fisheries, industries,
lourism, shipping, oil exploration and other economic activities on marine
resources.

Waste Disposal Sites

Each city or municipality is mandated to allocate land for waste disposal,
subject to the conduct of an ElA. This will necessitate the LGUs to have their
respective waste management programs. Should no site be identified, the LGU can
enter into an agreement with other cities and/or municipalities for establishing a
common waste disposal site. The DENR shall initiate corresponding guidelines and
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coordination activities. This ensures thal waste management programs are in line
with sectoral priorities of the national government.

Section 167 of Chapter 17 specifies alternative uses of government-owned
lands, which include the location for waste disposal systems and other priority
infrastructuresfutilities defined in Sections 30 and 54 of the Act,

4, GREENING THE EIRR: THE TOOL FOR PUBLIC INVESTMENT
PROGRAMMING

In line with the shift in economic development planning towards
incorparating sustainable development palicies, the NEDA has embarked on a
project that incorporates analysis of environmental costs and benefits into current
methadologies used for estimating economic and f{inancial rates of return as part of
project appraisal.™ The appraisal is the basis for investment decisions of the
Investment Coordinating Committee (1CC).*

The ICC ensures that only those projects proven to be financially,
economically and technically feasible are allocated with resources. It uses
economic, financial, technical, social and institutional standards in evaluating
project proposals. The evaluation results become the basis for the total project
configuration, pricing of products and/or services that come out of the investment,
and how the cost of investment shall be shared by the various implementing
agencies.

Presently, project evaluation 1akes into  account environmenlal
considerations through:

« checking environmental soundness ol proposed technologies;
e ensuring the preparation of E1S and/or the issuance of ECC; and

« identifying environmentally-related benefits and costs that have to be quantified
by the proponents and the Secretaria,

However, the present system does not reflect environmental concerns in the
pricing scheme of the project appraisal. There is no quantification of environmental
externalities through the figures reflecting economic benefits and costs. For
instance, adoption of “green technologies” is not reflected in the compuration of
economic benefits, Furthermore, project proponents do not usually comply with
PD Nos. 1151 and 1596, which require environmentally critical projects and those
located in enviranmentally critical areas to submit an EIS and project description 1o
the DENR-EMB. Even if they do submit an EIS, the document is used more as a

BUIEMSD, “Grosming the SRR Quezon Oity: 1396

™ The ICC 15 an iner-agency conumittee, cootdinared by the NEDA, which ensures that e tolal level of and
individual allocations to public investiment are consstent witlh macroccononuic targets. 1t also coordinates
with the Development Budge! Coordination Comnutter (DBCC) to ensure that only those projects with 100
approval are included in the proposed budge! vear’s “baselme budget™,
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regulatory tool, i.e. only in fulfillment of the requirement before a project can be
implemented. With the implementation of the EIRR praject, the envisioned role of
the EIS would be to serve as a planning tool, whereby it will guide project
proponents on how best to design their projects.”

The project aims to integrate environmental income accounting into the
computation of EIRR. Environmental externalities, which include direct and indirect
effects of a project on the enviranment, will be computed in a project’s appraisal,
based on methodologies adopted by international financing institutions and current
literature in resource economics. Furthermore, technigques in quantitative economic
comparison of alternative technologies on how best 1o pursue the project to make it
more environmentally sound shall be developed Data for the generation of
environmental costs and benefits will be gathered from official statistics and
national income accounts, from site surveys, from the EIS and from technical
specifications of the project. Workshops will be conducted within and by NEDA 1o
infroduce improved project appraisal system to  relevant agencies and
organizations, An appraisal manual will likewise be drafted by the agency to guide
project proponents, as well as project evaluators and analysts, i.e. the ICC, the
NEDA Secretariat and government implementing agencies. It shall contain new
project evaluation guidelines which incorporate valuation of environmental
impacts into the economic analysis of a project.

Thus, the final output of the project shall include:

e An ICC policy that articulates what environmental costs and benefits are to be
included in project cost-benefit analyses;

* Technigues on environmental costs and benefits valuation, that shall be
incarporated in the NEDA project appraisal course and handbook;

e Linkages with NSCB™ for generating the needed database for project planners
and analysts ;

 Linkages with other projects such as IEMP™, MEIP™ and ENRAP™;

o Assistance to ICC on appropriate cost recovery mechanisms and final pricing of
goods and services that will be generated by projects based on their impact on
the enviranment and accelerated depletion of natural resources;

s Assistance to ICC in developing a burden-sharing formula between the national
government and the LGUs for devolved activities with large environmental
externalities; and

o Capability building for a core group within the NEDA Secretariat that will
specialize in environmental cost and bernefit valuation techniques through
training, expert advise and information materials

MEMSD, “Greening the BIRR. "

! National Statistical Coordination Board

% Industrial Envirenmental Management Project

4 petropolitan Envirommental Iimprovement Projuect

9 Environmental and Natural Resources Accounting Project
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5. OTHER GOVERNMENT EFFORTS: INTERNAL POLICY CHANGES

There have been significant internal policies being promoted in certain
government agencies that are geared towards promoting environmental protection.
This reflects the increasing awareness within the bureaucracy of the need to
internalize environmental concerns in their basic mandate and functions, not just
adding these on to the list. In other words, qualitative changes have been attempted
by some agencies to integrate environmental concerns in their regular activities.

Department of Agriculture

The DA, for one, has programs that aim 1o harness appropriate cost-efficient
and environment-friendly strategies and technologies, which include:

¢ promotion of ecological approach to crop cultivation;

e assistance to LGUs in the prevention of environmental degradation; and
e restoration of productivity and ecological balance of island waters.

Department of Energy

The Department of Energy, on the other hand, created an environmental
unit in-charge of monitoring compliance of the energy sector with enviranmental
regulations, It is also developing an environmental database and ic currently
integrating environmental concerns in energy planning.

Environmental Management Bureau (EMB)

The EMB has developed strategies for integrating environmental concerns
into its planning and project implementation activities. |t provides technical
assistance to regional offices regarding environmental guality management,

Board of Investments (BOI)

On the provisian of financial incentives and disincentives, the BOI reguires
firms to import only brand-new equipment to help reduce energy and water
consumption and minimize pollution. It further requires an ECC before an
environmentally critical firm can operate commerciaily, Tax exemptions and
incentives are granted to firms which consider the environment their responsibiliry.
The establishment of an environmental unit has been approved. This will enhance
the capability of the BOI to address environmental concerns. Meanwhile the DOF
has provisions in the Omnibus Investments Code which state that companies using
anti-pollution devices may be given incentives.
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National Economic and Development Authority (NEDA)

Finally, NEDA is integrating environmental considerations in its various
activities, especially in the formulation of the Medium Term Philippine
Development Plan and the Long Term Development Plan, A separate Technical
Woarking Group on Environment and Natural Resaurces was recently formed to
integrate environmental concerns in the long-term plan. Various studies are being
undertaken to explore mechanisms and processes which will mainstream
environment into the agency’s mandate. With respect to project evaluation and
investment programming, it is currently conducting a study on how ta “green” EIRR
computation.

Efforts to upgrade land use planning include the formulation of terms aof
reference (TOR) for capacity building for sustainable land use planning. Six major
tasks are involved:

1. Preparation of the TOR for subcantracting the preparation of fand use plans for
LGUs. These TORs will specify the scope of services of the consultants, content
of the plan including types and scales of maps, etc. The package will also
pravide a model zoning ordinance at the provincial and municipal levels.

2. Directory and brief profile of consulting firms experienced in the preparation of
land use plans.

3. Preparation of guidebooks for sustainable land use planning and coastal areas
land use planning. These will provide the procedural and technical guidelines
in preparing integrated land use plans covering agriculture, forestry and coastal
areas within the context of sustainable development, A separate guidebook on
integrated coastal land use planning shall also be prepared separately by the
contractor,

4. Study on an incentive systemn for LGUs to prepare land use plans. This will
elaborate on possible schemes (e, increasing IRA allotment, facilitating
technical assistance from GOP and foreign funding institutions in industrial,
agricultural, forestry development, etc.) to encourage LCUs to invest time and
resources in the preparation of plans, Supplementing the incentive systems will
be existing command and control measures,

Ln

Brief study on the linkages and integration of forestry, coastal, provincial,
town/municipal land use plans. Linkages with other types of plans, e.g. the
Physical Framework Flan, Forestry Master Plan, Agricultural Development Plan
and other spatial plans will be taken into consideration,

Consultants act as resource persons for on-the-job training en sustainable
land use planning for LGUs. Cowverage will include the use and application of



puidebooks developed. Output of the training will include updated sustainable
land use plans of LGUS,

B. ENVIRONMENTAL INVESTMENTS

1. TYPES OF INVESTMENTS

Environmental considerations in the cauntry become more pronounced in the

1990s. This was wanslated into an incease in environmental investments. Currently,
both the public and private sectors are involved in a number of activities that fall into
any of the three categories:

1} Actual or proposed compliance—related investments, These refer to projects that

b=l

are undertaken to comply with regulations of the DENR/EMB, foreign owners,
foreign customers, external multilateral and bilateral donors and financial
institutions. Included are investments made to secure an ECC, i.e. those made in
the course of the EIA pracess, or 10 remove Cease & Desist Orders.

A significant number of these projects are for end-of-pipe treatment, e.g.
wastewater treatment facilities. Costs for such would cover engineering and
design, equipment procurement, civil works design and construction, laboratary
sel-up, operation and maintenance training and initial inventories of chemicals
and reagents. Operation and maintenance includes labor, utilities, laboratory
analysis and ongoing research and development and engineering support.

Pollution prevention investments, The Pollution Management Appraisals (PMAs)
conducted by [EMP would fall under this category. The PMAs aim to identify
wavs of reducing pellution at its source. Some of the recommendations made by
the [EMP PaviAs include:

s various waste minimization options:

e low costino cost housekeeping and maintenance items:

e improved monitoring and collection of baseline data;

¢ emplovee incentive and training programs:

s sale or use of manure as teed andfor fertilizers;

e water conservalion;

«  material substitution;

e improved material reuse and recovery:

« improvements to existing wastewater treatment facilities;
» use of treated wastewater for irrigation;

e cteam heat recovery for boilers, drving or process water:
e insiallation or incinerators at rarms; anc

« installatior and operation of biogas digesters at farms.
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Other types of investments in various stages of consideration. Examples of these
would be:

o major process changes requiring large capital investments;

« new venture for hazardous waste collection transpaort and disposal;

« BOT or BOO schemes for common wastewaler realment facilities;

» BOT or BOO schemes for landfills;

e waste-to-energy projects;

s delivery of enviranmental consulting services;

» project development and financial packaging services for epvironmental

investments; and

« privately-owned environmental investment funds.

BORROWING NEEDS

In order to pursue the above, project implementors will require financing for

the following:

L%}

Warking Capital Loans and Lines of Credit. This covers most of the non-asset or
“soft” costs involved in environmental investments, i.e. EIA preparation,
environmental management programs, feasibility studies, low cost/no cost
impravements and increased management and labor requirements associated
with training and increases in staff, Most of these cannot be financed on a stand-
alone basis because they do not offer any specific collateral security,

Equipment Loans or Leases. This would apply to air pollution control devices,
water and air monitoring equipment, those related 10 wastewater treatment such
as aerators and mechanical sludge handling equipment,

Construction Loans. A significant portion of wastewater treatment investments,
such as construction expenditures 1or site development and civil worlks, fall
under this category.

Mortgage Loans. This would apply if land were included in the investment,
which can be pledged as collateral. This can be manipulated to serve as an
incentive for firms to locate outside of Metra Manila and other highly populated
areas.

Foreign-Currency Loans and Export Credit Loans. This is sometimes necessary
for imported equipment, such as air pollution contral devices, heat exchangers
and heat recovery equipment and incineration equipment,

Project Loans. This refers 1o funds borrowed directly or indirectly from donor
agencies, or from providers of non-recourse project financing. Funding for BOT
or BOO projects for combined wastewater treatment facilities usually fall under



this category. In these cases, all of the project’s costs, including soft ones, are
part of the financial package.

3. SOURCES OF FINANCING

To meet these borrowing needs, a number of sources have been identified in
the [EMP study on funding sources for environmental investments, These are:

1. Internally Generated Funds from Companies

Presently, most environmental investments come from corporate funds, This
is due to the lack of incentives for bank borrowing, given that most small and
medium scale industries enjoy a mere 10-15% profit rate, while bank rates are

usually in the higher range. Incentives can thus be provided for increasing
corporate funds for environmental purposes.

2. Development Bank Wholesale Lending Programs

Development Bank of the Philippines

The Development Bank of the Pnilippines (DBP) is a government-owned
bank that deals with wholesale and retail financing. Last 29 March 1996, the bank
signed a loan agreement with OECF providing for a ¥5,158 million facility to he
relent 1o the private sector for pollution abatement and environment protection
projects. The program for the facility is named “The OECF FEnvironmental
Infrastructure Support Credit Program (EISCP)."

The objectives of EISCP are:

1. to promote the protection and the enhancement of the quality of the
environment; and
to mobilize, encourage and support activities and investments in environment-
friendly projects.

| ]

The fund has two components: Y5,000 mil or PhP1.25 billion tor relending,
and Y158 million or PRP40 million for technical assistance. The loans will be relent
in pesos and the repavment term is 3 to 15 years with a grace period of 5 years.
The interest rate is fixed at 11% per annum, to be reviewed by DBP and OECF on
March 21 and September 30 of each year. In the event that the rates change, these
shall apply to new loans, Filipino citizens or corporations organized under the laws
of the Philippines, at least 70% or whose capital is Filipinc-owned, are eligible o
avail of the loan.

The fund can be used for four basic types of pollution control projects:

« pollution treatment;

108



pallution minimization/clean technology;
toxic and hazardous waste management; and
solid waste management,

In particular, the following projects are considered eligible for financing;

installation of facilities and services for pollution control and abatement;
installation of facilities and services for wastewater treatment, waste
minimization and toxic and hazardous substance treatment and management;
installation of equipment and services for production process improvement to
reduce waste generation and increase resource recovery:

installation of facilities and services 1o reduce, recover andfor recycle waste
during manufacturing or preduction activities;

resettlement of facilities, consulting services and olher operating cosls necassary
for the effective implementation of environmental projects;

procurement of instruments to monitor level of emissions/effluents; and
installation of common treatment facilities for groups of industries located in the
same area with similar wastes.

The following industries are considered of primary importance for pollution

abatement projects:

food processing;

piggery;

beverage production;

dye and textile preduction; and
chemical and petrochemical industries.

For waste minimization and pollution contrel facilities, the following

industries will be prioritized:

cement plants;

automotive manufacturing;
battery manufacturing;
building supplies;
commercial laundries;
electranics;
slaughterhouses, fish, fruit and vegetable canning, milk and dairy products,
vegetable and animal oils;
metal finishing;

paints and solvents;
pharmaceuticals;

pulp and paper;

tanneries; and
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»  hospitals and clinics.

The technical assistance component is geared towards improving the
capability of DBP in evaluating environmental projects.

The fund is expected to be available by late 1996. According 10 DBP
officials, they will aim for a maximum of one manth of processing upon

completion of requirements of the proponent before the loan is released,

Land Bank of the Philippines

LBP is the other government financial institution involved in whelesale and
retail lending for development programs and projects in the country. It was initially
intended to support land redistribution efiorts of the government through the
Agrarian Reform Program in 1963, Since then, it has evolved into a full scale
government financial institution involved in various sectoral programs in the
countryside. Just recently, it has set up an environmental unit (EU} t1asked to
evaluate the environmental component of all proposals submitted to the bank. The
EU sees its role as facilitator, i.e. it assists the proponents in ensuring that the
proposals are in compliance with environmental laws and regulations, Specifically,
the EU is tasked to:

« review the project description of each sub-project to determine environmental
effects;

v assist in reviewing or preparing an ElA, the cost of preparing the EIA 10 be
shouldered by the sub-borrower;

o |igise with the DENR-EMB to accelerate the processing of afficial environmental
clearance and permits; and

»  maintain a list of qualified environmental consultants to assist in complying with
the reguirements of the CLF and ather special financing pragrams.

Regarding the last point, the LBF eventually hopes to come up with a list of
accredited consultants/experts by both the LBF and the WB, This list will be made
available to all interested parties, the abjective of which is to facilitate the
preparation of an El4 and EIS for project proposals in both wholesale and retail
lending,.

At this point, the EU is concenrating on wholesale lending activities. [t
needs lo increase itt manpower 10 cover all lending activities and funds of the
bank, Part of its efforts towards this end is to conduct training sessions for bank
personnel on the role of the EU and consequently integrating the unit into the
whaole credit evaluation process. This is in ling with the MOA dated 26 June 1992
mandating all government financial institutions o integrate environmental concerns
in the credit process. In particular, it specifies that DBP and LBP should set up
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Environmental Units “whose responsibility is to pre-screen, check consistency and
completeness of documentation requirements and pre-evaluate PDs prior to endorsement
to EMB.” The objective of this is to create mini-DENRs in each of these institutions,
thereby devolving the task of ensuring that proposals are consistent with
environmental protection regulations and programs.

A concrete step towards this direction is the MOA between the bank and the
DENR. The MOA allows the bank to issue a loan for backyard and small scale
industries that are granted exemption certificates from undergoing the EIS process.
The DENR has a list of projects that are given such exemptions. If the bank sees that
the proponent is part of that list, then it can issue the loan at once without having
to wait for the DENR regional office to issue the exemption certificate. This is still
under negotiation, though. Nevertheless, it is a positive step towards facilitating the
credit process without compromising environmental concerns.

One of the major funds handled by the bank is the Countryside Loan Fund
(CLF) ll, a fund from the International Bank for Reconstruction and Development
(IBRD)}-World Bank. The CLF is a credit facility for participating financial institutions
(PFls) and the LBP serves as a window for these PFls.

Projects eligible for funding include any environmental protection project,
such as wastewater treatment facilities, bio-gas facility, etc. Other eligible projects
include:

e any agriculture-related productive activity, e.g. aquaculture;

e any food or agro-processing activity, e.g. canning;

¢ any countryside-based manufacturing activity that generates employment/export,
e.g. garments;

e any service-oriented project that supports economic activity in the countryside,
e.g. transportation;

e any countryside-based tourism-related project, e.g. hotels; and

e any countryside property development project, e.g. industrial estate
development.

The following are eligible PFls:

s commercial banks/unibanks;



The fund can be used for both incremental working capital and fixed asset
investments to construct new productive facilities or expand existing ones for
incremental capacity to be generated, or reinvested in exisling enterprises. It cannot
be used for land acquisition.™

3. Commercial Banks

Private commercial banks have not been very much involved in
environmental investments except to assist barrowers in obtaining ECCs for loans
that need to meet DBP enviranmental reguirements.” There were no constraints in
increasing banking participation except far the perception of risk associated with
these kinds of projects,

4. Private Project Financing

This may become available for large projects, such as energy projects, BOTs
for infrastructure and large industrial borrowers, most often from foreign sources.
Lenders would include the IFC or the Privale Sector Lending Group of the ADB,
Such projects would need to demonstrate acceptable ownership, management,
technical and market issues and contractual relationships in addition to financial
feasibility. Loans less than US$5 million may not make sense for private project
financing.

5. Investment and Venture Financing

Several wventure capitalists and investment bankers have expressed
willingness to invest in environmental businesses if they see the potential for high
and fast returns.”® IEMP interviewed a number of investment bankers and they
mentioned Lhat they were considering a few environmental investments, One group
specified infrastructure as a high growth area, including BOT projects for water and
wastewater treatment. Others are considering setting up investment funds far
environmental or “clean” investments,”

6. Government Budget AlfocationsiMuitifateral Donor Direct Investment Loans

The LGUs are now in-charge of providing municipal infrastructure,
including those for waste management and ports development. In this regard,
budgetary allocations are expected to reflect programs that would focus on
environmental infrastructure. Moreover, provisions in the LGC now allow the LGUs
to dea!l directly with multilateral insitutions provided the amount being negotiated
does not exceed PhP300 million, as these projects would have 1o go through the
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NEDA Investment Coordinating Commitiee process (the process used for national
povernment agency programs),

7. Penalties, Fines, User and Eftfuent Charges

Penalties and fines have not been major sources of funding for
environmental investments because of the small amounts involved, The draft
Ernvironmental Code aims to corréct thic by introducing a schedule of fines that
approximate marginal cost for the private sector to invest in pollution abatement
equipment, as well as accounting for infiationary tendencies in the economy.
Effluent charges are likewise introduced in the Code, the guidelines for the
implementation of which shall be drafted by the DENR a year after the Code takes
effect.

8. Multifateral and Bilateral Donor Grants

The USAID, WEB and QECF have rundec major environmental improvement
projects in the Philippines. The ADB i also heavily involved in providing funds for
environmental investments. Some detail: on two foreign donor agencies that focus

on environmenial investments are provided balow:

United States - Asia Enviranmental Partnersnip

The LUS-AEP i a USAID-led organization founded in 1992 to assist the
Asia/Pacific region in addressing envircnmental degradation and sustainable
development issues through mobilizing US environmental experience, technology
and practice. Corollary to this, it provides services such as providing market
information, marketing advice ano financial assistance for US firms to penetrate the
Asian market to provide environmeniz products and technologies, e, creating
more jobs in the US labor market. Various US government departments and
agencies are involved therein, as wel' a: businesses and NGOs that work with 35
nations and territories in Asia and the Pacific. It is initially intended to provide
assistance for ten vears from its formation.

The rapid economic growth n East Asia (save one or two exceptions)
became a growth model propagated worldwide, However, there are ceriain
questions an the sustainabiline o7 the growtn model primarily on the effects of rapid
industrialization on the enviranment, These were lessons learned from experiences
of the first warld countries which were able to enjov the fruits of economic growth
without having to worry about emvironmenial issues then because the developing
world still has very vast and rick natural resources, But because Asia, which makes
up more than 50% of the world's population. is becoming developed, these natural
resources are fast dwindling and environmental degradation in the area has become
& worldwide concern.
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On the other hand, the US has constantly been a leader in technological
development. Environmental management has been considered as one of its areas
of expertise. In this regard, the US government, through the USAID, saw the
apportunity of coming up with a new model of cooperative development in Asia,
ane that makes use of the growing demand for environment-friendly technologies,
l.e. Asia, and the relatively abundant supply of such technologies, i.e. the US.

Current Thrusts of the Program
Its specific objectives are:

e stemming the loss of biodiversity in Asia;

e preventing and controlling industrial pallution;

e assisting in the creation of urban environmental infrastructure;
« improving energy efficiency; and

e employing renewable energy technolagies.

The three major components of the arganization are the follawing: Clean
Technology and Environmental Management (CTEM); Environmental Infrastructure
in Urban Areas (FIU}; and a Framework of Policies, Constituencies, and Public
Awareness for sustaining clean production. Interwoven among these three
components is the Environmental Exchange Program (EEP).

CTEM

CTEM is the core strategy of US-AEP, It aims to improve operating efficiency
and environmental performance by concentrating on three spheres: incentives to
persuade companies to refline practices; capacity of husinesses 1o respond 1o
inducements; and the transfer of technology that takes advantage of incentives and
capacities within a given business sector or country.' In expanding incentives, it
develops and disseminates public policy by bringing together key plavers and
experts to provide technical assistance to address specific problems. Te increase
capacity, it develops partnerships between Asian and American organizations,
particularly those that are in the same industry, including the academe, government
and NGOQOs, In transferring technology, it has three information centers in Asia, one
of which is in the Philippines. It also has technical experts stationed all over Asia
and it provides incentive grants administered by the National Association of State
Development Agencies INASDA) and the Council of State Governments (C5G).

£

It is estimated that more than LIS$T willion will be needed 1o finance the
urban infrastructure demands of Asian cities in the next ten years. To be able 1o
position themselves well into the Asian urban infrastructure market, US-AEP has
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maintained its presence in key cities in Asia. It has a Commercial/Environmental
Specialist based in ADB which allowed US technology consultants to avail of
US53.2 million in providing technical assistance and planning. It further has
infrastructure representatives in Thailand and Indonesia that render expertise in
creating proper investment climate for water supply, wastewater, solid waste and
hazardous waste projects at the municipal level. It also sponsored warkshops on
privatization for municipal officials through the Institute for Public-Private
Partnerships and the Center for Financial Engineering in Development. Engineers in
the US and all owver Asia held various workshops which facused on urban
infrastructure in Asia, as well as on financial mechanisms to support these projects.

FRAMEWORK OF POLICIES, CONSTITUENCIES AND PUBLIC AWARENESS

The agency focuses its efforts on specific conditions of the country where
they operate. The assistance provided depends on issues that hamper the furthering
of environmental programs in the country. It thus tries to ensure that the necessary
institutional support for its infrastructure programs will be there. Some of these
interventions include sponsoring short term technical assistance and training in the
US, exposure trips for Asian journalists or NGO leaders in the US and meetings
between American experts and industrial trade assaciations or finance ministers.

EEP

This component is managed by the Institute for International Education (IIE;
which is a large nonprofit educational and cultural exchange organization in the
US. It provides Asian professionals and relevant organizations and businesses to
address their most pressing environmental problems. There are three kinds of
exchanges involved:

Environmental Business Fxchange. Asian participants identify sources of US
technology, observe key facilities and technologies first-hand and evaluate their
suitability for Asian applications, American participants may also travel to Asia to
evaluate the scope of environmental problems and suggest solutions that may draw
upon US saurces for appropriate technelogies and practices,

Environmental Technical Exchange. Asian leaders are provided with short term
technical experiences on a variety of topics, e.g. incineration of hazardous and
industrial waste, solid waste management, etc.

Environmental Fellowships. These provide Asian and US professionals with
practical work experiences for exchanging information and expanding their
understanding of environmental issues and wvarious approaches to solving
problems. They may be placed in businesses, NGOs or government agencies.



Asian Development Bank™

The ADB has committed itself to prameting environmentally sustainable
economic development within its developing member countries (DMCs), Along
with social concerns, environmental issues rank as one of lhe two mest important
priorities of the bank. Under its Medium Term Strategic Framework for 1994-1996,
there is an almost equal amount allocated between projects with economic growth
goals and those with social/environmental objectives. Its Office of the Environment
(OENV) ensures that environmental considerations are appropriately integrated and
monitored in each stage of the project cycle in the bank's various technical
assistance and loan operations. The functions of the OENY include:

Environment review of profects and programs. The bank uses its own EIA and IEE
process to assess the impact of a project on the environment. On this basis, it
determines whether a project is feasible for ADB funding or not, In additian, it
requires the use of Environmental Loan Covenants (ELCs) which require borrowers,
execuling agencies and guarantors to  incorporate  certain  environmental
commitments during project implementatian, Sometimes, even upon approval, a
project is still subjected to Conditions to Loan Disbursements (CLDs), whereby
releases of loan tranches are conditional upon meeting the requirements specified
therein. Failure to meet the reguirements will result in withhaolding of funds.

Promoting environmental lending and designing profects and programs with
environmental objectives. ADB plans to continually increase the number of
technical assistance grants and environmental lending in the environmental sectlors
of its DMCs.

Country operations work. The extent of involvement of ADB in the environmental
sector of its DMCs depends largely on the environmental agenda of the countries
themselves. Hence, the strategies of the bank vary for each country, Experience has
shown that DMCs have not put environmental issues on top of their priorities.
Nevertheless, it attempts 1o influence the prioritization scheme of governments by
conducting capability-building activities in the environmental sector,

Moabilizing financial resources for emvirenmental programs. Given the growing
scarcity of ODA funds for developing countries, co-financing arrangements are
being undertaken by ADB together with other financing institutions. A major
criteria used in choosing environmental programs is the track record of the country
with respect to repayment, as well as its reputation for efficiency.

Building environmental fnstitutional capacity in DMCs, The poor management of
resources in DMCs is usually attributed to poor capacity, Poor capacity, in turn,
brought about by scarcity of funds. The problem is perpetrated by the fact that poor

i
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management of resources also exacerbates the problem of scarce funds. Hence, the
solution that ADB sees involves human resource development, particularly the
upgrading of capabilities in project implementation. Currently, the bank has owver
160 institutianal strengthening projects and over 50 regional technical assistance
projects for building environmental management capabilities. The bank recognizes
the importance of involving NCQs in all aspects of the project and has increasingly
enlisted NGOs in the assessment of people’s needs, demands and absorptive
capacity. ADB  has further provided technical assistance in strengthening
international institutions such as the ASEAN Environment Program, the Interagency
Committee on Environment and Development and the South Pacific Regional
Environment Programme. The bank has translated the Rio declaration into an action
plan that it intends to pursue in the medium term. It identifies priority areas for
assistance and specifies the type of assistance that will be provided,

9. Innovative Financial Mechanisms

Other sources would be innovative schemes such as the debt-for-nature
swap. The US government has applied this scheme in the Philippines through the
set-up of the Foundation for the Philippine Environment (FPE). Initially, FPE funding
was meant only for biodiversity conservation projects, Those that deal with
pollution were not eligible for funding under this scheme. However, because the
organization subscribes to the theory that poverty alleviation is the solution to
major economic and environmental problems, it has decided to expand its
coverage to include alternative livelihood projects. It believes that only when
poverty is addressed can conservation programs became sustainable. Hence, the
arganization has approved funding for certain solid waste management programs
being implemented an a small-scale basis, which include alternative livelihood
components.

4. LGU SOURCES OF FINANCING

Taxation

Betore decentralization was put into law in 1991, a major constraint in the
implementation of LGU programs was revenue mobilization. According to the
study by the Center for Research and Caommunication (CRC) on policy analysis
relating to local governments:

“Local govermment finance ts fughly centralized not only i terms
of taxing authorty and expenditure responsbnlity; centralization extends
to day-to-day influence by (the) national govermment on fiscal decisions
amd administrative procedures. Local tax rates or ranges of levy and
valuntion schedules are governed by national laws, riles and policy
decisions. The Local Tax Code (PD 231, the Real Praperty Tax Code (PD
464), and the Decree on Local Fiscal Admnistration (PD 477) have
predetermined the nature, scope, and lmts of local fiscal policy and

17z



admunistration. Central govermment pronouncements have m fact pre-
empted the use of local funds,

About 40% of general fund revennes are pre-empled by stafutory
requirenients such as He statutory reserve, eleciion reserve, in frastructire
fund transfer, aid to hospitals and integrated national police, med fronsfers
to the barangay development fund. Moreover, 20% of the BIR allotment to
the General Fund is earmarked for programs mandated by the national
government per PD 144 Under Section 6 of PD 144, local governntents
are veguired to allocate no less than 20% of their annual infernal revenue
allotment to development projects,” %2

The passage of the LGC of 1991 has granted extra taxing powers ta LGLUs,
While it retains most of the common limitations prescribed by the Local Tax Code
(PD 231), some of these have been lifted, such as:

¢ levies an the income of banks and other financial institutions;

s restrictions on wharfage fees and charges to rates not exceeding the Tariff and
Customs code on wharves constructed and maintained by local governments;

e laxes on the business of persons engaged in the printing and publication of any
newspaper, magazine, review or bulletin published regularly and having fixed
prices Tor subscription and sale; and

e taxes on the registration and issuance of licenses or permits and for driving of
tricveles.

On the other hand, the specific taxing powers of LGUs include:
Prowvinces

e tax on transier of real property ownership;

« tax on business of printing and publications;

« sand and gravel fee:

s professional tax;

+ amusement tax;

» fees for sealing and licensing of weights and measures;
v tax on peddlers; and

.

annual fixed taxed for delivery trucks or vans of manufacturers or producers of
certain products.

Aunicipalicres

s gross receipts business tax:

w0 MEDA, Technical Cooperation for tie Managemend of Change: The Case of the DAY and s Siriesic
Contributions o Meamingiul Decentrahzaton in the Fhilippines. Pasigr hawe 1295
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= regulatory fees and charges; and
o fishery rentals, fees and charges.

Cities

Cities can impose taxes, fees and charges allowed for both provinces and
municipalities at rates not mare than 50% of what they can impose, except for
prafessional and amusement taxes,

Barangavs

e taxes on stores or retailers with gross sales or receipts not exceeding
PhP30,000.00 in cities or PhP20,000.00 in municipalities, at a rate not
exceeding 1% of gross sales or receipts;

e service fees or charges;

e barangay clearance; and

o other fees and charges, i.e. on gamecocks, breeding cocks and cockpits; on
places of recreation charging admission fees; and on hillboards, signboards,
nean signs and similar forms of cutdoor advertisements.

Relative to this, there are certain implications of the fiscal and taxation
policies enumerated in the Code. Although these are not directly connected with
environmental  investments, they nevertheless affect LGU  decisions on
environmental programs because taxes are the biggest source of revenues for all
LGU projects. Az noted by studies conducted on IRA, the increase therein does not
adequately compensate for the added expenditures associated with the devolved
functions. If the Code were fully implemented, the IRA would only account for a
51% increase. Expectations during the drafting of the Code was that the IRA would
increase by as much as 300%. Furthermore, vields from property taxes would ernde
if basic rates are not updated, if no additional taxes for the SEF are levied and if
LGUs do not adjust real property values using fair market values. Finally, LGUs can
maximize their revenue potentials if the maximum allowable tax rates an local
business tax and other local taxes, charges and fees are imposed. The biggest
difference, though, lies in the rescheduling of real property taxes.

Other Sources

Revenue sources for LGUs other than taxes are available. User charges such
as public utility charges and toll fees could be imposed through their legislative
councils, including the prerogative to determine the rates, A major requirement of
this, though, is that institutional reforms such as setting up of separate public
enterprise units accompanied by skills impraovement, should be established,

An additional source of financing for LCUs is provided by E.O. 72. It allows

LGUs to collect fees and other charges previously collected by HLRB for the
issuance of locational clearances. This could serve as a sustainable source of funds
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which could be used for local projects that would otherwise be difficult to finance,
This, however, is true only to the extent that the LGU may issue |ocational
clearances. Otherwise, the agency issuing the clearance gets to collect the fees and
charges correspondingly. At the moment, HLRB has issued guidelines on the
devolution of this activity. It has come up with a protracted schedule, whereby
LGU capabilities in land use planning have to be ensured before locational
clearances are left to their discretion.

Handbooks on Revenue Mohilization

A study conducted by the USAID-Local Development Assistance Project an
LGU Revenue Mobilization concludes the following:

o With reference to Sections 297 and 299 of the LGC, both provisions open
immediate opportunities for borrowing actions by LGUs with particular
reference 1o obtaining financing for revenue-generating projects.

« Equally, they open opportunities for private banks, investment houses and
government-financed banks or programs to explore the borrowing needs of
LGUs with particular reference 1o support far revenue-generating projects.

« Training, information exchange and further special development activities are
needed in order to vigorously implement sections 297 and 299 by all entities,

The study emphasizes that training and information dissemination should
play a major role in order to address the problem of revenue mobilization. One of
the outputs of the study is a set of handbooks and manuals on revenue
mobilization that LCUs can use as reference materials. The LGA is tasked to
coordinate training activities,

Each handbook contains suggested policies and strategies for promoting
efficiency and cooperation in undertaking credit financing activities, and more
importantly, increasing the number of panticipants from both sides. The most
conservative estimates show that there is a projected PhP4 billion demand for this
Randbook among LCUs. This should serve as a huge incentive for the private sector
to get involved.

The handbook for LGUs include:

o sugpested general principles for LGUs, including the necessary steps for loan
applications and in using securities;

« relevant provisions in the Cade;

« list of possible projects for credit financing;

¢ process for negatiating loans;

e |ist of banks and financial institutions;
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+ an approach to credit evaluation;

« apro forma schedule on resources generated and expended;

¢ the Credit Informaticn Bureau, a private credit rating company that assesses the
capacity of the borrower to repay obligations; and

e the necessary elements for credit issuance for bonds,

On the other hand, the handbook for financial institutions includes the
following information:

¢ a brief description of the potential market and its sustainability;

suggested policies in exploring opportunities with LGUs;

relevant provisions in the Code;

histarical overview of LGU borrowings;

characteristics of funding sources for LGUs;

the Municipal Development Fund;

a pro forma schedule on rescurces generated and expended;

the Credit Information Bureau, Inc.;

the Memorandum of Association of the Capital Market Development Council,
which is compased of government agencies, private arganizations and
institutions that have agreed to develop the capital market in the country; and

¢ preconditions for a municipal bond market in the country.

* & & & & & @

Handbooks on training, policy development and revenue mobilization were
also drafted.

For the training handbook, training needs of LGUs are identified, as well as
descriptions of the courses that are suggested to be offered. An observation trip on
credit finance in the US was undertaken by representatives from both parties. An
outline of the trip is provided.

The handbook on policy development contains analyses of the various
policies involved in credit:

« tax-exempt bond status;

e frust, frustee and intercept usage;

credit analysis and ratings;

high interest rate environment;

alteration on municipal development fund policies;

the Centrai Bank and the Securities Exchange Commission; and
expanded policy and visibility exposure for LGU credit finance.

a & & @

Finally, the handbock on revenue mobilization contains the various aspects
invalved in mobilizing funds for LGUs.
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Shor{-Term Recommendations For Improving LGU Revenue Mobilization™

{. Frscal Incentives

Most of the people interviewed by IEMP recommended the use of financial
incentives, interest rate subsidies and direct subsidies to encourage environmental
investments. A caveal to this is that the government should have safety nets so as to
avoid previous experiences where companies use the incentives supposedly for
pollution abatement equipment, to avoid paying taxes {or equipment purchased
that were not necessarily for pollution cantral.

2. Incentives for Financial Institutions
These would refer to incentives that would encourage proponents 1o access

funds from financial institutions providing credit for environmental investments.
Examples of such would be:

tax deductible investments;
accelerated depreciation;

tariff reliel on imports;
costshared grants for project identification/project  development/feasibility
studies/financial packaging;

s direct investment grants;

e seed capital for a special fund;

» tax abatements/tax credits;

e research and development credits;
income tax holidays; and

real estate tax waiver,

L

Financial institutions can likewise encourage investments in this sector by
lowering their IRR requirements for projects that meet all other criteria. This is
relevant for investments that are not linked to expansions or new project
invesiments.'™

3. Regulatory and Market-Based Incentives

This is being addressed in the proposed Philippine Environmental Code that
is pending at the Philippine Senate. Should the Code be passed, guidelines will
have to be formulated within a year of effectivity. This would definitely encourage
the private sector to get into environmental investments.

WS IEMT, Financial Resources...
184 TEMF. Financigl Resowrces...
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4. Development and Nurturing of a Cooperative Refationship Between
FMB/DENR and the Financial Community

The emerging importance of the financial cammunity in the environment
sector cannot be denied. Corallary to this, banks will be locking at environmental
investments with increasing interest as the concept of lender liability will be
inevitably linked with environmental damage.' The EMB can play a major role by
ensuring that the government's pricrities are reflected in the lending criteria to be
applied by banks. In particular, relationships can be developed whereby:

» banks are provided with a better understanding of the reasons why they should
be concerned with the environment management programs of their customers,
including the management of envirenmental liabilities;

e a forum can exist for the advocacy of a moare flexible and innovative approach
to evaluating reguests for loans for environmental purposes;

+ |oan officers can be trained and educated on the merits of pollution prevention
projects and other envirenmental investments;

¢ banks can be encouraged to market and publicize the availability of “clean”
banking praducts; and

e linkages can be developed with the insurance community on the management
of contingent enviranmental liabilities,

5. Development of a “Clean” Fund

The concept of a “clean” fund revolves around a special fund that would
specifically be used to increase the demand for environmental investments and
financial resources available for these types of projects. The fund would address the
financing gap caused by constraints mentioned above. It would be administerad by
the government, most probably through the EMB, hence making it more flexible in
providing grants and [oans to project proponents. it would also be able to provide
funds for non-borrowing requirements such as project development and training, as
well as for providing technical assistance in the technical aspects of specific
investments.

Requirements for the set-up of this fund include:

+ |egislative action;

e development of funding sources, such as corporate  contributions,
penalties/fines/effluent charges, budget allocations, and donor grants and loans;

e design of fund programs and program criteria, including eligible purposes,
investor eligibility, eligible costs, type of funding;

o fund administration;

e fund sustainability; and

8 JFMI. Financial Besources,..



« coordination mechanisms with ether interested agencies and parties.

The draft Philippine Environmental Code contains provisions for the set-up
of an ECF. It contains most of the reguirements for a "Clean® fund, and would be
used specifically for environmental investments and cleanup operations. The
passing of the Code would prove to be crucial for the success of the government’s
anvironment program for the medium and lang term.

&. Improvement of L GU Revenue Mobilization

To improve revenue mobilization capabilities of the LGUs, the following
recommendations were formulated by the LDAP:

¢ Formulation and adoption of an annual revenue program. The LGUs should
quantify new expenditure requirements 1o meet the Code’s obligations. The
existing tax ordinances and the new Tax Code should be reviewed to assess
future revenue potentials of the LGU. Also, there should be a detailed review of
the exact income that the Unit may expect from the |RA. Based on these, tax
ordinances should be promulgated, along with adoption of tax administration
practices that would yield quick and permissible increases in revenues, Finally,
the LGU should try 1o develop equitable, cost-effective and productive local tax
policies and practices.

« Fach province should adopt an updated basic real property tax scheme. I
should further enact a Special Education Fund ordinance authorizing an
updated annual tax on the assessed value of real property,

e Each province and municipality within Metro Manila should revalue properties
based on fair market values, procedures of which are contained in Sec. 212 of
the Code. Realtors can be used as sources of data, as well as the zone values
established by the Bureau of Internal Revenue (BIR}.

« Tax ordinances should be adopted to allow each Unit to collect at new
authorized rates and among different bases. Note that although the Code
provides revenue-raising powers to the LGUs, the ordinances should be locally
enacted to legalize collection of taxes and fees. This is especially relevant
because studies have shown that the IRA is not enough to compensate for the
devolved functions from national agencies.

« High priority systems and practices in local revenue administration should be
installed. Included are;

e operation of a tax roll on each tvpe of tax ;

« current billing of taxpavers on a timelv and scheduled basis;

e monitoring of taxpayer payments anc collections follaw-up;

e design and operation of simplified systems for paving local business taxes;

e assessment of local business taxes by treasurers:

¢ use of Presumptive Income Levels and systems of cross-checks in assessing
gross receipts of taxpayers;



+ updated records systems;
« computerization of revenue operations; and
s organizationfoperation of effective tax information campaigns,

« Enforce tax collections rigorously and develop equitable, cost-effective and
praductive local tax policies and practices. These include:

s Code-specified ceilings on interest and surcharges for tax delinquencies;

« Code-expanded distraint and levy powers on tax delinguencies
accompanied by increased liability of treasurers for failure to use such
POWErs;

o sustained emphasis on selling delinquent real properties at public
auctions;

e Code-expanded civil remedies for collection of delinquent taxes,
including opening of books and records to treasurers, and grant of
authority under the new Code to innovate on revenue mobilization; and

o Evaluation of productivity of their revenue systems, whereby revenues
are compared with the costs of their administration.

All national agencies with devolved functions are mandated to develop and
distribute guidelines and manuals that would assist the LGUs in implementing the
Code. To ensure the success of decentralization, the National Monitoring
Committee of the LGC Owversight Committee should canstantly maonitar this
activity. Furthermore, the DOF should be taking a more proactive role in
identifying technical needs of LGCUs either by directly providing assistance or
arranging for provision through the private sector or other means, such as
educational institutians,

As for borrowing from credit market, there is a need to address credit risk
management because of the historical relationship of the LGUs with private and
government banks.'™ Banks can come up with pelicies that can influence the
management of risky projects, so they are packaged in a way that they are
combined with less risky ones to make it mare viable. Variable interest rates can
create this effect, On the other hand, the government can introduce risk reducing
meachanisms to make credit risk management appealing to banks:

e institution building among the LGUs, as abovementioned;
o instruments/techniques to break down information asymmetries in LGU credit
markets; and

e credit guarantee schemes for LGU loans.
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Long-Term Recommendations

Limitations on cost-benefit analysis for environmental projects is a serious
matter. Only when private financal institutions can prove mathematically that
funding enviranmental programs are profitable will they enter into these contracts.
Provision of financial incentives such as those mentioned above are commendable.
On the other hand, they represent loss in revenues for the public sector. There is a
mere reallocation of resources from the government to the private sector. Although
this can translate into higher economic growth, there is the question of equity and
sacial considerations, as the government is left with less resources for programs that
do not offer any profit at all, particularly those that address social considerations, If
natural resources were properly priced and are subjected 1o market forces, there
will be less government intervention reguired. In effect, less resources will be
sacrificed by the government, leaving more thal can be used to address social and
equity issues. A caveal is in order here, though. There are some natural resources
that have wvarying values. In such cases, the government will be better off not
assigning values to them, thus, utilization possibilities will be extremely limited. If
such market failures cannot be avoided, the government must be very careful in
identifying thase resources that can be left to the laws of supply and demand and
those that will remain under its protection.

C. SUSTAINABLE FINANCING MECHANISMS IN THE PHILIPPINES

After the Rio Declaration in 1992, participating governments have been
using sustainable development as the overarching principle in  economic
development planning. In translating this tenet into their respective action plans,
strategies, largets, programs and projects, proponents have been increasingly
relying on sustainable financing as the means to achieve such an objective.

Covernments, international agencies, NGOs and the private sector have
been trying to find innovative mechanisms that will ensure a steady stream of
iunding sources for environmental programs and projects. Traditional ways of using
command and control measures solely for environmental protection and
management were proven inefficient and unsustainable. Developed countries have
started to use economic instruments in their environmental programs. Although no
program has been implemented long enough to serve as a comprehensive model
for sustainable financing, trends have shown that increased reliance on market
farces for environmental programs has a better chance in achieving sustainable
development. Consequently, developing countries such as the Philippines have
started to implement innovative financing mechanisms in pursuit of sustainable
economic growlh.

The growing interest in the use of economic instruments for environmental
protection was first premised on the theory that efficiency in managing and
pratecting the environment would be better achieved if market forces were allowed
o influence decisions of plavers in the environmental sector. Concretely, MEBls, as
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opposed to command and control measures, are supposed to reduce administrative
costs. They can further create incentives for polluters to limit the amount of
pollution and can even induce environment-friendly production technigues,

Trends in the use of economic instruments revealed that the level af
efficiency expected from their use could not be realized due to the following
constraints; '’

1. Distribution Effects. Concrete examples would be the use of effluent fees and
permit markets (studies conducted by Buchanan and Tullock, 1975 and by
Hahn and Noll, 1983, respectively).

!‘.-"

Administrative and Transaction Costs. The use of economic instruments requires
a substantial amount of manitoring, such as for effluent fees. Findings of certain
studies (e.g. McCaffery and Miller, 1986) show that sometimes, monitoring
costs are higher and more complex than costs entailed in enloreing regulations,
For tradable permits, identification of buyers and sellers requires substantial
information and coordination schemes,

3. Competitiveness, The environmental sector is 3 new entrant in the marker.
Because of this, there are a few plavers in the field, particularly on pellution
control and management, thus prices can still be influenced by a small number
of firms. Thus, smaller firms are prevented from entering the market and the
sector’s viability as a profitable venture is not maximized,

4. Uncertainty. The very foundation of environmental economics is the theory of
marginal costs applied to pallution abatement efforts of the firm. However,
there are not enough data nor models that allow practical measurement of these
cost curves, Because of this, there is a great level of uncertainty on how much
of environmental objectives can actually be achieved by using economic
instruments.

5. Unconventional Pollutants. According to a study by Malik (1989}, there are
many pollutants, particularly toxic ones, that are difficult to manitor. Setting of
adequate market instruments waould be difficult and may result in arbitrary fees
and fines imposed on would-be palluters. Again, this contradicts the efficiency
characteristic of these instruments,

Recent studies conducted have gone bevond the theory of efficiency,
focusing on these instruments as sources of sustainable financing for environmental
programs '™,

07 Peitelson, Eran. “er sllfermasee fode for Bronomic fastruments: Systainoble PBrance for Envirenemenial
Marggement, " in Enviromtiental Management Val, 16, No. 3. Sprmger-Verlag New York es New York,
USA, 1992,
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1. MARKET-BASED INSTRUMENTS (MBI
Definition

MBIls are schemes that use the market and the pricing system 1o encourage
or discourage the private sector {rom adopting a particular consumption or
production pattern, i.e. to influence how buvers and sellers behave. On the
production side, MBls can influence investment decisions on which inputs to use,
what technologies and processes to apply and what management strategies to
implement to achieve cerlain objectives. These in turn affect production costs and,
consequently, the price of output. This price will, then, influence consumer
behavior on purchase decisions, assuming the product is not produced by a
monopoly, or even if it is, there are alternative products that can be substituted,

Lising MBIs to further environmental protection and pollution conirol goals
was tested in developed countries, and is now being talked about in the developing
world where environmental issues are now being integrated in planning for
economic growth and development. When viewed fram the point of economic
history, reliance on market forces is still considered superior in achieving
development goals, with government intervening only in areas where market
failures persist, Environmental issues were once considered as market failures,
hence the use of MBIs to preserve the environment were virtually unthought of
until such time when degradation was reaching an alarming level. The use of the
laws of market to rally the private sector behind environmental goals was an
innovation that would prove 1o be effective and acceptable to all sectors
concerned.

CACs

The most common form of environmental protection measures is the use of
command-and-caontrol systems (CACs). These are instruments of the government
which dictate regulations and standards on waste disposal, air pollution and toxic
chemicals use. Violations of these standards would result in monetary penalties or
legal sanctions to be imposed by authorities. Thus, CACs are composed of
standards, prohibitions, limits, permits, licenses and other forms of contral,

The problem with CACs though is that repulations are effective only if
manitoring and implementation are done properly. Asian experience has shown
that if law enforcement in general is very poor, despite a well formulated legal
framework for environmental regulation™, environmental degradation becomes
worse, Furthermare, CACs do not instill a conscious effort for environmenial
protection amang industries, since the only objective is for them to avoid paving
penalties. Even if they do, most of their investments are end-of-the-pipe solutions
rather than pollution prevention. What is worse in the Philippines is that penalties

109 SMarkandya, 1995, EIF Prelintinary Policy Review, 1994,



are set at very low levels, hence companies choose to just pay fines rather than
invest in pollution-contral equipment that weould cost them more. This defeats the
purpose of setting standards and does nothing to prevent further pallution fram
occurring. Finally, CACs do not discriminate ameng firms that produce pollution at
varying levels and have different characteristics, particularly in their ability to
comply with standards and regulations. The relative costs to individual companies
are not taken into account,'"

Advantages of MBls

The advantage of using MBIs aside from CACs is that they translate into two
phrases that are best understood by business: minimizing costs and maximizing
profits. These are the two overarching principles of business, and any process that
would contribute to the attainment of these goals would be seriously considered.
Maoreover, MBls allow companies to make the option of using the best
technological methad to attain environmental objective. Hence, they encourage
innovation and initiative in coming up with ways to reduce pollution fram source
because MBls deal with the whole process of production.

By using MBls, companies are able to improve performance, and at the same
time, contribute to environmental protection goals. Econamic gains would include
reduction of costs of waste disposal or simply lower costs of fines and charges
should they opt to adopt environment-friendly technologies, Trading permits would
even allow greater profits for companies that set their pollution levels lower than
the standards set by the government. Finally, with simultanecus education
campaign by the government and the education sector, increased awareness by the
public would induce them to patronize praducts that do not harm the environment.
MBls would then translate into greater profits for industries that promote
environment protection,

Noteworthy is the fact that MBls are done on a voluntary basis. Companies
may still opt not to minimize pollution fram source since there would not be any
violation for doing so for as long as they pay their fines. In this regard, CACs are
still necessary to achieve environmental objectives. There should be a proper
combination of bath instruments especially in a country like the Philippines where
there is acute intervention from the government in pursuing economic
development, Nevertheless, as the economy relies mare and more on MBls for
environmental protection, there will be less need for government regulations
eventually. As administrative costs become lower, more government funds can be
freed for other purposes such as social development programs.

¥

I EMP. Market-Rased Instruments o Promote Follution Eeduchon in the Philippmes. Manila: 30
Movember 19493,
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Types of MBIs

Examples of the more commonly used MBls are provided below:
al Financial Incentives

These incentives are provided by the government that companies can avail
of to lower costs of production. [xamples would be grants, subsidies, loan
guarantees and tax incentives. For envirenment-related purposes, incentives can be
given to control andfor abate pollution and at the same time increase productivity
and profitability. These are usually offered hand in hand with regulatory measures
o ensure efficient implementation of the latter. They also assist small and/or cash-
strapped companies to undertake investments in environmental programs that
would otherwise be unprofitable for them to invest in.

Among these incentives, subsidies are ofien criticized because they tend to
subsidize pallution and do not conform with the polluters pay principle.

Financial Incentives Granted by the Board of Investments

The BOI is a department under the Department of Trade and Industry (DTI)
where small, medium and large scale firms can register and avail of incentives, It
comes up with an annual IPP which is the overall plan of the BOI to promote
investments. It contains a list of economic activities wherein invesiments are
encouraged. The BOI uses the set of incentives provided under EQ No, 226,
ofherwise known as the Omnibus Investments Code of 1987, as the tool for
attracting investments,”"

One of the goals of the 1996 IPP is "to ensure efficient environmental
management and sustainable development of natural resources.”"™ In line with this,
the BOI provides incentives for:

« agro-industrial estates, where the developer is required to provide common
wastewater and sewage treatment facilities and solid waste disposal and
drainage systems; and

« environmental support facilities: waste management/treatment/control and
industrial ree plantation.

Projects are classified according to tvpe, i.e. whether they are new or
expanding, where additional capacity is provided by the firm for the latter. If a
project is new, it can either have a pioneer status, i.e, those producing new
products or those employing new processes at least locally, or a non-pioneer status,

L2 RO 1996 Investment Priorities Plan,
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For pioneer projects, foreign equily can be as much as 100%. For non-pioneer
projects, a maximum of 40% foreign equity participation ¢ allowed.

New and expansion projects are required to get an ECC. All projects that
involve handling, transport, processing andfor storape of toxic, hazardous
substances and/or nuclear wastes shall be subject to the Toxic and Hazardous
Substances and Nuclear Wastes Control Act of 1990, Also, no project involving
importation of wastes for final deposition as @ material of no economic value shall
be eligible for registration.

Upon registration, firms can avail of the following incentives:

1. duty of 3% on imported capital equipment and its accompanving spare parts
except for those locating in Metro Manila, unless exempted from the locational
restriction

income tax holiday {ITH)

exemption from taxes and duties on imported spare parts

exemption from wharfage dues and export tax, duty, impost and fees
tax exemption on breeding stocks and genatic materials

tax credits

Loy L o TSN - PR L

+ on domestic capital equipment and/or spare parts
+ on tax and duty portion of domestic breeding stocks and genetic materials
« onraw materials and supplies

7. additional deductions from taxable income

e equivalent to 50% of wages for five years upon registration
o 100% of wages if the firm locates in a less developed area

o

non-fiscal incentives

e employment of foreign nationals for five years

e simplification of customs procedures for importation of eguipment, spare
parts, raw materials and supplies and exports of processed products

e importation of consigned equipment for an unlimited period

e privilege 10 operate a bonded manufacturing/trading warehouse

by Creating Markets for Waste

This can either be waste exchanges among companies or creating a market
for waste permits,
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Industrial Waste Exchange Program

The Industrial \Waste Exchange Program {IWEP) was introduced in the
Philippines in 1987 by the DENR-EMB t1ogether with McGill University in
Canada.'” It ran for four years in Metro Manila, Cebu, Cagayan de Oro, Albay,
Batangas, Laguna, Benpuet, Cavite, Davao, lloilo and Zamboanga del Sur. A
bulletin was published every year, containing a listing of companies thal were
either buyers and/or suppliers of waste. The EMB acted as information center and
braker, It also provided services such as arranging meetings, providing laboratory
analysis and disseminating technical information. Unfortunately, there were no
sustainable financial mechanisms that accompanied the project. Hence, when
funding ran out, the program had to be discontinued. Furthermore, the mere fact
that it was government-led made industries wary of submitting infarmation for the
bulletin, Out of 15,000 industrial firms listed in the last Bulletin in December
1990, only 593 were listed as suppliers and 127 were buyers,

The Philippine Business for the Enviranment (PBE) has taken the initiative to
revive the program and come up with sustainable finance schemes to ensure
continuity of the project. At present, it publishes a bi-monthly magazine entitled
Business and Friviranment whereby half of the publication contains relevant articles
on environmental protection, i.e. pollution prevention, waste minimization and
clean technology. The other half of the magazine cantains a list of waste products
classified by major group, by company and by industry, which aims to match
suppliers of waste materials with the users. Aside from direct advantages of the list
in contributing to recycling efforts, there is further cost reduction in waste
minimization expenses, Waste treatment becomes less expensive if there is demand
for such wastes, Corollary ta that, users lower their cost as the prices of their raw
materials are minimal.

Listing in the magazine is free at the moment, However, PBE plans to charge
a listing fee to companies within the yvear (i.e, 1996) similar to fees charged in the
classified ads. According to the organization’s computations, revenue projections
from this activity are more than enough to compensate for the costs incurred in
publishing the magazine. Moreover, it will still be cheaper for companies to pay for
the advertisement of their wastes rather than spending a lot on waste treatment and
disposal systems. The magazine itself will have a subscription fee by mid-1996
adding to the projected revenues of the organization.

The IWEP does not have a monitoring component at the moment. In the
future, the PBE hopes to document successful cases of waste exchanges and publish
these in the magazine. Together with the network of supply and demand for
industrial waste generated by IWEP project, these cases can serve as an impetus for
new industries to develop, specifically those that convert wastes into useful

V3 EMP, Market-Based Instruments. .
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products, thereby creating further employment oppertunities and industrial growth
in Philippine society.

Aside from the magazine, the information generated from the IWEP will be
disseminated through link-up with other nerwork systems, such as the Martlink, an
electronic information network of the Foundation tor Resource Linkage ano
Development (FRLDY. This network has nodes in other major urban areas of the
country, i.e. Cebu, Davao and Cagavan de Oro. IWEP also plans to hook up with
other electronic bulletin boards in the country such as the Philippine Sustainable
Development Network (PSDN) and the National Statistics Office (NSO) for greater
access to its database.

The market for waste permits necessitates providing permits for companies
to “pollute” up to a certain extent. This presumes that the pollution-carrving
capacity of the area has been measured and computations of permits are based
thereon. Given that some companies are not as pollutive as athers, aither because
of non-pollutive praduction methods or because of pollution prevention and
control programs it practices, those who emit less amounts of pollution can sell
their gquotas to those who would like to exceed their limits. This is called permit
trading. The system is ideal for areas where industries are congregated and the
government is capable of measuring pollution standards ideal for the area.

Althcugh this scheme appears to be tolerating pocllution, it actually
encourages companies ta control and lower their pollution levels so they can trade
permits to make profits,

In the Philippines, RICs can use this scheme to abate industrial pollution.
This, however, presupposes thal the government is capable of measuring the
pollution carrying capacity of the area, Efforts towards this end should be
encouraged.

¢ User Feas

User fees are monetary amounts imposed on raw materials used as inputs to
encourage industries to decrease their wastes by using raw materials mare
efficiently, or better yet, by recycling their wastes.

dl Pollution Charges

Fines and fees are based on the amount of pollution emitted to the
enviranment, These are also known as green taxes. This would encourage firms to
implement pollution prevention and control programs. For countries that have
practiced using green taxes, the money therefrom is used to form environmental
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funds used by industry to prevent further environmental damage from industrial
practices.'"

Fees on Mine Wastes and Tailings

Presently, the mine wastes and tailings fee is the closest example of
pallution tax being implemented in the country.'"” Under DAO 85, the fees being
imposed by the DENR are:

« PhP0O.05 per ton on mine wastes from meiallic mines;

+ PhP0.10 per ton on mine tailings from metallic mines {or those using approved
impoundments and those discharging 1o the sea by pipelines, launders and
tunnel: and

e PhP1.00 per ton on mine tailings discharged on impoundments not duly
approved.

No fines are charged for mine wastes and tailings that are reused for other
purposes, €.g. as filling materials for civil structures. This encourages recycling.''®

This mechanism does not reflect the polluter pays principle because fees are
drawn from reserve fund, representing accrued mine wastes and tailings fees
collected for compensation, etc., without identifying which company was directly
responsible for polluting the environment.” What happens is other companies
subsidize those that pollute and draw from the reserve fund to pay their fines, Also,
current fees are used to compensate only private owners of infrastructure, private
land, agricultural lessors and lessees and share tenants. Damage t© comman
propetty is not compensated for.

The Draft Revised Philippine Environment Code has provisions for imposing
water pollution charges. Furthermore, fines, fees and charges were increased to
reflect the polluters pay principle in the amounts charged.

Another kind of charge implemented by some countries is the production
charge, which is based on the output of the company emitting pollution. This
would result in a higher price of product that is produced in a more pollutive
manner. Differential pricing occurs therefrom.

T US-AER, The Ascan Quarterfy on Polfutson: Prevention, Manila: Decenuber 1995,
NEIEME. Market-Based Instruments...
19 IEMP, Market-Based Instriments..
T IEME, Market-Based Instrioments...
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el Risk Liability Systems

Under this scheme, the firms are made liable for whatever damages they
may cause to the environment. This is designed for companies producing highly
hazardous and/or highly pollutive wastes. An example would be trust funds that
require high-risk firms to post surety bonds before they can start operations.

The draft Environment Code introduces such a system through the setting up
of the EGF. The EGF is meant to finance emergency responses, cleanup or
rehabilitation of areas that may be damaged during the project’s implementation.

Environmental Guarantee Fund (FGF)

The ECF is formally defined as “a negotiated amount, on a per project basis,
that covers expenses for information and communication activities, monitoring
activities by multi-sectoral teams, any repair or rehabilitation work and
compensation for damages to the operation of the project.”"™ It was created 1o have
the necessary mechanisms and resources to deal with accidents caused by
industrial projects that harm the environment. The legal basis for its creation stems
from DAQ No. 21 Series of 1992, entitled “Amending the Revised Rules and
Regulations Implementing PD 1586 (Environmental Impact Statement System)”.
There was no explicit reference ta the ECF in the Order. However, DENR was able
to establish it on a per project basis because of the power of the agency to issue
ECCs with certain conditionalities as well as the need to fund expenses of multi-
partite monitoring teams,”™ Note that the fund has two uses. This has created
confusion at times because the subdivision between these two purposes is not
clearly defined.

Three possible forms of the ECF, depending on the type and location of the
project, are:

« Multi-partite monitoring fund - a periodic cash payment 1o cover expenses
incurred by multi-partite manitoring teams in conducting maonitoring activities;

« Trust fund - a frust account or performance bond to be used far compensating
aggrieved panties for any damages to life and property and financing
environmental restoration and rehabilitation of environmental damage caused by
the project operation, including abandonment; and

« Cash fund - a joint account, managed by the EGF Committee, used to implement
a company’s environmental management and rehabilitation programs.

L Vasques, Rachel A, Unstrnationadizing Eminanmenss) Guarsatees in the Phufippines. DENR: May 1996,
1 Tind.
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The Benguet Corporations’ Grand Antamok Project was the first project
required by the DENR to establish an EGF."™ It was used by the government 10
resalve the deadlock between affected stakeholders and Benguet Corp. To date,
there are 96 projects that have established EGFs per requirement of the DENR. Of
these, 28.13% are in the mining and guarrving sector, while 25% are in power
plants. From 1992 to 1995, an average of 20 projects annually were required to
pul up an FGF.

The recently concluded experience with Marcopper Mining Corporation
(MMC) further illustrates the importance of the EGF, Without it, there would have
been no ready source for funding the moenitoring activities of the government, as
well as the rehabilitation of affected areas which will cost the company P1.34 M,

The IEMP conducted a survey among the government, 33 industries and 3
NGOs, The results showed that the greatest use of the EGF was for education on
environmental and pollution management, particularly with respect to accessing
appropriate technology, Industries have been showing a growing interest in waste
minimization technologies, replacing the traditional “end-of-pipe” waste treatment.
Note that government policies are still geared towards encouraging the latter,
Industries, however, are realizing that there is a win-win situation that can be
developed with waste minimization, since not only do they meet environmental
standards and develop good public relations, but they significantly lower
praduction costs as well, This can be perpetrated if palicy will be geared towards
sUCH.

Because the EGF is not explicithy statecd in PD 1586, its application is on a
case by case basis, agreements an wnich depend on respective interpretations of
proponents and stakeholders, inciuding the DENMR. There are no uniform rates to
speak of, or at least a unitorm formula for computing the amounts, despite
similarity in tacilities and impacts in & lot of cases. There are proposals to introduce
tormal risk compuiations. This variable has quantitative problems since it is very
difficult to estimate risks associated with biophysical, health and economic effects
and translate these into monetary terms. Furthermore, there are opportunity cost
considerations on the part of the company in being unable to use the funds for
productivity increases or expansion purposes.

In this repard, the DENR has been lobbying for the passage of House Bill
No, 4 which includes the following.

« provision af legal autharin in implementing the EGF;
v expansion of guarantee instruments for the proponent ifrom trust fund to
environmenial insurance. suren’ bonds, letters of credit and self-insurance; and

b potal of PEAE0E0S PROSD00 for the performance bond, PEOO00 for the trust fund, and 5,000,000
fer the cash fund for rehabilitation and reforestation of mined-out areas,
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o financial liability for environmental rehabilitation covering emergency
responsas, cleanup or rehabilitation of areas damaged during the project’s
implementation and abandanment.

DAO 21 51992 is alsa being revised to include a more refined definition of
the EGF. A monitoring fund will be established and will be permanent, non-
negotiable, and an ECC condition for all environmenally critical projects.” This
makes the EGF purely contingent in nature, The revised Order further limits the
scope of the EGF to projects that:

s use chemicals listed in the Philippine Priority Chemical List;
e extract natural resources and require rehahilitation and abandonment; and

o establish or install pollution control structures that could endanger life and
praperty in case of failure.

The DENR is currentlv conducting dialogues and workshops to come up
with guidelines on the establishment of the EGF and demonstration of social
acceptability of projects under the EIS system to ensure that they are acceptable 1o
the stakeholders,

Relative to this, the DENR has completed its administrative and procedural
guidelines for implementing programmatic compliance to the EIS system of
industrial development areas, including those on environmental guarantees. Prior
to these guidelines, the DENR required individual ElAs for each project locating in
an industrial development area. With DAO No. 11 s, 1994  entitled
*Supplementing DENR Administrative Order No. 21 s. 1992, and Providing for
Programmatic Compliance Within the Environmental Impact Statement System”, a
single ECC will be issued to the whole industrial development area. This would
necessitate computation of combined effects of all industries locating therein, as
well as the need to compute for the pollution-carrying capacity of the concerned
area.

i Deposit-Refund Systems

These entail placing surcharges or deposits on recyclable items {usually
packaging products) which consumers can refund upon returning the jtem. In the
Philippines, softdrink bottles are being recycled and consumers are made to pay
deposits when purchasing the beverage, which will be refunded upon return of the
hottle,

Holland is planning to extend the depositrefund concept to chemicals such
as cadmium and mercury, whereby praducer and importer will pay a deposit. The
cost is passed on to the user of the product that contains the substance, and will be

L DENR-EMB Office Circular No. 3 5. 1993 provides a techinical definition aud scope of environmentally
crobical projects.



retunded to the final user, thus, expanding the system from just two parties
involved in the exchange.'™

Sottdrink and beer companies in the Philippines have heen implementing
this system for quile some time. Consumers automatically pay deposits for glass
bottles when they buy and they can refund the deposit once empty bottles are
returned.

Nestle Phifippines

One particular multinational company in the country that makes use of
recycling in s operations is Nestle Philippines.”" The wastewater treatment
facilities are designed to biologically treat wastewater which is, later on, discharged
into natural waterways. The sludge is thickened, dried and is used as organic
fertitizer ar as land fill, In the meantime, discharged waler is used to grow tilapia, a
fresh water fish. The solid waste disposal system, installed in Nestle's coffee
production centers, converts coffee grounds into steam. A specially designed boiler
burns coffee grounds that are pre-dried in a rotary drier. The steam produced is
used for manufacluring processes and auxiliary services. In the packaging division,
food products are packaged in refill packs and reusable containers. The recycled
materials like paper, board, glass, etc. have also been increased recently. The
objective of the company is to substantially reduce the weight of total packaging
material usage by the vear 2000.

2. SURVEY OF THE APPLICABILITY OF MBIs IN THE PHILIPPINES

lEMP conducted a survey among industries in various regions of the country
to determine the applicability of MBle for promoting environmental protection and
pollution control. The industries interviewed were composed of pig farms,
electroplating, semiconductors, tannery, textile, coconut gil-miliing, fish canning,
sugar, pulp and paper and cement. International literature on the use of MBIs was
used as 2 basis for determining the scope and variety of MBls to be promoted. The
regions were cnosen based on the level of industrialization in the area. Finally,
matching between industries and MBls was done based on the results of the survey,
whereby consideration was given to the compatibility of MBls with the target
industry, The characteristics reviewed were composed of:

« physical characteristics including the production and waste control processes
used;

s factors that influence decisions surrounding pollution abatement; and

« options o incentives 1or improved waste management involving the use of
nABls.

22 TEMT, Market-Fased Instooments,..
e Nestle, Philippunes “The Nestle Foliov o fhe Enverommend. ™ Makat Cite: 1926,
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Evaluation of MBls

in evaluating MBls, the criteria used were:

Market Penetration. This was used to assess effectiveness of the instrument in
influencing firms within a given tvpe of industry and in penetrating
environmental management decision-making.

Equity and Fairness. This assessed the impact of the instrument across firms in
the same industry to determine whether some firms will be unduly required to
bear a dispropertionate degree of burden compared to other firms in the same
industry.

Economic Efficiency. This assessed whether expected economic benefits
outweigh economic costs in using the insirument, i.e, the efficiency of using the
instrument in pollution abatement. Available and technologically viable
alternatives for meeting the objeciives of the insruments, including
international campetitiveness af the industry, were taken inta consideration.

Political Feasibility, This assessed whether the instrument would be feasible to
implement ziven the current political setting, including identification of policies
that have either popular or unpopular political backing.

Administrative  Feasibility. This assessed the institutional constraints in
implementing environmental management procedures, including constraints on
the availability of resources or information required to implement the
instrument.,

Effectiveness in Achieving Environmental Objectives. This considered the
overall effectiveness of the instrument in controlling and preventing pollution,
as apposed 1o conventional end-of-pipe solutions.

Ranking Results

(%3]

In ranking the MBIs, the results in terms of applicability were as follows:

Financial Incentives/Subsidies:

Creating Markets for Wastes;

User Fees on Raw Materials and User Charges for Centralized Waste Treatment
Facilities:

Pollution/Eifluent Charges:

Risk and Liability Systems; and

Refund-Depasit Systems,

Financial incentives were most relevant for sugar mills, electroplating firms,

coconut ail mills, tanneries, fish canneries, pig farms and cement firms. Industries

119



recommended the use of grants, reduced interest rates on loans and tax allowances
for investments in pollution control equipment. Policy studies have shown that this
instrument is most effective for industries with the largest, most toxic waste streams.
Also, incentives should extend to investments in improved production processes,
not just on pollution control equipment, to achieve maximum use of the instrument
by increasing productivity and profitability. The age of equipment should be taken
inte consideration when assessing the need for financial assistance. Hence, for old
cguipment, it may be more economical to invest in modernizing equipment rather
than purchasing pellution control equipment.

A caveat is in order here, Financial incentives should be implemented only
in conjunction with a proper penalty scheme so as to encourage firms to voluntarily
invest in pollution control equipment. Penalties should be at least equal to the cost
of investing, in order 1o avoid just paying the penalty for polluting, simply because
it would be cheaper for them 10 do so.

Market for wastes was second, partly because there already exists a marke!
for waste materials of some of the industries interviewed. Nevertheless, the
establishment of the IWEPR of PBE is an answer 1o this.

User fees were found 1o be applicable to water consumption because
industries interviewed were beiween moderate to heavy users of water, This
instrument encourages recycling and efficient use of resources, as well as
discouraging the use of certain materials that pose environmental hazards during
production.  Substitution of less environmentally damaging resources is also
encouraged as long as the fine plus the cost of material is more than the cost of
using the substitule material. For raw materials, they may take the form of tariffs or
surcharges for those that are impored or locally sourced. The only problem for this
instrument s that if the industry is non-competitive, i.e. a monopoly or oligopoly,
the added cost would only be passed on to the consumer, rather than encouraging
the firm to use a substitute ar to use the resource more efficiently.

Liser charges for common wastewater treatment facilities is relevant for
industries highly concentrated in a geographical area. It resolves problems of
economies of scale and of small firms unable to put up individual racilities on their
own. The user charges should be less than the cost of polluting to encourage firms
to participate in the scheme. Private operators or LGUs can implemen: the facility.
The problem with the LGUs is the lack of capability to raise sufficient funds for
such a project. In this case, the BOT scheme becomes a relevant alternative,

Pollution charges, on the other hand, were not ranked highly because of the
varied nature of industries interviewed. Manitoring requirements are high far this
rpe of instrument becauvse charges would be based on each type of paollutant,
hence large firms and those with geographical concentration were more amenable
10 its use. Countries that have implemented this scheme show that only with proper
manitoring and well-defined sources can this be successful. This instrument goes
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nand in hand with financial incentives hecause firms that would pay a high user
charge would be induced to invest in pollution control equipment.

Another jssue here is the standard used for setting fine structure. Current
regulations deal with concentration of pollutants, However, firms can skirt thic by
simply diluting their wastes. Hence, total pollution weight ar load should be useq.
Current monitoring procedures, howaever, still do net allew for its implementation.

Risk liability systems were likewise applicabie 1o large firms because of lhe
requirement of putting up financial or guarantee bonds, In the proposed ElA svstem
cantained in the revised DAQ 21 and the draft Enviranmental Code, this scheme is
required for all projects requiring an EIA, This guarantees a source of funds for
cleanup operations or for rehabilitation of degraded areas.

Finally, refund-deposit systems were not very significant for this particular
set of industries. For firms that implement this, however, success rates are verv
high. The scheme helps in the advertising and promaotional efforts af the firms
hecause of the concept of their products being environment-friendly.

Conclusion

In sum, MBIs should be able to induce a change in behavior of rirms with
respect to envircnmental protection and pellution control and  zbatement.
Concretely, MBIs should be able to praduce the following resulrs:'*

« relocate industries in enviranmentally acceptable areas, away from highly
polluted ones, e.g. Metro Manila;

e increase investment in environmental management, whereby industries imvest
in their own technologies and activities, or channel funds to government
programs, e.g. through eifluent charges, taxes, etc.;

e increase industry’s rate aof compliance with existing standards and permits;

» increase industry’s self-regulation through assumption of greater responsibility
for compliance maonitaring and the burden of demonstrating acceptable
practices; and

e increase the efficiency with which natural resources and raw materials are useo
in industrial processes.

3. BUILD-OPERATE-TRANSFER SCHEME (BOT)

The BOT scheme is an alternative process las apposed o the traditional
ODA and local debt sources) far governments that are financially strapped n
meeting their economies’ capital investment reguirements (o sustain ecanomic
growth. It is a cantractual arrangement entered into by a private sector proponent
with the government for the construction, financing, operation and maintenance at

L4 EME. Market-Based Instruments,,
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an infrastructure facility for a fixed period, after which the facility is transferred 1o
the government. lts objectives include the following:

o accelerate build-up of infrastructure;

e encourage privale sector participation;

v overcome fiscal constraints;

= access better technology and expertisc in the private sectar; and
s superior operation and maintenance capabiiity.

Advaniages and Disadvantages of BOT

BOT projects are literally in their infancy stage. Most governments that use
thiz scheme 1o fill in gaps in infrastructure requirements have not implemented
programs long enough for post-project evaluation to be conducted, However, there
is enough experience that shows some advantages and disadvantages of using the
scheme. All of these refer to experiences in negotiations and project start-ups.
Governments and project proponents have yet to complete the BOT process, Only
after such a transfer can a comprehensive evaluation of the success or failure of the
BOT scheme he made.

The ADB participated in some BOT projects. Among the advantages it
mentions are:

« |t will promote open competition and provide the lowes: possible cost;

«  Project risks wilt be the responsibilitv of the private sector;

« The private sector can provide wides access to capital markets, bener
management skills, access 1o lawest technology and implement a project faster
than the public sector;

« Project financing will aliow governments to allocate scarce resources 1o other
priority areas for economic and social development; and

« Coavernments can compare existing public sector units with private sector
operatians, resulting in improved performance for both.

The weaknesses enumerated by the bank are:

« The total cost of a project may seem to be nigh. This must be weighed against
the private sector cosl of capital, the project sponsor and all coniractors
accepting the risk;

« Monapalistic control mav be awarded to one operator, Any project should
ideally be part of an overall deregulation program and awarded in an open,
compelitive market:

«  Governments must develop planning, technical and negotiating skills (o
develop a proper program and negotiate “fair” deals on behalf of the users;

o  BOTs are highly complex, expensive and time consuming; and



¢ There has been no evaluation of BOT praojects since the “downside” has not
really been tasted.

Motwithstanding these, the bank proposed the ‘ollowing recommendations:

= Covernments must develop a sound regulatory envirenment and clarity of
government palicies.

»  Awarding of projects must be transparent.

* There should be proper and sensible allocation of aroject risks.

e Appropriate incentives should be provided to investors, 2.2, tax concessions,
repatriation of capital, pre-completion banuses, stc.

« Governments should only deal with srong and experienced sponsors and
contractars,

« The EIRR must be carefully calculated to ensure a bigger chance af success of
the project,

« GCovernments must develop complementary sectors: commercial banking,
capital markets and insurance.

The BOT Law

In July 1920, RA No. 6957 entitled "An Act Authorizing the Financing,
Construction, Operation and Maintenance of Infrastructure Projects”, also known as
the BOT Law, was signed. It contained rules and guideiines gzoverning the
responsibility of the government and the private sector in conducting BOT projects.
This was later on amended and became RA 7718 which guides the present BOT
schemes of government projects, not only in the power sector, but in other
government priority areas as well, such as ports, airports, highways, railways, mass
transit, telecommunications, sewerage, solid waste, water supply, health facilities,
tourism estates, markets, government huildings and other types of infrastructure
facilities that are authorized by appropriate government agency.

A significant aspect of the BOT Law is that 25% of a BOT project’s cost can
be loaned from ODA funds. This fund is being administered by DBP. This fund is
deemed necessary because the cost of each project is so huge it exceeds the [imit
of any single borrower, In addition, a Philippine Strategic Holdings Equity fund is
being planned with Clemente Capital of New York wherein proceeds from such
will be used for investments in infrastructure prajects,’*

The BOT Law has four major philosophical principles, namely:

al Investors in infrastructure development are entitled to reasonable returns.
Hence, the law will not be subject to any legislative ceiling on profits and annual
tariffs, tolls, fees, or other charges for using the facility may be adjusted according
to a predetermined formula based on price indices as stipulated by the contract.

125 Infrastructure Finance. Economy: New scope foe Trivite [nvestment,
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by Governmenl must share in the nsks and costs for some categories of
infrastructure facilities, These may be in the form of financial incentives granted
by the government as allowed under the Omnibus Investment Code, or in the
form of cost sharing of up to 30% of the total project cost for provision of
infrastructure support facilities to the project such as access roads.

¢} The length of time, requirements and costs of the entire bidding process are
rationalized to avoid duplications and needless expenses on the part of both
government and private sector. There is a clear delineation of agency
respansibilities, criteria for approval and decision rules and a time-bound step-
by-step approval process.

dl The private sector is given flexibility to initiate new ideas or concepts. This
specifically refers to the provision of the law to allow direct negotiation of
contracts for unsolicited proposals under reasonable conditions.

Financing Instruments for BOT Projects

Private infrastruciure projects in the country are being financed through
various sources, both in terms of debt and equity. The following is a list of available
financing instruments for BOT projects.

Equity

Equity holders provide long-term capital lo & project and take the maost risks,
but in return, share in profits. The project sponsors are expected to put in the bulk
of equity in a project; the rest is provided by creditors and eguipment suppliers.
Foreign sponsors usually play a big role in greenfield projects. Foreign companies
bring in expertise and funds, especially for technologically complex or large
projects.

« International Equity Placements

Large private companies can raise funds through the US equity marker through
American Depository Receipts (ADRs), These enable foreign companies to issue
equity on the US market without complex settlement and transfer mechanisms.
They are issued by a US Depository Bank and the underlying shares are held by a
Custodian Bank in the home country of the former.

e |nvestment Funds
There are several investment funds that have bean created to mobilize investars in

the worid’s major financial centers tor equity investment in developing country
infrastructure projects:
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1. Asian Infrastructure Fund

This is a USH1 B private equity fund established to invest in non-listed equity or
equity-linked securities of entities engaged in development, ownership, or
operation of infrastructure facilities in selected countries in Asia, The fund’s
philosaphy is to engage in strategic partnerships as a minority fiscal partner with
leading local and international investars throughout the region.

2. Global Power Fund

This aims to provide mezzanine financing to power projects in IFC-member
developing countries. It provides a mix of financing, including equity,
subordinated debt, completion guarantees and bridge financing to cover riskier
construction period of power projects.

Debt

1.

Foreign Sources

Multilateral Agencies

These agencies, such as the ADB and IFC, play a catalytic role in infrastructure
finance. Thev offer long term loans, over ten years, at an interest rate slightly
above the London Interbank Offered Rate (LIBOR). They usually limit their
exposure to 15-25% of project cost, but their presence adds credibility to the
project and attracts other banks thereto. Moreover, loans granted under these
agencies’' co-financing schemes are exempt from country loan loss provisions that
would otherwise have to be provided.

Export Credit Agencies

These agencies fund projects with high foreign content. They provide
coverage for sovereign risk which paves the way for commercial bank financing,
ECAs have very little experience with project finance. They do not take
construction risk, hence the construction phase is usually financed through
commercial banks,



3. The International Bond Market

An infrastructure project can be funded directly by bond issuance such as the
case of Enron Subic Power Plant. Also, a creditworthy project sponsor can issue
securities and reinvest proceeds in the project.

Bonds have less stringent documentation, which offset constraints faced by
commercial banks and which create potential for complementary bank-bond
financing. The innovation being examined is the provision of debt finance by
banks during the risky years of the project, followed by refinancing with longer
term, securitized debt once the project is completed. Hence, the limited maturity
of bank debt does not constrain project financing as bond markets cope mare
easily with maturities of ten years or more.

e  [Domestic Sources
1. Foreign Currency Depasit Unit (FCDU)

Because of the influx of foreign currency from overseas contract workers’
remittances, the FCDU has been a major source of funding.

2. Private Sector Infrastructure Development Fund (PSIDF)

This was established as a conduit for ODA funds made available for
infrastructure development. It would get funding from the QDA and onlend these
funds into commercially viable infrastructure projects of national priority, Il is
intended to focus on larger, commercially viable projects with major extended
capital requirements. In particular, it is intended for projects that cost between
LIS$40 and 400 million.

The PSIDF would finance up to 30% of the total project cast. |t is expected to
provide additional longterm funds for viable projects without usurping the
respansibility of the sponsor to commit substantial amounts of equity and project-
guaranteed funds.

3. Wholesale Relending Programs - DBP and LBP

The DBP and LBP serve as conduils for concessional funding made available
to the Philippines, They can fund up to 70% of the total project cost, subject to
certain limits. Terms of financing could run up to 15 vears at a fixed or variable
interest rate based on a premium of the prevailing WAIR.
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4.

IFC Initiated Local Funding Window. The IFC is considering using its AAA
credit rating to raise long term funds up to PhP2 billion to be onlent to qualified
infrastructure projects. The term of the funding would be for 15 years at 91-day
Thill rate.

Private Sector Requirements

The private sector has its own prerequisites before venturing into BOT

schemes:

a stable political and economic environment;

clarity in laws and regulations;

strong domestic capital markets to borrow local long-term debt and, eventually,
to float off project on local stock markets:

easy and speedy processing;

a fair sharing of risks between the government and private sector; and

realistic incentives to provide attractive returns and protection of investment.

Projects Eligible for BOT Financing

Those allowed under RA 7718 are the following:

infrastructure projects where legal title of facility reverts to the government at
some fixed period after the commissioning date. This includes the BT or BOT
mechanisms as well as the ROT (Rehabilitate-Operate-Transfer} and BLT (Build-
Lease-Transfer).

projects which allow the proponent to develop commercial facilities adjoining
the infrastructure to be built, with the corresponding legal titles to be transferred
to the government at some fixed period. This includes the DOT (Develop-Own-
Transfer) scheme. An example of this would be commercial developments
and/or airport passenger terminal, a toll road, or other investments integral to a
mass transit system,

facilities where the legal title will not be transferred o the government during
their useful life. These include the BOO (Build-Own-Operate), the ROO
{Rehabilitate-Own-Operate), the RLO (Rehabilitate-Lease-Operate) and the CAQ
{Contract-Add-Operate).

any structure that may be needed in the future but is not specifically defined by
the amended law, provided its usage is approved by the President.

In particular, the following projects are eligible far the BOT scheme:

1.

highways, including expressways, roads, bridges, interchanges, tunnels and
related facilities;

railways or rail-based project packages with commercial development
apportunities;



3. nonrail-based mass transit facilities, navigable inland waterways and related
facilities;

4. port infrastructure such as piers, wharves, quays, storage, handling, ferry
services and related facilities;

5. airports, air navigation and related facilities;

6. power generation, transmission, distribution and related facilities;

7. telecommunications, backbone netwoark, terrestrial and satellite facilities and

ralated service facilities;

8. information technology and database infrastructure;

9. irrigation and related facilities;

10. water supply, sewerage, drainage and related facilities;

11.education and health infrastructure;

12.land reclamation, dredging and other related develapment facilities;

13.industrial and tourism estates or townships, including related infrastructure
facilities and utilities;

14_government buildings and housing projects;

15. markets, slaughterhouses and related facilities;

16.warehouses and post-harvest facilities;

17.public fishports and fishponds, including storage and processing facilities;

18.environmemntal and solid waste management and related facilities such as
collection equipment, composting plants, incinerators, landfill and tidal
barriers; and

19, other infrastructure and development projects as may he authorized by the
appropriate agencies.

Agencies/LGUs may likewise accept unsolicited proposals for BOT
undertakings. An unsolicited proposal is not part of the priority list of infrastructure
projects enumeratad by the agencies and LGUs but approved by the NEDA Board
and involves a new concept or technology. It should not require direct government
guarantee, subsidy or equity. Furthermore, the agency or LGU concerned would
have invited proposals by publication in the newspaper with general circulation.'*

Eligibility for BOT projects is based on the project’s profitability and on the
presence of dependable revenue sreams. Foreign investors are no longer restricted
to 40% ownership or equity participation; rather, they can now control 100% of
the total project.

Local governments are encouraged to use the BOT scheme to lessen their
dependence on the national government and the Internal Revenue Allotments (IRA)
for financial assistance, If it can develop and package a financially viable project, it
can directly solicit investor interest. The BOT scheme encourages the LGUs to
exercise their expanded powers as provided for in the LGC of 1991, allowing them to
adopt and implement their own capital expenditure programs.

126 Republic Act No. 7718 and its Implementing, Rules and Resulations.



The BOT Centre

The BOT Centre is a department under the Coordinating Council of the
Philippine Assistance Program (CCPAP), an attached agency to the Office of the
President. The CCPAF was created in 1989 under AOQ No. 105 to “facilitate
mohilization and administration of funds generated by the Philippine Assistance
Program (PAP) and ensure its successful implementation”.’® In September 1993,
Pres. Ramos issued Memorandum Order No. 166 assigning the CCPAP Chairman
as the Action Officer for the BOT Program. This led to the formation of the BOT
Centre under CCPAP. Its main function is 1o promote the BOT Program (a.k.a. the
Philippine Infrastructure Privatization Program or PIPP) and conduct BOT waining
for implementing agencies, the LGUs and the private sector. The BOT Centre
likewise coordinates and monitors the implementation of all BOT projects in the
country.

The BOT Centre aims to contribute to economic growth by developing and
implementing infrastructure projects. In support thereof, the following activities are
being undertaken:

e provide appropriate support to implementing agencies and LGUs to achieve
strategic project development and implementation goals maore rapidly;

¢ promote the BOT Program and the public-private partnership approach to
project implementation on a worldwide scale;

e facilitate the entry of project sponsors, developers and financiers; and

« provide training and technical assistance to implementing agencies and LGUs in
all phases of the project cycle,

LGU Training for BOT Application in the Environment Sector

The BOT Centre is in the process of conducting training seminars for the
LCUs nationwide in using the BOT scheme for environmental infrastructure
projects. The objectives of the seminar are;

e to initiate project development activities among agencies and LGUs toward
preparation and implementation of environmental infrastructure projects;

s to familiarize participants with the BOT project development cycle and relate it
to their own project plans;

e to review the legal framework and project approval process for environmental
infrastructure projects;

e to assist participants screen potential environmental infrastructure projects and
identify viable candidates for implementation; and

e to prepare action plans for continued development of environmental projects.

127 Departtuent of Fmance. Handbook on Dong BOT Business in the Philippines,
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The training sessions will be held in three phases: one for Luzon, one for
Visayas and one for Mindanao. Those for Luzon and Visayas have taken place, and
were participated in by national government agencies (23 and 11, respectively),
LGUs {24 and 19}, water district representatives {11 and 7} and other entities (3 and
4), the latter composed mostly of project persannel.'™”

The choice of participants is determined by the BOT Centre, whereby
priority is given to LGUs that are deemed capable of undertaking BOT projects with
minimal training needed. The criteria used were composed of the following:

e those coming from highly urbanized cities;

e those coming from capital towns;

e LGUs that expressed interest in undertaking projects for BOT funding; and

e LGUs that received unsolicited proposals from proponents from the private
sector.

The criteria used were based on the fact that BOT projects can become
successful only if the LGU has the capacity to pay for their counterpart in the
project. Moreover, beneficiaries/users of the project should afford to pay whatever
user fees and charges the BOT project will be collecting for the project to be self-
liquidating, On this basis, highly urbanized cities and capital towns were given
pricrity in the training.

A glaring weakness of the waining is in the total number of LGUs invited to
participate. The following table shows how minimal the impact of the training is
with respect to the total number of LGUs, most of which are in need of assistance
in capability-building:

Table 1. Total Number of Local Government Units Trained.

AREAINO. OF LGUS TOTALNO. OF LGUs™® TOTAL_NO. | % TRAINED
Province Gty . Municipal TOTAL |/ TRAINED :
LLIZON 38 29 743 &10 17 2.1%
WISAYAS 16 20 388 424 17 4.0%
MINDANAD 23 16 411 A50 MSA A

However, despite the result, there are plans of replicating the training. The
NEDA has expressed interest in undertaking this activity through its Regional
Offices (NROs). Since NROs work closely with their constituent LGUs through the
Regional Development Councils, coordination and credibility will not be a
problem and the NROs will be able 1o identify LGUs most in need of training.
Details of the training are still being worked out through an MOA between the
MEDA and the BOT Center, The target is for the training to commence in 1997,

12 BOT Centre. Dhrectory of Participants to the "Advaneed Management Program (AMT) In Environmental
Infrastructure.” June 1996,
128 NEDA-Regiond] Development Coordination Staffl



An overview of the environmental infragructure sector is provided. This
sector has been a growing concern of government because af improper and
inadequate handling of sewage, wastewater and solid waste over the vears.
Moreover, there is an increasing demand of potable water coupled with decreasing
supply. The socio-economic impacts of such problems are presented to the
participants so they can get an overall view of how environmental infrastructure
affects the lives of their constituents.

Meanwhile, these concerns have been devolved to LGUs, hence have
become the responsibility of government units. The problem is that not all LGUs
are equipped to meet the demands of their new respansibilities, In recommending
actions for LGUs, the lecture stresses the role of the private sector in providing
assistance to LGUs to meet environmental infrastructure demands. Sustainable
financing concepts are introduced, such as:

»  COstrecovery;

o affordability;

o willingness to pay; and
* privatization schemes.

Aside from providing an overview of the environmental infrastructure sector,
an orientation an the project development cycle is rendered. How the cycle comes
into place within the context of macroeconomic and sectoral planning, as well as
within fiscal and monetary planning, is discussed. It presents details on the pre-
investment, investment and post-investment phases of a project. More importantly,
the components of a feasibility study are outlined in the manual. This has been
pointed out as the major weakness of many LGUs, hence prablems of attracting
private financing as well as getting approval for ODA financing are often
encountered,

As the training continues, the participants are given a detailed presentation
of the BOT process, as well as the advantages of such a scheme. The BOT Law and
its components are explained. Other refevant laws, such as the Water Crisis Act and
ownership issues with respect to treatment facilities/water permits/water
distribution, are likewise presented in relation to the BOT Law to ensure
consistency and compliance with existing regulations.

In order for LGUs to properly plan for a project to be subjected to BOT

financing, the legal framework under the BOT Law, particularly the Approvals
process, is outlined as follows:
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Stage |1 Project |ID and preparation;

Stage |1: 1ICC™" approval of the list of priority projects, including the range of
allowable government support and the documents required:

Stage Ill:  Prequalification/bidding/award, including the documents required for
bidding; and

Stage IV:  Final clearances for contract award.

For unsolicited project proposals, additional steps are required for a project
to be considered for BOT financing.

The present BOT Law gives rise o policy issues on certain environmental
infrastructure that inhibit smooth implementation. For one thing, there are no
national technical standards and regulations for waste management, toxic waste
disposal, nor for recycling, Related to this, there is no authority mandated to set
these standards. Meanwhile, the lack of environmental structures has resulted in
higher collection and cleaning costs for the government. [n comparison, developing
countries spend 95% of their solid waste budget on collection and cleaning, while
developed countries allocate only 70% of theirs on such activities. These issues
need to be addressed by concermed agencies and policy-makers so the BOI
scheme can make a qualitative difference in providing gaps in environmental
infrastructure.

The training attempts to go beyond providing the proper framework for LGU
implementation of the BOT process. Participants are furnished with details on
relevant environmental sectors. As part of this, project profiles for the fallowing are
provided:

e solid waste;

e water storage, treatment and distribution;
« apublic market and shopping center;

« a government administration center; and
e post-harvest facilities.

These are projects that are most common among LGUs because of the
devolved responsibilities in the LGC. Each profile contains project description and
scope, condilions necessary for a successful bid, environmental and social impacts
and financial and economic analyses. A more detailed project evaluation model far
the latter criteria is provided in the manual,

Related to this, a computer-based model called Management Screens is
introduced to the participants. Essentially, the model provides a systematic
approach in selecting LGU projects that can be financed using the BOT process,
Evaluation of the proposed project’s viability iz based on weights and scores for the
following indicators:

B3 Imvesament Coordinating Comnuttes under the NEDA Board,
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addresses major LGU targets and goals;
lack of competing infrastructure;

3} high public support;

4) social and political impact; and

5] environmental impact.

Financial and Economic Internal Rates of Return (FIRR and EIRR) are
computed and assigned scores to determine market demand and viability. Other
indicators used are those considered important by the private sector so as to assess
whether the project can possibly find a BOT sponsor or proponent. Should the
projects garner low scores on the IRRs, various packaging techniques are suggested
to improve marketability of the project, such as provision of land develapment
rights or tax holidays for the proponent. On the other hand, if the project registers a
high IRR, the LGUs are encouraged to transfer some of the financial benefits back
to the public via reduction of assumed tolls and tariffs or charging land rentals 1o
the BOT company.

After the theoretical part of the madel is introduced, the participants are
given some project screening exercises to allow first-hand experience in handling
the model. The LGUs are encouraged to use projects that are actually proposed for
implementation in their respective areas for the conduct of the exercises. The BOT
Center personnel then evaluate results and provide suggestions on how LGUs can
further improve their proposals and packaging to make them more viable ror private
sector funding.

Because this is the first attempt to train LGU personnel on the BOT scheme,
evaluation of the success of the seminar can be done only after a significant amount
of time. The mast logical indicator would be the number of LGU priority projects
that would eventually be financed by the private sector to determine percentage of
the total number of priority projects and self-sustainability in the future. Monitoring
activities should therefore be considered in the regular functions of the BOT
Centre, or in a national government agency mandated with such functions.

Assessment of the BOT Process: Energy Sector

The BOT process in the Philippines has been implemented in quite a
number of infrastructure projects of the government. However, all these projects
fall within one sector: the energy sector. Hence, in conducting an assessment of the
success of providing a viable mechanism for public-private partnerships, i.e. the
BOT process, it will have to be conducted using power projects as its basis.
Nevertheless, lessons learned and experiences gained can still be applicable 1o
other sectors of the econamy.



Legal and Economic Environment

Immediately after, then, President Corazon Agquino stepped into power in
1986, the power sector was posing an imminent threat of a major crisis, based on
the calculations of energy demand and supply of the National Power Corporation
(NPC). The agency had been the main provider of the country’s electricity
requirements for the past two decades.' However, because of political and
economic crisis that gripped the country during the mid-80s and the mothballing of
the Bataan Nuclear Power Plant due to strong political opposition, it was foreseen
that the agency will nat be able to meet the increasing energy demand of the
country. Not only did they lack manpower and technical know-how, but equally
important was the insufficient funds for major power projects needed immediately
o averl energy crisis.

The imminent power crisis in 1987 gave the impetus for the drafting of the
Power Crisis Act which allowed the NPC to deal directly with the private sector in
procuring power projects consistent with the Power Development Program. The
Program, drafted by the NPC and approved by the DOE, essentially contains an
efficient portfolio of generation and demand-side resources which attempts to meet
{uture energy requirements through the coordinated addition of required generation
and transmission facilities, Hence, on 10 July 1987, President Aquino signed EQ
No. 215 entitled “Amending Presidential Decree No. 40 and Allowing the Private
Sector to Generate Electricity." PD 40 “places the responsibility of sefting up
transmussion line grids and the construction of associated generation facilities 1n Luzon,
Visayas, Mindange end the major islands of the country fo the National Power
Corporation (NPCL" E.Q. 215, on the other hand, allows the private sector to
construct and operate electric generating plants that fall into any of the following
types:

« cogeneration units: those that produce electric energy, thermal energy, or
energy used for industrial, commercial, heating or cooling purposes through
sequential use;

o plants with the intention to sell production ta the grids, consistent with the
development plans formulated by the NPC;

« plants intended primarily for internal use, which also plan to sell excess
production to the grids; and

e plants intending to sell directly or indirectly to end-users but are cutside the
NPC grids,

The Implementing Rules and Regulations (IRR} of E.O. 215 specify the
various responsibilities of agencies involved in the energy sector. The NPC is one
of the four agencies responsible for providing power all throughout the country, the
other three being the DOE, the National Electrification Administration (NEA) and
the Energy Repulatory Board (ERB). In particular, the NPC is responsible for

I NEDA. Philippines’ Private Power Program. Pasig City: 1996,
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formulating and implementing programs thal provide electricity throughout the
country’s power grids. In this regard, it may tap the private seclor to participate in
peneration and transmission projeds. The other agencies’ responsibilities are the
following: ™

« The DOE has overall jurisdiction in accrediting qualified Private Sector
Generating Facilities (PSGFs) which refer to any electric generating facility using
indigenous energy resources, renewable resgurce power production facility,
cogeneration facility, or any electric generating facility selling power 10 NPC
arids;

*  The NEA is in-charge of rural electric cooperatives, particularly the canstruction
and operation of power generation facilities for self-generation; and

» The ERB is concerned with the implementation of regulations concerning pawer
rates of investor-owned electric distribution utilities, electric cooperatives and
NPC,

Further to the £.Q. was the drafting of RA No. 6957 on July 1990, otherwise
known as the BOT Law; which was entitled "An Act Authorizing the Financing,
Construction, Operation and Maintenance of Infrastructure projects.” It contained
rules and guidelines governing the responsibility of both the government and the
private sectar in providing energy. This was later on amended and became RA
7718, which is what guides the present BOT schemes of government projects, not
only in the power sector, but in other government priority areas as well, such as
ports, airports, highways, railways, mass transit, telecommunications, sewerage,
solid waste, water supply, health facilities, tourism estates, markets, government
buildings and other tvpes of infrastructure facilities that are authorized by the
appropriate government agency

Even with the regulatory framework in place, the country stll had 10
undergo power outages daily for the next few vears, Particularly bad was the period
1990-1994, when even the major capital of the country was experiencing 8 10 10
hour brown-outs. Needless to say, productivity was greatly hampered and the
economic growth of the country slowed down to almost a standstill by the
beginning of the 90s, However, without initiating privatization schemes, it was
almost impossible for the government to solve the power crisis. The private sector
provided the much needed funds and expertise in putting up poawer projects
efficiently. For instance, the first BOT power project, the Hopewell plant in
Navotas, started the contract negotiations in May 1988. By January 1991, two and a
hall vears after, the plant had been set up and was providing energy for distribution
by the NPC. By 1995, rwenty-three new plants had been set up and power outages
were virtually eliminated. The projections are such that by 1998, all baseload
power plants will have been set up and power supply will be ahead of demand.

152 DOE. Energv Besulations Mo 1-95
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Costing Schemes

Twenty-three power plants set up to start operations from 1991 to 1994, all
were (inanced using the BOT scheme and its variants, such as the BOQO™, ROM'™
and ROL™. The Sual 1000 MW coal-fired thermal power plant is still under
construction and is scheduled o start operations in 1999, The total cost or all
twenty-four projects was US%4.466 B. Four more projects worth US$1.174 B are
lined up for bidding. Finally, from 1996 to 2005, ten projects are in the pipeline,
seven of which have a total cost of U531.961B.

The figures may initially be high. However, an innovation that justifies high-
cost projects was the concept of “avoided costs” by the NPC. Avoided costs are
defined as the least incremental cost that an electric utility, i.e. the NPC, wauid
incur towards meeting its anticipated power demand, if such utility does not buy
power from a PSCF. If the amount of the project falls below or is equal to the
avoided cost of the NPC, then the proponent is granted the authority to construct.
The computation of avoided costs is based on the following formula:™®

A C = PV of debt service payments + PV of O&M expenses + PV of Fuel Costs
PV of Energy Generation

where AC= Avoided Cost
PV = Present Value
O&M = Operation and Maintenance

Debt service payments are based on:

s required capital investment cost estimated by the NPC;

= construction schedules as estimated by the NPC;

+ financing structure based on existing commercial terms {e.g. EximBanks,
Eurobaonds, etc.); and

¢+ discount factor based on commercial interest reference rate and/or social
discount rate.

Fuel costs are based an impaort prices, while energy generation is based on
plant capacity.

Costs  of environmental mitigation measures  in compliance  with
environmental rules and regulations are likewise added on the NPC balance sheet.
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On the part of the proponent, costs are *levelized” to adjust for income
taxes, since NPC projects are tax-free, Furthermore, interest and exchange rate
adjustments are made, whereby two exchange rates are used: the commercial rate
and the 1CC-prescribed rate. Levelized costs convert vearly variable series of costs
into a single, constant, present-worth equivalent value."" When used lor power
plants, levelized costs allow a direct economic or tinancial comparison of one
generation unit versus another, In other wards, they allaw for a direct comparison
of the NPC and the project proponent’s costs.

Government Guarantees

The guick response of the private sector meant that there were sufficien
profits generated in the power sector to atract a significant number of biaders, An
expected consequence would be the sharp rise in power rates. However, inflation
was kept at a manageable level, because the profits realized were partly from
guarantees provided by the government. Cne of these was the assured minimum
amount of energy to be purchased by the NFC whether it would be distributed for
final consumption purposes, In other words, the private sector could sarely
calculate its sales from power plants withoul worrving about consumption
fluctuations. In the Hopewell example, the NPC guaranteed 1o purchase il
electricity generated by the plant regardless of consumption through the grids.
Other guarantees included the provision of plant site and access roads, payment or
all real estate taxes and assessments, rates and other charges with respect to the
site, provision of fuel and startup electricity through interconnection facilities with
MERALCO and the connection of power lines necessary for transmission of the
plant’s output.'*

Finally, maybe even mare importantly, the losses incurred by the economy
in general due to the decrease in productivity and production activities were more
than encugh to offset the relatively high costs the private sector was charging in
providing energy at a rate the government could not match. The political will of the
government in undertaking “fast-track” power projects despite higher shart term
financial costs proved crucial to the success of the program,

The total contribution of the invelvement of the private sector from 1997 1w
1995 was an additional generation capacity of more than 2000 MW, representing
21% ol the country’s tolal generation capacity. In addition, there was an increase of
1150 MW from ROM and ROL activities.

Presently, the government offers less guarantees to the private sector in
undertaking power generation projects, There is a ceiling set for payment of
Capacity Rates, whereby they should not exceed the senior debt {as defined in the
Agreement), but shall exclude equity and any and all amounts attributable to 4

197 Memoranduim to Guedo Delgadeo, Office of the President from Enmgue Cronsllan, NPC, 5 March | 996,
v NEDS, Philippines’ Preivate Power Prosvam, Fasig iy [996,
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reflinancing or restructuring of the project debt.' Put in another way, the private
sectar s now  expecled 1o bear more of the commercial risks invalved.
Furthermore, unsolicited project proposals will not be entitled to subsidies, equities
and guarantees, whether direct or indirect, Despite it, there is still a significan
number of bidders willing to undertake power generation projects to meet {ulure
energy demands. Hence, despite this new cap on guarantees, the private sector still
deems it profitable 1o participate in the power sector.

Energy Forecasts

With the targeted growth rates set for the Philippine economy, energy
demand will necessarily follow suit. Table 2 presents the schedule of energy
demand in the country for the mext 10 years. In determining energy demand,
forecasts of economic growth rates served as the main endogenaous variable,

Table 2. Energy Demand for the Period 1995-2005."

E!‘;ERGKSALEE'IP‘E.GWH B e *nFEﬁ.KDEMﬁNDTNhM?@W SR

‘Luzon ¥ |'Misayast | Mindanao | Phil. Luzon® | Visayas™ | Mindanao® |-Phil.

19896 244145 3482 ap3y | _,3332 4239 057 959 5855
1997 27331 1918 GG41 27800 4744 739 1130 6613 |
1998 | 31088 4406 7989 | 43463 | 5397 | 832 | 1359 75805

| 1992 | 35019 ROE2 9330 26411 6079 | 955 | 1587 8621

2000 34054 5794 10711 55309 6779 | 1080 1822 o8

20m 4311 6727 12102 61950 I 7484 | 1234 20549 107497

2002 S766 7516 1340 | 65792 B2o0 | 1405 2321 119492
2003 52623 1348 15339 76310 9135 | 1556 2610 13301
1004 568191 8995 17219 B4405 10102 | 1676 2930 14708 |
JO05 64383 9636 19294 93313 1T L 726 3283 16240 |

On the other hand, energy potential using different energy sources has been
determined, as shown in Table 3 below;

13 Memerandin signzd by Seo. Roberto S, de Ocampe, Department of Fmance, entitled “Guarantee of
Project agreements.”
WONPC, Power Develomnent Proeram, 19396-2005, Didanan, Quezon Cine: September 1985
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Table 3. Energy Potential in the Philippi 5.

. Mlnddmu EZ A o
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| " Mindanao B55
] 1] | 3000
| 3000
| 20098

From these schedules, the NPC has determined the needed generating
capacities, totalling to 12,828 for 1996-2005. From these, the NPC will have to
put up 7528 MW while MERALCO will need 3300 MW for their loads, To meel
these needs, the NPC has lined up power plant projects, all of which will be
financed under the BOT scheme.

Tahle 4. Power Plﬂnt llne-LJp

These projects will allow the NPC ta increase its total installed capacity in
the main grids from 10016 MW in 1995 to 20839 MW by 2005,

In terms of energy sources whose potentials have been identified, the
additional energy sourced from each type within the next ten years will consist of
the tollowing schedule:

1 NPC. Power Development Program, 1996-2005, Diliman, Quezon Citv: September 1995,
L2 NTC, Power Development Program, 1996-200%. Diliman, Quezon City: September 1995,
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Hydro: 2061 MW

«  Gegthermal: 940 MW
e Caal-Fired Thermal Plants: 2050 A\
e PMNatural Gas; 3000 MW

Aside from putting up more power plants, another majar feature of the
Power Development Program is the interconnection of the three island grids, i.e.
Luzon, Visayas and Mindanao grids. This will allow efficient sharing of energy
resources 1o maximize the capacities in each plant.

To meet the targets of the Power Development Program, the total amount of
invesiments will have to be within the range of PhP488 Billion, of which &4% will
have to be for power generation facilities, Clearly, the private sector still has a large
role in meeling the government‘s targets. In this regard, the government is currently
reviewing RA 7718 to further improve its relationship with the private sector. In
particular, there is an attempt ta get rid of identified bottlenecks and resolve
perennial sources of conflict, One such study being conducted is the possibility of
eventually privatizing power generatian facilities, i.e. greater reliance on the BOO
scheme.

Lessans [earned

There are a number of lessons learnad from the experiences of the power
sector with respect to the BOT scheme. Some af them are:

¢ A sound regulatory and lega) framework. With the passage of E.O. 215 and RA
7718, private enterprises were given the legal authority to undertake profitable,
at the same time necessary, projects otnerwise reserved for the government.'™

e FProjects are structured competitively. The private sector was allowed to make
profit, hence increasing the range of possibilities for project financing.™

« Partnership between the government and private sector. Both parties did not
have full puarantees for the success of the project, nor did one bear an unegqual
amount of risk over the other. Hence, diversification of risks among players
allowed them to be on equal footing, and both were able to meet their
respective objectives, '

« Political will. The government had to veer away from its traditional role of being
the sole provider of basic infrastructure and services. Because they recognized
the potential of the privale sector to participate in such activities, the
government was able 1o meet the demands of the public quickly, at the same
time, divert its meager resources 1o less profitable sectors, On the other hand,

W NEDA, Pmbppines” Povale Power Prosram. Pasig Gitv: 1296,
Hi WEDA, Phulppines” Prvate Power Progmam. Pasie Oty 1996,
145 NEDA. Phihippines” Privare Power Progmm. Fasig Qe 1956,




the private sector was able to earn profits while simultaneously underraking a
crucial rale of providing necessary services to the public,

As the BOT scheme has proven its success, the gavernment is locking into
the passibility of increasing the range of activities for its application. The ADB has
recognized the increasing use of the BOT process for future infrastructure projects
in the country,"™ In the transport sector, four major mass transit projects are
financed through the BOT scheme. Three of these involve the state-owned
Philippine National Construction Corparation.'” The water supply sector is another
example of a service that needs immediate investments, Problems are encountered
at the moment because the use of avoided costs has nat been institutionalized in
the sector.™ In this regard, the BOT Centre conducted training and numerous
consultations to improve proposals and models of project proponents, and enticed
the private sector to participate with the same intensity and wvigor as was
demanstrated in energy projects. Furthermare, there is still a need to improve the
capability to compute for user charges in this field. The private sector has not yet
developed appropriate and tested models that will ensure consumers’ willingness
o pay water supply charges at competitive rates. Again, the government can
provide specific financial incentives for the private sector to participate.

D. FRAMEWORK FOR NATIONAL GOVERNMENT ASSISTANCE IN FINANCING LOCAL
GOVERNMENT PROJECTS WITH SOCIAL/ENVIRONMENTAL QRJECTIVES

In recognition of the risks accompanying decentralization, the NEDA, with
the support of the WB, commissioned a study on *Financing Local Government
Projects with Social/Environmental Objectives.” It involved professors from the
University of the Philippines-School of Economics to come up with pelicy studies
and recommendations on how to address the problem of financing such projects,
The final output was a framewark that would guide governmaent units, both at the
local and national level, in undertaking programs that could be done on a joint
basis.

1. PRINCIPLES OF DEVOLUTION

The following principles of the Llocal Covernment Code are given
recognition in lhe framework:

« Accountability of elected officials. National agencies shall nat intervene in the
implementation of the project, except in cases of default. Nevertheless, they
shall develaop monitoring mechanisms to assess the performance of the LGU.

e ADB. Owrond Apadvtice Asia Paenfe Oudy el 11 June 1996,
P ADB. Owrond Anadyticn Asta Pacide Dady Brer 21 June 1336
P Bused on the milerview conducted with Ms. Tina Avila of the BOT Centre.

161



@

2.

Autonomy of local governments. The LGUs shall set their own priorities
independently. In turn, national agencies should not promise grant financing
specifically to serve their own preferences in investment proposals,

Consideration of local needs, resaurces and preferences. Public consultation
shall be given due accordance, specifically with communities directly affected
by the project.

PRINCIPLES OF NATIONAL GOVERNMENT ASSISTANCE

In addition to the abovementioned principles of devolution, the following

principles are further incorporated in the framework:

]

(W%}

NGOs in project mplementatmn.

LGUs have a closer feel of the people’s needs. Based on this, there is the
intention to allow for greater flexibility in the decision- mdlung of LGUs,
National agencies shall limit their selection criteria of target communities 1o
general pravisions only.

Community equity contributions and LGU counierpart are essential to the
quality of project outcomes. Involving LGUs in the costs would make them
more accountable in spending for the project. Not only will they consider
themselves as major stakeholders, but they can also serve as a gauge of how
much the LGU needs the project, as they will be forced to prioritize their
investments.

Cost recovery through user charges is encouraged: recurrent operation and
mainienance expenditures shall be given low priority for national government
grants. In line with the objectives of the LGC on resource maobilization, the
LGUs shall be encouraged to collect user fees for the operation and
maintenance of local public facilities. This further lessens the dependence of the
LGUs on the national government for projects that are aperated at a loss.

Implementing arrangements will promote inter-agency coordination. This aims
to prevent overlapping in target areas and beneficiaries.

Private sector participation should be elicited whenever feasible, The private
sector’s advantage in undertaking projects, particularly in terms of quality and
cost-efficiency, should be taken advantage of. Schemes such as competitive
hidding, BOT, franchising and volunteerism will be promoted to finance such
projects.
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7. The grantors’ objectives will be safeguarded. To ensure that the project i< in
line with the sector’s objectives, the national agency will continually monitor
the delivery and outcomes, undertake joint reviews of progress and provide
technical assistance during implementation. Grantors refer bath to sector/dine
agencies and oversight agencies, i.e. Dept. of Finance, Depl. of Budget and
Management and the NEDA,

3. INTERVENTION CRITERIA

The overarching goals of the MTPDP, i.e. sustainable development and
social development anchored on poverty alleviation, continue to be the guiding
principles for this particular framework. A set of criteria has been developed to
assess whether a project is feasible under this framewark or not, whereby (he
national government intervenes in the financing and management of national
programs that have been supposedly devolved:

« Equity. This is based on two factors: income class and ecanomic class, the latter
referring to economic indicators such as poverty incidence, The poorer the LGLU
fares in these two categories, the greater the need for intervention in allocation
of resources. The intervention is intended to be “transitory and limited 50 as not
to discourage sound fiscal management and prudent use of resources.”'™

» Externalities. This refers to spatial externalities, whereby non-residents of a
particular LG will be affected. The fact that residents other than those under
their purview will either benefit or incur costs due to the project might cause it
to be given a lower priority.

¢ Economies of Scale. A larger area served by a project might be implemented
more effectively if the costs were ta be shared by the LGUs jointly affected. A
national agency can facilitate this joint effort by intervention measures such as
promating such projects and bringing the affected LGUs together.

4. NATURE OF INTERVENTION

Grants provided to the LGUs: under this framework will have three
characteristics:

» Matching. Grants will be given to the LGUs on the condition that they provide
their appropriate share of the costs and preparation waork. The agency will
provide a smaller share of the cost if the project has revenue-raising possibilities
for the LGU. On the other hand, the agency will shoulder a bigger cost if the

132 NEDA-Public Investrient St Policy Tramework for MNational Government Assistance foe the Fananeing

163



LGU is of a relatively lower economic class, whereby the investment needs are
higher relative to their local resources,

Specific. This refers to the authorized expenditures of the national agency. The
project should be in line therewith.

Close-ended. Grants of this nature shall be temporary and limited.

Note that project proposals that do not specify the above criteria shall be

subjected to the usual ICC procedure on LGU access to ODA loan funds. In
particular, they could avail of loans sourced either from the Municipal
Development Fund or from a government financial institution under relending
terms determined by their respective policy-making bodies.

5. PROCEDURE

Xu

The following steps shall be followed in getting approval for projects:

Formulation of a proposal in the context of a sector program. The national
agency will initiate the formulation of a co-financing program. This will be
based on its sectoral plan, including sectoral targets at the national and regional
levels. The sectoral plan in turn is based on the Social Reform Agenda and the
Philippine Agenda 21. Under this, it is emphasized that it is the “responsibility of
nattonal agencies as proponents to do the usual steps in program development.” 150

Board through the ICC. This is the wsual procedure for any proposal that
requires QDA financing. The NEDA will ensure that the project is cansistent
with devolution objectives. It will also determine budgetary provision and funds
flow mechanism. Finally, it will decide on the form and level of support from
the national government for the devolved activities, The cost-sharing formula
proposed by the national agency shall be used as a basis,

Program mobilization. The national government is to “assume the responstbility
for financing and securing the necded budgetary appropriations.”151 A project
management office (PMO) shall be set up in the central agency which will
undertake promotional activities 1o inform the LGUs of such a program. The
PMO can perform other functions such as accrediting the LGUs, monitoring of
project and providing technical assistance to the LCUs, An intermediary body
at the regional level shall likewise be set up for conducting some of the national
agency's activities, such as project selection and monitoring.

Project identification and planning. The LGUs will be piven the autonomy to
identify local projects and program activities in their local socio-economic

L5E Tid.
151 Thid
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development plans and land use plans. Meanwhile, the naticnal agency does
promotional activities on social/fenvironmental projects that can be subjected o
this framewark.

5. LGU project approval process. The central agency will set a maximum
allocation tor eacn region that will allow them to meet sectoral targers
addressed by the program. Further subdivision of this allocation can be done by
a regional body, i.e. the RDC. It can further act as technical oversight to “make
sure Hhat performance standards are well understood at the fleld.”"152 It further stares
that “lo the extent possible, programs should elictt proposals from the LGUSs ratiwr
than PMO field nnits doing them for LGUs. 15

6, Project Implementation. This will be the responsibility of the LGU. Monitoring
will be done by the regional body identified, such as the RDC, or by the bodv
created by the RDC for this purpose.

6. POLICY IMPLICATIONS OF THE FRAMEWORK

The framework attempts to address two issues that demand urgent attention:
the need for the government to undertake social and envirenmental programs at the
local level, and the concern for the lack of technical capability of the LGUs to
undertake them. While the sectoral functions have been devolved to the LGUs,
national government agencies still see the need to intervene. For one thing, the
LGUs lack experience and skill in undertaking the devalved functions and
performing efficiently at this point in time. From the start of the devolution process
in 1991 until now, resource mobilization has hampered the LGUs from performing
effectively. On the other hand, these programs cannot wait for the LGUSs to learn
from their experiences before they take them an, simply because of the urgency of
problems these programs address.

It is recognized that this framewaork serves only those programs that meet the
criteria of the framework, i.e. those that contribute to equitable distribution of
linances among the LGUs, those that contain externalities and those that can ke
subjected to economies of scale. The objectives and rationale are laudable, and
indeed reflect the gaps in the regular provision of services by the LCUs. Most
commendable is the encouragement of user charges for cost recovery, a process
that ensures sustainability of the program. Hopefully, this criteria will be a major
ractor in choosing programs to be implemented.

It claims to subscribe to the tenets of the LGC by stating principles such as
accountability of local officials, autonomy of local governments and consideration

52 Tnd,
183 ”'-“d.
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of local needs, resources and preierences, However, 1hese principles seem to be
secondary 1o intervention if the proposed procedure were o be 1ollowed in detail,

From the wery start of program dentificatan,  the  principles of
decentralization are not clearly taken into account. If one were to be true 1o
decentralization, the formulation of the proposal waould primarily be based on [ GU
project proposals which, presumably, would refiect the neeos and conditions of the
lacality. The rale of the national agency would focus on checking 1or overlaps and
providing venue for joint efforts of LGUs whose individual projects affect commaon
communities andf/or geographical areas,

It the LGUs do not identify these programs as their ariority, but there 1w an
immediale need for them to do so, then maybe the national agency can underiake
sromotional activit 2s. This is especially relevant 1o environmental projects, such as
watershed develogpment or sewerage svstems because the catchment arez usually

extends bevond the boundaries of one LGU. Experience na: shown tha! because of
Iurge catchment arees, the LGUs tend not to prioritize these projects. |n this case,
national governmer: intervention is in orger, Otherwise. the LGUs might find it
presumptuous of the agency to be marketing & neat proposz’ to them without prior
cansultation with their development plans. As it is right now, the reverse process is
being proposed, whereby after the agency nas formulatec the program proposal,
then gives it to the LGUs for them tc match their proiects with the agency's
program.

The c‘::mtraciirtitm here is that the 1ZC expects the LGUs 10 iaentirv “iocal
nroaiets and prograns activifies wiliun ther priorthies anc toza plans,” In otner woras,
It I8 presumec tna! the implementing d:‘.l'mne.c are aireaay conmiainec in loga
dozuments and a'e to be maiched with tne program oroposal initiatec v the
national agencvy. THis progran proposa. is based on tn: apenov's sectoral pian,
Hence, from the very starl, national agancig: coule nave used local aevelopment
and land use plans as their primary c’a it ceveloping program proposals. Mare
imuoortantly perkiaps, it would be necessary Tor these programs 1o be identified as
prarities of the LCUs 10 be supportive o tne programs especially since they are
expected to shouder 530% oi the cosis. bt would be very difficull to gel their
support otherwise,

Finallv, the formulatior of another oversigh: poav at the regional level is
oreposed, |1 shouid probably be ensurec tnat the function: of this body woulé not
overfap with the monitaring runctions o the nationa agency, and that no
accitioral lavers within the bureaucracy are created, Oinerwise, this deleats the
rurpose of the LGC which is 1o promote efiiciency by oeleting unnecessary staps
for implemeniatior of local governmen: arojects.

Tot



IV.Case Studies in Implementing Sustainable Financing
Mechanisms for Marine Polluticn Prevention and Management

in recognition of the growing impartancz of enviranmental management
concerns in all aspects of the government, the DENR has embarked on three major
projects that are aimed to incorporate such jssues in the functions of almost all
implementing agencies, including the LGU's. Furthermore, the private sector and
the NCGOs have served as major partners in the conduct of most of these programs.
rovided herewith is a summary of these projecs.

A. NATIONAL GOVERNMENT

1. METROPOLITAN ENVIRONMENTAL IMPROVEMENT PROJECT (MEIP)

The MEIP is a UNDP-unded project administered by the WB which
primarily aims to assist pilot urban centers 1n Asia in addressing and eventually
reversing the degradation of their environments.'™ Coverage of the program
includes Beijing, Bombay, Colombo, Jakarta, Manila and Katmandu, Six areas of
work have been identified;

1. deveiopment of a Regional Environmental Management Strategy (EMS) 1o
provide a framework to guide government institutions, private sector agencies,
NGOs and communities in planning activities to address urban environmental
problems;

2. enhancement of coordination and collaboration between: (i) environmental
protection institutions and (i) economic policy planners and sectaral agencies;

3. identification and feasibility study preparation of high-pricrity investment
projects for the impravement of urban environmental management;

4, establishment andfor  strengthening of metrapelis-wide netwarks, linking
government efforts in urban environmental management with the injtiatives of
the private sector, MGOs and low incame communities;

5. provision of technical assistance to communities, as well as to private
enterprises, in the identification, planning and implementation of local projects
to improve waste and resource management; and

6. facilitation of information exchange within and among the MEIP pilot cities.

In Manila, the DENR is the lead imolementing agency of the MEIP. Five
cities and twelve municipalities in Metra Manila and portions of Laguna, Cavite
and Bulacan are the pilot areas for the project. Major projects of the MEIP-Manila
include:

i SALLP, The Lebsan fnvinzmment, Vol 1Mo, 1, fune 1094,



a) Urban Air Quality Management Strategy in Asia (URBAIR})

An action plan has heen prepared 1o address air pollution problems,
whereby implementation will be carried out by government agencies, the
private sector and NGOs,

The components of the action plan include:

o improved fuel quality;

o fuel switch to less pollutive;

s air quality monitoring;

e traffic management;

¢ transport demand management;

s inventory/dispersion modelling;

s technology improvement;

e institutional and regulatory framework to enforce rules and regulations
refated to air pollution;

« land use planning;

e awareness raising/training; and

« further studies.

Fach component is translated inte a number of activities to be undertaken by
relevant agencies, The milestones identifiad in the plan are:

« approval of the action plan bv the PCSD;

« introduction of unleaded gasoline ir: all cities nationwide in 1993;

= decrease of sulphur content to 0.5% in diesel in 1996;

e jdentification of iead substitute for “lubricity”;

« all tested vehicles pass emissions test;

« decrease in the blooc lead level from 1993 levels in vendors, peiicemen and
street children;

e reduction of the Hartridge Smoke Level from 66 to 50;

e passage of the Clear Air Act in Congress; and

e TSP reduction by 30% from 1993 ievels while aiming ror 180 by 1995,

b} Industrial Efficiency and Pollution Control (IEPC) Project

The IEPC Project 1s compased o 2 study on the use of common wastewater
treatment facilities; the development of & pollution charge syvstem 1o reduce
contribution of industrial firms to the depradation of the Merro Manila
environment; preparation of a training and information, education and
communication plan; a study on the “Economics of Pollution Contral Options
in the Cavite Industrial Area”; and finally, application of waste
minimization/clean technolagy for industries. An investment program is also
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being prepared to finance investments of private industry in environment-
related projects.

b 1) Commaon Industrial Wastewater Treatment Facilities (CTF)

The objectives of this program are:

e to identify 5-10 cost-effective CTF schemes which will achieve lower units of
cost of wastewater treatment than if undertaken individually and subsequently
develop 2-4 of these schemes to the stage of preliminary engineering and
appraisal; and

« to prepare pollution reduction action plans for 8-10 individual enterprises and
2-4 CTFs suitable for permit approval by DENR or LLDA,

In particular, the following outputs are expected fram the study:

e aregulatory framework for THW management:

e waste producers’ awareness of THW and opnians for dealing with them (on-
site storage, collection, transport, treatment and disposal);

s a feasibility study for the establishment of individual and collective racilities
for dealing safely with THW; and

e recommendations for the reduction of THW arising at the source.

Phase | of the project covered:

e site selection;

» data collection and analvsis to determine the number and type of participating
industries based on techno-economic considerations;

e systems alternatives for in-plant control, pre-treatment, collection  and
conveyance system, treatment plan, ultimate dispaosal, cost  estimate,
environmental impact and system selectian; and

= institutional aspects, such as alternative maodels of ownership and
management.

In assessing the present situation in Metro Manila with respect to THW
management, the study reveals that there is no comprehensive plan for effectively
managing THW. In effect, there are no identified current and future needs for
THW facilities, including appropriate means of dealing with specific waste
streams.'™

Disposal schemes in the country resulted in adverse impacts an the
environment, A survey done by the study enumerated the most common schemes
practised by industries:

125 Entee Furepe Lid. . Toxie and Hazardouws Waste Management Project. Metre Mamls: January 1996,
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discharge 1o rivers, watercourse and the sea of liquid/fsludge THW, either
directly from the production site or indirectly using road tankers;

oifshore marine disposal of THW, in direct violation of existing legislation and
international obligations;

infroduction of THW into the municipal waste sweam, resulting in its disposal
at faciliries licensed only for municipal solid waste (MSW);

domestic waste facilities such as septic tanks, often with major implications not
only for the operation of the septic tank but also for the collection and disposal
of resulting sludge;

disposal at “closed” dump sites in and around Metro Manila:
[ [ ;

burial at other sites controlled by generators, ar simply at some other
convenient location that is uncontrolled and unlicensed for waste dumping;

above-ground dumping, causing uncontrolled runoff and/or air dispersion; and

disposal to a transport operator, without regard 1o what happens to the waste
once it leaves the generator’s site |

Nevertheless, there were some positive experiences cited by the study;
the Bayer incinerator at Canlubang;
Integrated Waste Management Inc. Incinerator at Calamba;
Export of Erthco, a US-based company, for overseas disposal;

Increased use of on-site treatment for agueous liquid wastes, although this is
focused on high BOD wastes which, other than the BOD loading, do not pose
major health and environmental threats;

Recovery of wastes that have potential value; and

Stockpiling of THW by generators, hoping for the availability of proper
disposal facilities in the future.

Findings of the study revealed the following:

The quantity of THW is much greater than what was previousiv estimated, with
data collection showing 200,000 MT of THW produced each vear in NCR,
Region Il and Region IV alone.

Waste minimization, including reuse, recovery and recvcling is a viable option,
but does not completely eliminate THW, implving the need for specialized
rreatment and disposal in order {o avoid adverse impacts on the environment,
on public health and on the economy,



Varied THW requires varied treatment and disposal methods, Some cases
required individual treatment procedures at the source, while some can he
treated with CTTs.

CTFs can be operated as private enterprises, with THW generators paying fees
for the treatment and disposal of their wastes. However, due to the large initial
investment required, effective enforcement of laws, rules and regulations with
respect to treatment handling, transport and disposal is necessary before private
investors become willing (o establish CTFs, This indicates the need for a strict
regulatory framework provided by the government.

Conclusions of the Study

The IEPC has come up with the following conclusions relative 10 THW

management:

THW is a growing threal 1o Metro Manila, potentially harming not only human
health but water supplies, fisheries, tourism and even industry itself;

There are clear indications of large quantities of a wide range of THW that are
disposed of impraoperly, although there are no quantifying methods emploved
yeu

Despite problems caused by improper disposal, priority should still be giver to
minimization of producing THW at the source;

“There will be some scope for managing some forms of THW effectively either on site
or in collective facilities designed to handle a particular waste stream produced by
several sites in the same geograpliical aren”;

L

A central freatment, storage and disposal (TSD) facility is recuired 1o deal
effectively with a wide range of different wastes, including the mare intractable
forms of THW;

The TSD facility can be funded through the BOT scheme, not only to access
private funds but to tap overseas experience and technology as well; and

Given the long lead time for any new TSD facility, short-term options must be
pursued, e.g. in storage, 10 help reduce the existing adverse environmental
impacts of THW,

Meanwhile, Phase Il involves the preparation of detailed feasibility studies for

selected industries, Training programs for industrial units and CTF operators were
recommended and are being undertaken. At the moment, studies are being
prepared for each industrial subsector/area and firm involved in the sample.



Other related efforts in minimizing THW are the following;'*®
« work on the implementation of RA 6369 by IEMP;

« identifying potential CTFs serving specific industrial sectors and establishing
on-site treatment at larger individual enterprises; and

« the Pasig River Rehabilitation Project, which is focused on reducing discharges
of harmful effluents by industry, including PMAs of individual companies,

b2) Traininz and informatien, Education and Communication (IEC) for Industrial
Erficiency and Poflution Cantrol (1EPC)

This part of the study on pollution control has the following objectives:

e Provide a forum for the different institutions, i.e. government, incustries,
NGOs, communities, academic institutions, etc., to exchange perspectives
and assessments of needs in urban environmental management;

o Establish a coordinating unit, i.e. a Clearinghouse, to track the :nformation
and manpower needs of all concerned and mediate the supply and cemanc
for these needs; and

e Prepara a series of targeted training and IEC initiatives.

The main outputs of the study are:

e Training and HRD Action Plan for the first five years of operation of rthe
Clearinghouse;

o Assessment of the feasibility of establishing a Clearinghouse Secretariat within
one of the institutions in the sector: and

¢ Detailed plan to manage the operations of a training and HRD Fund placed
under the supervision of the Clearinghouse Board.

The five-vear Human Resources Development (HRD) and IEC Plan far [EPC
has been developed, It identifies training and human resource development needs
in the industrial pollution contrel sector. Moreaver, it envisions sustainable
development of world-competitive industries on the basis of a well-infermea
workfarce highly trained in the areas of industrial efficiency and pollution contrel.
It further recognizes that such a workforce can consistently operationalize and
imprave technologies, such as waste minimization and pollution reduction/
prevention, which will ensure sustainability of industrial development in the
country.

5 Ftec Europe Lid



Tne Clearinghouse shail oe integrated nto the regular funcricns of the EMB,

As part af a studv on the “Improvement of the Quality of Industrial Erfluent
Cata in the Philippines,” a Standard Reference Manual ior industry level Pollution
Cantrol Otficers (PCOs) was formuiated 0 guide PCOs in preparing self-
manitaring reports to be submitted o the BENR and LLODA. The main abjective is
to improve the gquality of effluent data from indusirial plants, as well as standardize
the rorms for firms in self-reporting of effluent data and make a report providing an
assessment of the present state of effluent monitoring in Metro Manila, The
Manual was presented in a workshop on industrial effluent sampling held last year
rer PCCs of industries located at the NCR, At presant, the DENR is drafting the
necessary order for the use of the approved Reporting Form in the quarlerly self-
monitoring reparts which industrial firms are required to prepare,

Worssnops have been conducted in pursuit of the objectives of this project
A Taining needs assessment survey of various sectors involved in pollution control
was  undertaken, the findings of which were presented in a waorkshaop.
Furthermore, nstitutional aspects of the Clearinghouse were discussed in a
separate ‘workshop, the outpur of which consisted of a swstem of tracking
ntormation and manpower needs of all concerned which will mediate the supply
and demand ror these neads.

Efforts in rehahbilitating Laguna Lake include workshops held for 416
accredited PCOs of companias within the NCR. Lectures on the latest rules,
regulations and other requirements of the DENR and LLDA were delivered,
emphasizing EiAs and the adjudication of pollution cases. Technical assistance
programs on waste minimization/clean lechnologies, industrial pollution
database, industrial waste exchange program, PMAs, environmental training,
technology services and equipment were also presented for the information of
the participants. Corollary to this was the updating of information on the firms’
industrial pollution management for the database of the DENR, EMB, LLDA and
River Rehabilitation Secretariat (RRS).

Meanwhile, Philippine representatives to foreign workshops have likewise
presented papers on improving poilution control and abatement. Examples of
these are the papers presented by Prof, Manny Gaspay of the Asian Institute of
Management on “Decision-Making Processes for Sustainable Development in
the Philippines: The Handling of Quantitative and Qualitative lssues”, and Ms.
Behet Gozun of the MEIP an “The Economic Valuation of the Impacts of
Pallution in Laguna Lake.”™

157 Both papers woere presented at the workshop entitled “Human Resources for Sustainable Development™
beld w Besbane, Australia on 30 Jamwwy - 1 February 1995, The worlshop was argaaed by the Ana
Facific Econonue Conneil - Human Resources Development and Business Manogement Netwark, and was
parhcipated in by representatives from s Astan counteies, Australia nd Canada,
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b3} Feonomic Incentives to Promote Water Palfution Prevention and Abatement

This study aims to look into the feasibiliny of establishing a pollution charge
systern in the country, The activines involved include:

e Assessment of the legal alternatives to imposing water charge;

« Review of the technical aspects of existing regulations and preparation of a
detailed proposal tor updating and suggesting complementary efforts;

e Assessment of the unit values for the water charge; and

« Development of an Action Plan for the implementation of the proposed water
charge system,

The study came up with three recommended pollution charge models based
on studies conducted on the environmenta: cenditions af and industrial discharges
into Laguna de Bay:

e Ratie Madel This includes the setting of a revenue targel, as well as charging a
fixed and variable fee for all industries discharging wastewater. The fixad fee is
set at a level necessary to meet the revenue targe: regardiess of concentration
and load. The wvariable fee is calculated by multiplying the dischargers’
compliance ratio, computed as actual concentration divided by the standard,
by a base fee.

e Varance Moadel Thic ic similar to the ratio model, excent that the variable fee
is caiculated by multiplving dischargers’ annual BOD loading in excess of the
amount allowed under & concentratior standarc by a unit charge expressed in
PhP per kg of BOD.

e  Marginal Compliance Cost Model. The objective of this is 1o create a strong
incentive for industries ¢ comply witn effluent standards. Ne fixed fee is
astablished and revenue generation 15 not an objective. The charge is
calculated by multiplving the annua. BOD loading in excess of the amount
allowed by the standards by & unit charge, expressed as PhP per kg, and set at
a level greater than the firm's BOD unit removal cost.

b4} Fconomics of Pollution Control Options in the Cavite Industrial Area

Guidelines far environmental protection and industrial pollution control in
Cavite are being farmulated in response 1o the request frons the RTD of Region IV.
The Technica! Working Group Tor tne activity is composed o representatives from
the government, NCO community and industrv. Mareover, lessons learned from
LLDA experience are being incorporaled  through representatives from LLDA
Autharite sitting i the TW3E,

Asiae from the guidelings. & tuli-plown stugy on the economics of various
pollution contro! options 1= being undertaken. This i= composed o7 three phases;



+« Coilecion, review and  anaivsis of 2swsting  miformatan to identify  a
representative  cross-section of ingustrial activity in the project area, to
determine and assess 2xjsting and poterta 2ovirenmental problems associated
with ‘hese industries  and to avaiuate e cechnical and financial aspects af
existing pollution contral systems,

« |denniication of cost-beneficial and ‘mpiementable pollution control options
availabie ro specific industries identitied. CTFs and pollution prevention
concents form part of the options,  Research and methodologies used will be
documented to enable replication af the swdy in other parts of the country,

« Project implementation which will begin with a workshop to discuss the
findings and recommendations of the studv team. The expected outpul
consisis af individual firms having the aecessary technical and financial
irrormation to make “wiser” ecisicns an meir respective pollution control

JETEMms.

b3) Waste Minimization/Clean Technoloey for industries

This oroject assists private industrial sirms o reduce waste by identifving
clean technologies available in the market and conducting actual plant audits
{called PMAsH to determine specific WaviCT needs of audited firms, Coverage
af the project includes:

e twenty-five actual plant assessments whica carry out environmental audits of
plant production processes;

e workshops among participants rom industry. 2overnment and consultants to
discuss the WM/CT process that was conducted for a particular sector, as
well as the findings and recammendations; and

techrology-matching to facilitate exposure visits to waste minimization and
clean technology in the US to assess apoplicability and cost effectiveness aof
such sechnology in the Philippines,

The industrial sectors covered are:

« food processing,

« slaughterhouses/piggeries;
* beverage production;

e chemicals:

s electreplating; and

= fannerias,

The chaoice of industry was based on arganic pollution and THW emitted.
Industry associations provided assistance in identifying volunteer firms. Training
waorkshops  for each industry tvpe were conducted by the  associations

w
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themselves. Trips to the US w gather information and technalogy on PMA
process were sponsorec by its members

Prads were conducted tor the Bewerage and Tannery industries, with two
companies from the tormer ang three participants from the latter volunteering
far the appraisal Tne process consisted of 2 walk-through of the facilities,
Lthereby adentitying opportunities [o: waste minimization, poliution prevention,
cieaner technology and pollutton control. In addition, two separate waorkshops
were conducted for the respective industry associations of the aforementioned
seciors to share PMA experiences, whicn resulied in the replication of PMA
process by ather firms in tne same industry.

A unique fzature of the MEIP PR is the inclusion of a DENR representative
ir the process. Industries are usualiv wary of revealing production processes to
government 1o” fear of being penalized for violating government regulations,
saome of whick they mav not be aware of However, the MEIP was able 10 work
oui an arrangement tha: tne information acquired during audits will not be used
azainst them, ™

Results proved the success of the project. For instance, the Philippine
Eiectranlaters’ Association {(PEA) developed & waste minimization program for
it 40 members, Otney vawnteer firms reported substantial savings after
implementing the recommencations from PhMAs. Likewise, industry associations
involvec experiencec & growir in their membership, paving the way for waste
minimization schemes 1 be imolementec by more firms,

Mnar worl:isnoos inzluge those o cnamical and dairy and food processing
nausty sunsectars whizn totuser or discussions on the process of conducting
enVITONMEnia assessmeants o jgentin ophions for waste minimization, pollution
grevention ci€aner techneiags and ooliutior coniral for these industries.

Ecaonomic incentive: wil pe impizmenied 1o reguce pallution once the draft
Ervironmenta Coe (¢ passec 1o Congress, (n particular, pollution charges shall
be |avies ar poliuters, the amoun: o which depends on the level of paliution
emitted and disposed of. £ 128t case = the LLDA whose Charter allows the
agenoy o ampose pollunar crarges or polluters of the lake. The teec callected
will b maintainec by LLD< to be uses ror maintenance activities of the lake, as
wall av 1or manitoring, nfrast-ucture ang otner relevan: programs of the agency.

I b weltno imnroving infustria. periormancs in minimizing pollunon, a
rating svsten wil be asveloper 100 industries The abjective is 1or industries to
comupiy wite pollher daws ano creats ne dimospnere 1or them e be eligible
o0 IR0 4 nor-goveramien: agensy wilo implement the pragram, anc

twenne (20 inoustt assoianons wil b tappes initially The DENE has draften

aiezon i 195,

SR oo lowntonmeonta Acuor oz herns daenus doosl: of Comnmittinr oovermpon: DENE,




c)

an MOA containing the implementing measures far the program te be signed by
the President. Public disclosure of generated waste shall be required of
polluters, and colors will be assigned to indusiries, depending on their category,
Far instance, black will be assigned to industries that pollute the mast, while
green will be for those that implement waste minimization schemeas but are still
polluting nonetheless. Incentives for industries that are able to eliminate all
waste are still being worked out.

Community Participation and Advocacy for Ecological Waste Management in
Three Barangays and One Public Market in Metro Manila

Community participation, ar community governance, is seen as a long term
viable solution to solving solid waste management problems at the micro level,
For one thing, solid waste management has been devclved to the LGUs.
Disposal problems have grown over the years and flaoding and health diseases
are now being attributed to lack of proper facilities and technolagy in managing
solid waste. However, funds for such projects are still wanting and the LCUs
have vet to develop their capabilities in raising their own financing for the
newly devalved functions. Allocations trom national coffers are not enough to
caver for their funding needs. Given these, the MEIP introduced ecological
waste management initially to a tew communities and tested the viability of
such a technigue. The technology implemented has very low costs involved,
The whole community participates in  the process, thereby ensuring
commitment of the stakeholders themselves in making the project wark,

The Paco Public Market and three barangays in its vicinity have undertaken
a community-based and community-led solid waste management project. The
private sector has participated in this activity through PRC-Unilever which
provided the research and data gathering for the implementation of a waste
management scheme, Vendars and haulers in the public market had organized
themselves into cooperatives for easy mobilization, Composting of waste was
the selected option for waste management, and in the process, four tons or
40% of the total waste in the area were processed daily, which was equivalent.
Selected participatory  technigues in  community governance of their
environment have been tested and documented for possible replication in other
communities. Other areas in the country that have implemented similar
schemes are Naga and Davao, A comprehensive evaluation of the successes
and failures of these projects shall be undertaken by DENR by the end of 1996,

In a speech™ by Ms. Bebet Gozun™ an Community Governance in Urban
Environmental Management, the factors for success of community-based
projects, based an the lessons learned by the MEIP, were outlined:

nAy

L5

Speech debvered ot the Waorld Bank’s Second Annual Conterence on Emvircnmentally Sustamable

Development held at the National Academy of Sciences, Washington DO, USac on [2-21 Seplemler 10494,
160 s, Gozun is the National Programme Coordinatar of METTAEPS -Mantla

-
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o  The community must understand the problem and must be willing to act.
Awareness of the problem which directly affects them, as well as the
realization that something must be done, will eventually convince the
community that they themselves can do something to solve it. Planning and
organizing must be undertaken by the citizens themselves.

« A champion is needed. A strong leader always emerges from within a
community, one who will generate and sustain interest in the project, The
leader is usually capable of pushing and guiding the community to
contribute to the project’s success and sustainability.

e Individual members of the community must have a sense of ownership of the
project itself because they are the primary stakeholders,

« No community can survive without outside support. Access to technologies
which are available from government, NGOs, the private sector and foreign-
assisted projects should be tapped. Furthermore, projects, especially during
the start-up stage, need technical, financial and logistical support from
outside sources. In this regard, communities shaould establish linkages with
the LGUs, NGOs and other relevant organizations to ensure the success of
their programs.

« Projects must be doable, Initial projects must not be too ambitious in order to
increase the chance of success. The benefits therefrom must be tangible so as
1o encourage the community to undertake more projects using the same
approach.

In order to eventually lower the rate of tolal urban environmental
degradation, the MEIP intends to replicate its success stories nationwide in the
near future, & model ordinance on waste management for the LGUs to
implement waste minimization schemes has been drafted by the MEIP project
and propagated for the LGUs nationwide to adopt. Part of the financing
schemes indicated in the ordinance involves collection of garbage fees, the
amount of which depends on the volume of waste generated by the household.
The DENR targets establishing at least one Ecological Waste Management
Praject in each province by the end of 1996 and in all the LGUs by the end of
1997, It has trained 300 information officers to go around the country and
introduce the concept of community-based solid waste management to local
governments and communities.'®

To be able to access initial funding for a comprehensive waste management
program and waste minimization schemes, the DENR plans to schedule a forum
involving the DBP and LBP, whereby the finance institutions will outline the
various windows available to the LGUSs, as well as to the private sector, that
can be used for funding of such projects.

wWEOMEF,  Local Environmental Acton in Metro Mamla:  Models of Communuty Governance,  DENE,
Qcon ity 1996,
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d) Valuation of Economic Impacts of Environmental Degradation in Laguna Lake

e}

The economic impacts of deterioration of the water quality of Laguna Lake
have been valued in terms of the effects on fish praduction on its potential as a
source of drinking water for Metro Manila and on the health of the people
residing along the lake's shores. The study was used in the preparation of the
Master Plan for Mount Makiling and Laguna Lake.

Public Sanitailion Facilities {PSFs)

P5Fs have been established in selected areas in Metro Manila which do not
have access to sanitation facilities and patable water. Assisted by the WB, the
government funded the construction andfor rehabilitation of 41 PSFs from
1980-1987, composed mostly of toilets, bathraoms, public standpipes, laundry
areas and septic tanks in highly congested and depressed areas of the city. The
MMDA operated the facilities at the onset, then passed on the management
including the collection of user charges and payment of maintenance personnel,
water and electricity dues to local community user groups called Barangay
Sanitation Facilities Associations (BSFAs) or Barangay Councils (BCs),

In 1992, the MEIP commissioned a study to conduct an evaluation survey
and study the current conditions of PSFs and to recommend actions concerning
the PSF program. Out of 41 PSFs, 23 remained operational but needed varving
degrees of rehabilitation. The Program decided to assist by atempting to
mobilize the community to address its need for water and sanitation facilities.
The objectives of this project were:

e 1o assist PSF user group and barangay and municipal officials in assessing

PSFs and in designing action plans pertaining to the PSFs; and

e 10 draw out mechanisms from case experiences which can be adopted by

other PSFs.

Community participation was mobilized during all stages of the project,
from data gathering and analysis, to the design of rehabilitation plan, to actual
rehabilitation of the facilities. Dialogues with residents were conducted
regularly and cross-facility visits were undertaken to exchange information on
the various experiences of the different P5Fs.

Lessons learned from the project were:

« Since these are highly congested areas which have no direct access to
potable water and sanitation facilities, and the urban poor cannot afford the
installation of individual and comman facilities, PSFs are still apprapriate {or
urban poor settlements,

« Participatory research is imperative in the entire life of the Project.



s The community is capable of communite-action  planning  and
implementation, and can contribute toward the sustainable management of
community-based projects.

» Linkages with LGUs and NGOs are necessary for auxiliary services and
technical support 1o PSFs,

fi Youth Ecology Camp

The Camp is a one week live-in workshop far high school student leaders
and teachers. The main objectives are:

s 1o heighten awareness among the youth on issues concerning local, national
and international environments;

+ o cultivate a deeper understanding of the need for a renewed people/earth
partnership; and

* lo organize a Clobal and National Youth Environmental Network to plan and
facilitate specific projects and activities addressing particular environmental
problems,

The Brown Fund

In order to preserve and replicate the successes of the MEIP, a Brown
Environmental Management Fund, or Brown Fund, has been established on
September 1995 through a grant from the Institutional Development Fund (1DF) of
the WB to the DENR. The fund aims to develap a viable and sustainable
institutional mechanism, first in Metro Manila, and later, throughout the country,
The intention is for the various stakeholders, i.e. the public sector, the private
sector and NGOs/POs invalved in urban environmental management 1o be able o
access the Fund. In the short term, it aims to establish a noen-government
institutional capacity to promote and support the joint collabaoration of citizen and
business groups in urban and industrial environmental management,'®

A Steering Committee (SC) handles the Fund. The SC is composed of two
representatives from the government, i.e. the DENR and the DTI, representatives
from NGOs, i.e. two from networks and two from community-based NCOs and
three representatives from industry, i.e. one from each national association, a
subsector association and an area or municipaling/city-based association, The DENR
serves as the chairperson. All members have a tenure of one year, except for
government representatives.

The 5C's functions are to:

e serve as the sole policy-making body of the fund;

16- MEIF. The Brown Fund, DENE. 11396,
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» develop selection criteria far subprojects which will be eligible for gran
funding;

e develop procedures for subgrant application, processing, awards, reporting,

evaluation and monitoring;

undertake final review and approval of reports submitted by subgrantees;

undertake final evaluation and approval of request for fund disbursements;

supervise, menitor and evaluate the performance of all subprojects awarded;

conduct ocular inspection/evaluation of subprojects prior to their turnover/

termination;

» subject to WB concurrence, select, appoint or designate the members of the
TAT;

e exchange views with WB representatives on the pragress and results of activities
funded by the fund;

e approve semi-annual progress and financial reports prepared by the secretariar
and submit the documents to the WE; and

« perform such other functions as may be needed to properly manage the fund,

* & o

Guidelines for operations of the SC have been formulated, as well as
selection criteria for subprojects that can avail of the fund. Noteworthy is the
criterion on sustainability that the praject must possess before it can be considered
for gramt funding, whereby the project must be income-generating/provide
livelinood, Furthermore, the project must be community-based or area-based and
should be implemented within a year of approval of application. Only projects for
NCR, Bulacan, Cavite or Laguna will be eligible. The 5C is given one month to
evaluate a proposal and awards shall be given quarterly. Monitoring will be
conducted by a TAT formed by the SC every so often. Before the project is turned
over to the community, the 5C is required to visit the site and make their final
evaluation.

2. INDUSTRIAL ENVIRONMENTAL MANAGEMENT PROJECT (IEMP)™®

The IEMP project is a government initiative that intends to respond to the
growing concern for the environment. It is premised on the perception that the
industrial sector is ready to change traditional attitudes and practices towards
pollution control and waste management. The ultimate goal of the project is to
encourage sustained economic growth in the industrial sector while reducing the
adverse effect of environmental pallution and improving public health, Consistent
with the framewark of the Philippine Strategy for Sustainable Development (PSSO},
the government's main strategy for environmental protection, it promotes waste
minimization as the most viable method of reducing pallution.

163 TEMP Paper distrbuted during the “Fomm on OENE Fforergn Assisted and special Propecrs (R8T Success
Storres artd Leseoms Learmed, " at the HED Management Facility, DENE Compound, en 15 Aigust 19094,
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The three components of the project are;
1} Pollution Reduction Inifialives

Under this, industrial pollution is assessed at the source and recycling
opportunities for selected industries are identified. Support services are provided
and industries are encouraged to change from the traditional end-of-pipe treatment
to waste minimization through the implementation of process maodification,
recycling/reuse and waste exchange.

Industry subsectors were further ranked according to the potential risk they
pose to public health. The risk ranking system is called the National/Regional
Industry Prioritization Strategy {NRIPS). Three thousand three hundred industry
recards, or 27% of the DENR records, were reviewed and subjected to the NRIPS
methodology. Based on the results, priorities and targets on compliance monitoring
of industry subsectors were set. Volunteer firms for PMAs were recruited
particularly those that belonged 1o subsectars with the greatest relative potential
risk to environment and public health. The PMA is a periodic assessment of waste
minimization opportunities that a firm can undertake to lessen waste generation, as
well as improve process efficiency. A review of existing information provided by
the plant is conducted, followed by on-site visit. This includes facility walk-through
and data gathering. The PMA team, then, evaluates the information collected and
prepares an appraisal report containing technical and feasibility analyses of waste
management options recommended. Expected output  includes a  waste
minimization program that can make operations more efficient and profitable.

An important assumption made is that firms would voluntarily participate in
the project once they hecome aware of the benefits from implementing a waste
minimization program.'™ The basis of such an assumption is that a substantial
amount of potential savings can be derived from lower costs of production due to
less raw materials used, less energy consumed, lower costs for waste treatment and
disposal and lower treatment plant costs due to a lower volume of wastewater. Al
present, 134 firms have joined the PMA process, To encourage more firms to join,
the DENR has issued DAO 11 series 1992, which provides incentives {or volunteer
firms, resulting in a 35% rate of success in recruitment. A summary of results is
provided in Table 5.

Results clearly indicate the huge amount of savings generated by waste
minimization schemes which translate into larger profits for industries,

el JEMI Paper dastributed durimg the “Foarmem ar DENE Forejgn Assisted aond Specind Propecis (FASP) Success
Seartes and Lessons fearned, " at the HRD Management Facility, DENE Compound, on 15 August 1296,
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2} Capability-Building

Training workshops have been conducted for government and industry, as
well as tor NCOs and the academe, to expand local technical knowledge and
capabilities on poilution management, monitoring and enforcement. In particular,
the following representatives, totalling 2,300 officials and staff members, were
invited to participate in the workshops:

DENR staff members:

PCOs;

Environmental consultants;

Members of the academe;

LGUs;

= MNGOs: and

« Other representatives from various government agencies,

Table 5. Summarv {}f PMA Benefit B Industry Subsector.'”

Sugar Milling 13 100 48,131,000 85,983,900
Cesiccated Coconut 9 100 2,319,000 25.003,600
Coconul 3l Milling 10 100 5,038,000 24,553,700
Tuna Canning 10 100 23,917,400 55,011,500
Sealnod Processing 4 100 B4 2,300 9,326,800
Pulp and Paper 7 100 25,594,400 11,259,000
Fruil & Yegetable Canning 4 100 4,707,100 1,368 800
Starch Manufacturing 4 140 3,150,600 | 218,805,000
Saftdrink Battling 2 100 5,037,200 5,959,300
Slaughienng 5 100 490i, 300 3,090,800
Cistilled Spirits 3 100 2,344,500 8,049,700
Wond Products 3 100 15,565,300 30467 600
Hog & Poultry Raising 13 100 21,194,000 21,362,900
Tanneries/Leather Tanning 2 100 B73.800 274,000
Industrial Chemicals i 100 495,600 3,296,400
destal Finishing 8 100 0,025,000 10,221,000
Cement 2 100 381,948,500 |276,190,000
Others a 140 302,700 1,531,800

{[537,579,700,3793, 756,000 |

1|520;280,7 30};.529 620,593

=0 [EMF Paper...



Modules, all based on Philippine case studies, consisted of the following:

Environmental Risk Assessment:

Environmental Impact Assessment;

Compliance Monitoring;

Compliance Audit;

Pollution Management Appraisal;

Data Collection, Sampling and Sample Analysis; and
Industry Seminars for Industry Associations.

3) Policy Studies

The IEMP has completed six policy studies that focus on increasing the

availability of private sector financing for pollution control investments, as well as
strengthening command-and-contral policies to ensure flexible environmental
regulations at the national, regional and local levels. The following is the list of
policy studies done by the project:

¥

]

“Proposed Standard for Characterization of Hazardous Wastes Under RA 6969".
The study reviews hazardous waste management, particularly in the following
areas: prioritizing guidelines, database, regulations on wreatment, storage and
disposal, enforcement policy and facility inspection process.

“Analysis of Current Regulatory Programs for Pollution Management.”
Recommendations were made on increasing sanctions and stricter enforcement,
strengthening environmental programs according to their objectives, reaffirming
the DENR’s primacy in pollution management and developing financial
responsibility.

“Environmental Risk Assessment and Pollution Reduction Planning Under the
Philippine Environmental Impact Statement System.” The EIS System was
reviewed and consequent recommendations on unburdening and strengthening
the EIS System were made.

“Market-Based Instruments 1o Promote Pollution Reduction in the Philippines.”
Analysis of the suitability and ranking of six MBls were made:

¢ financial incentives;

o creating markets for waste;
e user fees:

¢ pollution charge;

e risk and liability system; and
» deposit-refund system.
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5. “Financial Resources to Fund Enviranmental Investments.” Recommendations
were formulated on increasing environmental investments in high priority
industries identified in the NRIPS study, including the promotion of
environmental investments in pollution prevention and collective/combined
treatment facilities, These included indusiry specific incentives/subsidies,
technical assistance, reforms in the financial institutions and the development of
a clean fund.

6. “Case Studies in Decentralized Environmental Management,” The study
contains strategies in clarifving policies (e.g., resclving conflicting statutes,
political and administrative authorities and drafting of guidelines and manuals),
strengthening program administration (e.g., the need for DENR management
diagnostic and training programs), organizational development of LGUs and
facilitating  multi-sectoral  participation  for  strengthening environmental
protection and management through decentralization/devolution.

Aside from the three components of the study, the [EMP came out with
various publications:

e Pollution Management Guidebooks on Pig Farming, Desiccated Coconut, Fish
Canning Industries

e [EIS System: Policies and Procedures

e Revised EIA Handbook

* Handbook on Financing Environmental Investments

e Quick Reference Guide on Financial Evaluation of Waste Minimization Prajects

e Market-Based Instruments: Synopsis

The IEMP was able to provide technical assistance in drafting DAO 11,
which contained the EIS Programmatic Compliance, and DAO 28 on importation of
recyclable materials. It further drafted guidelines on the social acceptability
component of the EIS System, including the implementing rules and regulations,
and subjected these to a national dialogue.

Finally, it worked closely with the House Committee on Ecology in drafting
House Bill No. 4, entitled “An Act Revising the Philippine Environmental Code.”
Key IEMP recommendations on air quality, water quality, waste management, fines
and penalties, improving the EIS System and institutional arrangements were used
in the Bill.

3. INTEGRATED ENVIRONMENTAL MANAGEMENT FOR SUSTAINABLE
DEVELOPMENT PROGRAM (IEMSD)

The IEMSD is a three-year program jointly undertaken by the UNDP and the
GOP, through the DENR and the NEDA. It was meant to fill the gap identified in
the P3SD, particularly on the lack of attention towards preventive elements relative
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to environment protection, as opposed to the emphasis on environmental
rehabilitation. These preventive elements would include:

+ integration of environmental considerations in decision-making;

s proper pricing of natural resources; and

« strengthening of citizen's participation and  constituency-building  for
enviranmental policy advocacy.

Based on the above, the Program is divided inta the fallowing subprograms:

s Environment and WNatural Resources Accounting. This will develop a
framewark and procedures for environment and natural resources accounting
for integration inta national planning, sectoral planning and environment and
natural resources management, Outputs would be operative systems for
environment and natural resources accounting, establishment of satellite ENR
accounts for key sectors  and pilot regional sector accounts for resources
planning and management.

o [Integration of Environment and Socio-economic Development Policies. This
program will work towards merging enviranmental concerns into sectoral palicy
formulation and implementation. It will examine the use of economic
instruments and incentives to supplement traditional command and control
approaches, formulate a system of sustainable development indicators, develap
methodologies for integrating environmental concerns in program and project
evaluation, and examine cross-sectoral impacts of certain policies, Legislative
measures and administrative actions affecting key palicies which would lay the
foundation for integration of sustainable development concerns inta the
planning and policy-making processes would be the final output of the
subprogram,.

« Environmental Impact Assessment Subprogram. This aims to strengthen the EIA
system through extended use for policy assessment, design of an environmental
technology assessment system, application of relevant environmental risk
assessment techniques, operationalization of social acceptlability criteria and
promotion of public participation. This would further result in preventing
programs and projects from producing hazardous impacts to the enviranment,

o Sustainable Development Models and Resource Management Schemes
Subprogram. This attempts to provide working models for the wvarious
components of the program, as well as to document examples of successful
sustainable development in local areas for replication in other areas.

o  Fnvironment and Natural Resources Dafabase Subprogram. This aims 1o
establish an integrated directory of Environment and Matural Resources
information and an Executive Reporting System to support policy- and decision-
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making for sustainable development. Qutputs would include a computerized
and publicly accessible directory of environment and natural resources
databases, a pre-feasibility study for the creation of an Environmental Resource
Center and an Executive Reparting System for mare informed decision-making
and policy analysis.

e Programme Managemen! Support Subprogram. This includes the capability-
building component which aims to enhance the capability of key government
agencies, NGOs, POs and LGUs in environmental planning and management,
Also under this subprogram is the environmental information, education and
communication component which will develop [EC capacity far public
participation an policy initiatives under PSSD, Agenda 21 and support activities
under IEMSD. [t is hoped that this will result in strengthened public and NGO
participation in national and sectoral policy formulation and sustainable
development planning and management.

There have been a number of activities conducted under the dilferent
subprograms, For the EIA subprogram, a study is being conducted in strengthening
institutional capacity for EIA in the country. A workshop was held on 15 February
where the following documents were reviewed:

« proposed criteria for EIS documents;
e proposed qualification criteria for individual BA consultants; and
e proposed EIA trust fund.

Meanwhile, under the subprogram on integrating environment and
sacioeconomic policies, a seminar was held early this vear which covered
concepts, tools and principles in environmental economics and policy analysis. In
particular, the training goals were;

e provide the participants with knowledge and skills on the basic concepts in
environmental economics;

« provide the participants with the theoretical foundation required to better
appreciate the opportunities in incorporating environmenial considerations in
the various stages of planning and policy-making; and

« enable the participants to understand the potential use of specific tools such as
ecanomic instruments and incentives to supplement traditional command and
cantrol approaches to environmental management.

For the environment and natural resources accounting, a workshop was held
in May 1995 to find ways of incorporating environmental considerations into the
present system of national accounts. Attempts are being made to adjust usual
measures of economic output such as GDP, to provide better indicators of social
welfare, by incorporating environmental concerns into the input and output
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equations.'™ For instance, damages 10 health from air and water pollution should
be reflected in the output portion of the accounts, On the other hand, there are
certain positive effects caused by nature, such as aesthetic and recreational services,
which should be reflected in the accounts as well, Data paps still exist such as
deflining nature, both renewable and non-renewable resources, as capital assets,
thus being subject to depreciation.’™

Ohher efforts include the merging of the system of national accounts [SNA)
with the system of integrated environmental and econamic accounting (SELA) for
sustainable development. The SEEA is a “frameworl: that itegrates the twe aspects of
people’s envivonment - physteal and economic aspects - and to some extent, the social
aspect, It is a frameiwork for putting together quantitative mformation for monitoring,
analysis and evaluation purposes.” ' The relationships of the elements in the
framework need to be established in order for it to be useful for planners,
economists and statisticians.

The SNA focuses on the economic aspect of output, while the SEEA is
geared towards measuring the contribution of the environment. The SNA computes
for the contribution of assets to production and income. However, it does not fully
measure the value of extraction of natural assets, as well as the exact value of
residuals “deposited” back to the environment. The SEEA attempts to extend the
SNA 1o measure environmental stock and flow included in economic production
and consumption but are not measured accordingly., Once the SEEA is set into
place, the balance of stock and flow of all resources can be better achieved and
sustainable development concerns can be addressed more properly.

Data requirements of the SEEA have to be met before the system can be
implemented. The ENRAP'™ is intended to answer this need. Furthermore, a TOR
for the formulation of sustainable development indicators has been drafted under
the IEMSD. The framework to be developed under this subproject will endeavor to
outline the various tests a project or program must pass, as well as the indicators to
be used for the tests, to ensure sustainability."™ The indicators will attempt to
integrate the economic, social and environmental aspects of growth and
development. Similar studies will be reviewed and those that can be used with the
present database will be adopted.

it Logarta, Jose,  “Emvrommentsl Accouniing Obrectives, Stafuy and Neods,” Training Workshop on ENR
Accounting, Clongapo Sty May 1925

TET Logarta.

1 arboleda, Heidi, “The Svsfam of Nators! Accownts (SNA) and The Svstern of fmtegmated Envivonmenial
and Feonamic Accounting (SEEA For Sustainatie Developrrent.™ Traimng Workshop on ENE. Accounting,
Qlongapo Gty May 1995,

ey Erviroranetit and Natural Resources Accounting Project.

T EMSD, “Terms of Reterence for the formulaticn of Sisfainatie Development Indicators,” 1996,
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B. PRIVATE SECTOR

Activities geared towards environmental protection and management are not
solely the responsibility of government and the NGOs. Industry, particularly large
caompanies that can afford to place investments with long-term maturities, have
gradually been taking the initiative in doing their share in environmental
rehabilitation programs. Admittedly, most efforts of industry are still done in
compliance with environmental rules and regulations. Profitability of such
investments is still a contentious issue, especially for industries that add a low profit
margin on their outpul, Nevertheless, there have been efforts to prevent
environmental degradation at the source. Industry associations are conscious of the
need for pollution prevention and contral investments. Some companies
volunteered to be subjected to PMAs conductad by the government. However, this
is more of the exception than the rule. Private foundations increase the number of
environment-related projects they finance. But because of the very nature of their
organization, sustainable finance mechanisms do not constitute a major part of
their strategies and action plans. Some case studies are presented here for
illustration purposes.

1. PRIVATE COMPANIES

a) San Miguel Corporation

San Miguel has its own environmental program. The company has
recently increased its efforts in treatment and disposal of its wastes. Each SMC
plant has a wastewater treatment facility provided by the company. These
facilities are solely for the use of SMC plants, There are two plants located in
Bacolod, Negros Occidental and 5Sta. Rosa, Laguna, that go beyond treating
wastewater. The treated water is gathered into a pond used for tilapia breeding.
The fish in turn is used by farmers in the neighboring areas sither for their own
consumption or for selling in the market. However, this does not add o the
economic value of the facilities because this scheme is meant more for
increasing SMC's goodwill with neighboring farmers rather than for direct
economic purposes such as making the facilities profitable. Nevertheless, SMC
practices take into account pollution prevention by segregating wastes,
recycling those that can be used (such as selid wastes [or fertilizer, spent grain
for animal feeds, etc.) and treating those that will be discharged to the
environment.

The canning factory of SMC is currently deing research on recyeling
aluminum cans of SMC products, There are plans of putting up a recycling plant
that will cater not only to cans of SMC products, but also 1o other companies as
well. Furthermore, the recycled products will be sold to other packaging
corporations aside from SMC, Considering the advanced technology existing in
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ather countries, the growth of a new industry in waste recycling in the country
is not far-fetched.

In promating their environment pratection efforts, the company issues
an Environmental Update, a brochure that contains a complete list of their
environmental programs, whether in-house or in conjunction with other
organizations.

One MBI that SMC is implementing is the deposit-refund sysltem,
specifically for their softdrink glasses and plastic bottles. A depasit is made for
every hottle purchased, which can be redeemed by returning the used botile.
These are then recycled, hence contribute to minimizing waste dumped into
the environment.

b) Philippine Investment Management Consultants, Inc. (PHINMA)

PHINMA is a group of 40 private corporations involved in various
industries such as cement, steel and other building materials, paper and
packaging, energy, trading and property development. With respect to the
cement industry, the company occupies a dominant position. It has six plants
accounting for approximately 50% of domestic production. It also has interests
in the financial sector, being part owner of Asian Bank and having significant
interests in Far East Bank & Trust Co., one of the leading banks in the country.

The company takes environmental considerations in their production
operations seriously. They have purchased equipment that minimizes air
pollution from cement plants. Wastewater treatment facilities are also present in
some of the plants, which recycle most wastewater generated therefrom, The
target is for the facilities to recycle 100% of their wastewater.

PHINMA admits that some of these projects have negative returns on
investment, or at the most, do not yield more than 5% ROIls, In ather words, the
environmental program of PHINMA does not vield lower costs for the
company, or conversely, higher profits. This may f{urther mean that
environmental costs are not yet internalized within the pricing system of the
company. Management justifies its existence, though, by recognizing these
projects as necessary components of manufacturing plants and of the business
in general, The problem with this set-up is its non-sustainability and, for as long
as these environmental projecs dip into the company’s profits, there will be no
incentive for them to continue on a long term basis.

PHINMA factories plan {at least those in the cement, pulp & paper and
packaging industries] to get accreditation with corresponding  1SO
classifications. This would entail that environmental concerns, at least with
respect to pollution mitigation, will be incorporated in the production system.
This in turn will [ead 1o the reflection of environmental costs in the price of the
products, creating a system of prices that reflect the true economic costs of
producing them.

190



c) Philippine Geothermal, Inc.

PGl is a subsidiary of UNOQCAL, an American firm that sources and
supplies energy worldwide. It has been operating in the country since the
1970s. It introduced the first two geothermal plants in the Philippines and
continues to operate them up to now. In sourcing geothermal energy, the
main threat to the environment is the potential air pallution the plants
generate. The PCOs in each location are tasked to ensure that hydrosulphur
levels emitted by plants are well within the limits set by the DENR.
Wastewater is also generated in the process. However, water pollution is
prevented by injecting waste thousands of feet below the ground. This process
would normally be prohibitive in cost. But because the technology of
sourcing geothermal energy requires the use of such equipment, PGl can
implement such a process in getting rid of its wastewater. Chemical wastes are
first treated in an abandoned well (PGl ensures that one exists near the power
plant) and then injected into the ground using the machinery used to source
geothermal energy 10,000 feet below ground level. Because of the depth,
surface water is not disturbed since waterways are usually 200 feet or less
below the ground, Furthermore, there is no chemical or biological process
that takes place between waterways and the injected waste, hence, the waste
do not damage the ecosystems above.,

d) Pilipinas Shell Corporation

Case Study on the Use of Financial Incentives

The company has a Marine Environment Protection Department that
ensures compliance with marine pollution—related laws and regulations of the
country, Part of its program for the year was to acquire ail spill equipment in
the event of emergencies in transporting products to and from its refineries. The
purchase was done jointly with Caltex Philippines for its refineries in Batangas.
Because Shell is less than 60% Filipino-owned, the purchase had to be
subcontracted to a company that was at least 60% Filipino-owned. Trans-
Pacific, the company contracted by Shell to do the purchase, availed of the BOI
Incentive'' of duty-free impartation of waste control facilities, provided the
methods were new in the Philippines (as was the case with the oil spill
equipment}.

For the refineries in the Visayas region, the three oil companies jointly
purchased oil spill equipment for emergencies.

171 The Board of Investinertds (BOD has an annual Investment Priomties Plan wiuch contains (scal incenbives
for private companies to undertalee investments in the country. The Flan confains a st of specific economc
actvities wherein investments are to be encouraged. Executive Order Mo, 226 contans the set of tncenbives
used by the BOI,
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Partnerships with the Government

An MOA'™ was entered into by the three oil companies. Essentially,
the MOA provides for joint efforts in protecting the marine environment.
Marine safety standards shall be used against tankers, port facilities, equipment
and support in making decisions in transporting their cargo. With respect o
their oil spill equipment, the oil companies have agreed to make the
Waterborne Industry Oil Spill Equipment (WISE) available upon request for oil
spill emergencies, whether or not the spill was caused by any of the three
corporations. Expenses incurred in the use of WISE shall be borne by the party
accountable for the oil spill.

The MOA further states that the oil companies shall cooperate closely
with the government in upgrading their oil spill equipment, as well as providing
training for personnel to operate the equipment. In line with this, Shell has
developed an arigntation course on tankers employed by the company. It aims
to target PCG personnel because most of them were not oriented on the
technical composition of a tanker. This activity has yet to be conducled on a
regular basis since PCG has not expressed interest in institutionalizing the
training course despite the fact that Shell is conducting the training for free,

Study on the Creation of the National Oil Spill Prevention and Response
Commission (NOSPARC)

One of the main concerns of Shell, with respect to the marine
environment, is the proposal to create the National Oil Spill Prevention and
Response Commission (NOSPARC) within the government. A study on its
creation was commissioned by the Executive Secretary’s Office in Malacanang.
The rationale far the research paper was based on several observations on the
marine environment in the Philippines:

e the lack of focus on the issue of oil spill prevention and response;

e no prompt response system is in place;

e no rehabilitation measures are available in case of oil spills;

no on-site equipment is available for most parts of the country;

no contingency plan has been drafted by the appropriate agencies; and
lack of enforcement of marine pollution control laws and regulations.

Qil spills are not new to the country, Table 6 provides a breakdown of
the number of oil spills that have occurred in the country for the past twenty
years. Most causes of these incidents have been identified as:

2 Memorandum of Agreemnent on Marine Environmental Frotection staned by Caltex Philippines, Petron
Carporation and Pilipinas Shell Petrolenm Corporation, on 22 November 1925 at Makat City,
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human error:

defective equipment
substandard tankerstharges;
lack of training;

poor communications; and
weather,

Except for the last point, all the other reasons are controllable. Hence,

programs can be developed and undertaken to minimize the damage to the
marine enviranment due to human activities that can cause oil spills.

Tahle 6. Oil Spill Incidents in the Philippines (1975 - 1995),
| YOROFOISHITS

WHOLE COUNTRY 79

It is only very recently that the private sector initiated the development

of response systems, The PCG is primarily responsible for protecting the marine
environment against this problem. However, it has been remiss in this area of
responsibility, mainly due to the following reasons:

*« & & @

lack of budger;

confusion due to overlapping of functions with other government agencies;
lack of ships and aircraft, particularly for monitoring purposes;

insufficient equipment;

high manpower turnover; and

limited training of personnel.

Nevertheless, PCC is still deemed as the most appropriate agency to

deal with this problem because of the following advantages:

huge source of manpower;

existence of a nationwide organization, considering that the PCG falls under
the Philippine Nawvy;

strong regional relationship; and
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e it has the respect of the maritime industry, relative to other government
agencies.

The main thrusts of the program of the proposed NOSPARC consists of
the following:

a) Prevention

The first step in marine protection is preventing accidents that might
damage the environment. The following strategies compose the first part of the
program:

¢ enforcement of rules and regulations;

e encouragement of public vigilance and involvement;

requiring vessel safety standards for vessels that will be hired for cargo
transport;

requiring port standards for choosing a loading and unloading area;
availability of navigational aids;

practice of safety management;

provision of education and exercises; and

drafting of safety rules and regulations.

Relative to vessel safety standards, pollution prevention is considered
as a main category in assessing the ship’s compliance with standards. Other
categories include:

documents and certificates;
safety management;

manning level and certification;
lifesaving equipment;
firefighting equipment;
cargo/ballast systems;

mooring equipment;

bridge equipment and procedures;
communications equipment;
engine room and steering gear;
loadline items; and

general appearance.

b) Cure

Once accidents occur, the quickness of response of pollutant becomes
crucial to minimize the damage caused by the accident. This second step has
the following components:
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e Crisis management;

¢ providing a variety of options, such as manitoring, protecting/deflecting,
dispersion, containment/recovery and cleanup;

« ability to respond properly, which means having the proper equipment,
manpower and materials; and

s support.

) Rehabilitation/Restoration

The long term treatment of the damaged environment would
necessitate the following:

» bigremediation;

» segmentation;

e repopulation of the damaged body of water;
e surveillance/periodic testing; and

e waste disposal.

d) Compensation

There are a number of issues on compensation. At present,
reimbursement for oil spills in the country are provided by two voluntary
arganizations: (1) the Tankowners” Voluntary Agreement on Liabilities on Oil
Pollution (TOVALOP), composed of shipowners and tanker cwners; and (2) the
Contract Regarding Supplement Towards Liabilities for cargo owners (CRISTAL),
composed of carga owners. The TOVALOP sources its funds from Pratection &
Indemnity (P & I} Clubs, while CRISTAL gets its funding from funds contributed
by cargo owners themselves,

Both funds will expire in February 1997. Hence, it is imperative that
the country ratifies the CLC'™ and 10PC."™ Only when the conventions are
ratified can shipowners and cargo owners avail of the IOPC Fund, which has a
total amount of US$180M. Otherwise, future oil spills will be too expensive 10
clean up, and damage to the marine environment will be too costly.

A concrete step that the oil companies have taken in compliance with
marine protection regulations is the purchase of oil spill gears and equipment,
specifically the Tier Il Response Facility named WISE. Three systems have been
purchased:

» Batangas WISE, jointly owned by Shell and Caltex, costing PhP22 M;
« Limay WISE, owned by Petron, costing PhP12 M; and
o Visayas WISE, owned by the three companies, costing PhP11 M.

The marine environment protection {(MEP} program of NOSPARC was
formulated in response to the strong clamor for mitigating the negative effects of

173 Civil Liability Convention
1 Intarnational Ohl Pollution Compensation Fund Converttion
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human activity on the marine environment. A significant partion of the program
involves proper enforcement of regulatory measures, which falls under the
purview of the public sector. Likewise, a number of strategies pertain to
increased vigilance and initiative from the private sector. Hence, partnerships
between public and private sectors become even more emphasized.

With this in mind, the oil companies formulated their own short term
proposals necessary for the success of the program:

e Increase the budget support to PCG;

e Beef up MEP equipment in sensitive areas in the country;

e Lnsure compliance of Exploration Companies to have their own Tier | and 11
equipment;

e [Enhance training activities on MEP;

e [xtend technical consultancy services 1o PCG by the oiltanker industry: and

¢ Ensure compliance to reasonable cash bond requirements from polluter to
cover cleanup and environmental damage costs prior to the release of the
vesse|,

In the long term, they have proposed that the following measures be
implemented:

e |ntegrate all maritime functions into one Cabinet level body
+ Add the following functions to the Cabinet level bady:
« Marine Environmental Protection:
Port Safety Standards;
Oil Spill Damage and Compensation; and
Crisis Response Centers,

At this point, a legislative bill creating a separate government agency
for maritime affairs is still pending in the Senate. The creation of NOSPARC has
recently been shelved. Had it passed as an executive order, the Commission
would have had a Cabinet level stature, but will integrate less government
agencies than the body proposed in the Senate, Table 7 contains a comparison
of the two proposals:
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Table 7. Comparison of NOSPRAC and Proposed Senate Bill.

JURISDICTION PCG, MARIMNA, DENR's Fhahd s, PCG, PRA,
faarine Environmenst MARIMA, BEA,
FAMRBIA'S O
Functions
POLICY Protection from il sdarine Environmental
DECLARATION Pollution Pratection &
Devalopment of Marine
Waealth
FUNCTIONS Prevention, Cure, arine Enviranmental
Rehabilitation & Pratection &
Campensatian on Oil Develapment of
Pollution Aquatic Resgurces
ORCANIZATION Cabinet Level Cabinet Lovel

e} Nestle Philippines

Nestle was used earlier as an example of how MBI recycling is being
implemented in the country. Aside from the presence of wastewater {reatment
facilities in its factories and solid waste disposal system in its coffee production
centers, the company has designated PCOs in each of its facilities. These
officers” main function is to constantly monitor all pollution prevention
activities in their factories. They further undergo regular training to keep abreast
on latest issues and technological developments. The company is also an active
member of PBE, the biggest NGO representing industry in the country that
undertakes environmental management programs.

2, INDUSTRY ASSOCIATIONS

a) Philippine Sugar Millers’ Association (PSMA)

The Organization

The PSMA is a non-profit organization composed of 22 sugar mills
operating in the country. It believes in the principle that the environment is an
industry-wide concern, hence it works towards strategies that are industry-wide
in nature. It serves as a forum for discussion of problems related to sugar
industry as well as a venue for developing closer relationships among key
players therein, it is a loose, valuntary organization that coordinates closely
with the Sugar Regulatory Administration (SRA} and the DENR on matters
concerning pollution. In each mill, there is an assigned PCO who takes charge
of environmental concerns of the mill. This is in compliance with paragraph 3




of LOI No. 588 as amended under DENR AO No. 26 series of 1991, These
PCOs make up the Sugar Industry Environment Committee, which is
coordinated by PSMA and SRA.

Pollution in the Sugar Mill Industry

Water pollution is a major concern of the industry as most sugar mills
were established close to bodies of water because of the large volume of water
required in sugar manufacturing, Furthermore, the present condition of sugar
mills could not allow the industry to comply with pollution control standards
set by the gavernment, hence the mills were producing pollution levels beyond
the set limits. The decline in sugar demand during the early 70s resulted in
environmental concerns becoming less of a priority, as sugar mills could not
expand and modernize their facilities, much mare install pollution abatement
facilities.

Pollution Abatement Program of Sugar Mills

Two vyears ago, PCOs came up with a self-repulatory abatement
program called the “Sugar Mill Environment and Pollution Abatement and
Control Program® which was submitted to the DENR. Under the IEMP of the
DENR, pollution management appraisals were conducted in 15 sugar mills.
From these appraisals, a set of guidelines has been developed for PCOs in
preparing their respective pollution control programs, which will be submitied
to their respective DENR-RO,

In this connection, a basic model for factory effluent handling and
treatment has been designed for sugar mills, The design is a detailed description
of the various types of wastewater from the mills, what kind of treatrment is
suggested and how the effluents should be handled. I the design is used, the
following compaonents are hoped to be achieved:

= wasle minimization;

« clean production technigues;

« plain good housekeeping;

= waste utilization;

¢ recycling: and

« segregation of various factory streams.

Through this design, PCOs aims to reduce pollution by as much as
B0% in two years., The design necessitates the installation of waste treatment
facilities and modernizing old production facilities. With this, a gradual
implementation of DENR standards can be realized. At this point, the mills
claim that they cannot immediately comply with the standards because of their
present conditions, Furthermore, they cannol just suspend operations because
of their obligations to other players in the industry, e.g. cane growers.

Another major aspect of the program is the plan to establish monitoring
laboratories in each factory for wastewater analysis of pH, COD, BOD, 1SS, oil
and grease. The laboratories will be self-sustaining, as fees will be collected for
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each sample taken and analyzed. However, the infrastructure has not been built
because PSMA is waiting for a grant from the government to cover for initial
capital outlay expenses, The BOT scheme can be employed to fast track the
establishment of the laboratories, There seems to be a lack of appreciation of
this scheme due to lack of information on the BOT process jtself,

Noteworthy of the program is the emphasis on pollution prevention,
not just pollution control. This naturally will result in lower costs for the
company, as well as to the environment. The PSMA is aware of this and to
propagate their efforts, it plans to develop training materials using the
experiences of mills that are successful in implementing the program, so that
other mills can learn therefrom and eventually do their share in protecting the
enviranment,

Other Efforts in Pollution Abatement

A significant achievement of the PSMA is the inclusion of the sugar
industry in the IPP of the BOI This means that they can avail of financial
incentives, such as income tax holidays, tax exemptions and tax credits,
depending on the status of the firm and its geographical location. Furthermaore,
investments in environmental support are granted financial incentives through
IPP as long as the firm is registered with the BOI. Because of this, a significant
amount of investments has been made in installing more efficient equipment
and machinery through IPP, thereby reducing pollution generated in the
process,

In conducting monitoring and evaluation, the SRA, together with the
Sugar Industry Environment Committee, plan ta set up an audit team that would
include environmental considerations in their audit. This regulatory process
should be put in place immediately, considering that the sugar industry has
always been considered to be part of the DENR's list of top 12 industrial
pollutants in all geographical regions that have sugar mills in the area.

The industry recognizes that some PCOs still need technical assistance.
Not all of those in position are capable of functioning effectively, and the
Program states this factually. However, no concrete measures are indicated to
address the problem. It is probably left to the initiative of the mills to send these
PCOs for further rraining, particularly 1o courses accredited by the DENR,

With respect to training, a more concrete proposal by the sugar
industry itself is the sponsorship of seminars by the Philippine Sugar
Technology (PHILSUTECH)'™ an PMAs far all PCOs. The seminars aim to
establish effective and workable waste minimization programs and waste
utilization schemes applicable to each milling district’s particular situation,

13 Phulippine sugar Technelogy
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b) Philippine Electroplaters’ Association (PEA)

The PEA is composed of around 40 electroplaters nationwide {there are
more than 100 companies registered in the electroplating industry). It is the
only organization in the electroplating industry recognized by the government,
The industry is composed mainly of small-size companies, save around five
factories that are considered medium scale.

Electroplating is considered as one of the major sources of water
pollution. The lack of wastewater treaiment facilities can be traced to the fact
that most companies in the industry are small scale in nature. Only five
companies are big enough to afford setting up their own treatment plants. Of
these five, only two companies have waste treatment facilities,

One of these is the Fasthrite Industrial Plating Corporation (FIPC). The
FIPC was issued a CDO by the DENR in the late 1980s because of water
pollution problems. This led the company to purchase wastewater treatment
facilities. Since then, no other company has heen caught, despite the lack of
reatment facilities in most of them.'™ The FIPC has offered to sponsor seminars
in providing technical assistance. No one has taken them up on this, since these
companies could not afford to purchase the facilities anyway. The FIPC even
offered to treat other companies’ wastes far a fee, given the excess capacity of
the treatment plant. But because of lack of political will on the part of the
government in enforcing environmenlal protection laws, most of these
companies would rather not include this activity on their production expenses.
This is due to the additional costs of segregating wastes and hauling them to the
FIPC’s plant, aside from the treatment costs.

A WB study was conducted on the electroplating industry in the
country, and the major condusion was the highly pollutive potential of the
industry. One of the recommendations of the study was for the bank 1o approve
a loan for a common WWT facility for electroplaters located in Quezon City,
which has the biggest population of electroplating companies in the country.
However, the bank could not secure the necessary counterpart from the DENR,
causing the proposal to be shelved. No follow-up activities are done by the
companies themselves, since there is no perceived urgent need for them to do
50,

The LBP has also promoted the Build-Operate-Lease scheme for a
WWT facility for the industry. But hecause there is no demand for such a
project, there have been no takers in the private sector.

Currently, the PCA attends meetings on pollution abatement sponsored
by the government. Some members are wary of continuing PEA's participation
in government activities for fear that their operations might be subjected to
scrutiny by the DENR. At the moment, the DENR has not increased its efforts in

178 Interview conducted wilh My, Armand Balahadia of the PLA
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monitoring pollution generated by the industry. Companies would like to keep
it that way.

3. PRIVATE FOUNDATIONS

a) La Tondena Foundation

La Tondera Distillery is a subsidiary of SMC. It has a wastewater
treatment facility, the operation and maintenance of which is subcontracted 10
another private corporation.

The company has a foundation involved in environmental protection
projects. One of its undertakings is a coastal resource management project in
Ragay, Quezon. Five contiguous municipalities and 15 barangays comprise the
geographical coverage, The program aims to provide assistance in seeking
alternative livelihood opportunities for fisherfolk in the area. It likewise invalves
reforestation of mangrove areas in the target region, as well as installation of
artificial coral reefs to revive marine life destroved by overfishing and damaging
fishing methods. It sources its funds from the Department of Agriculture (DA)
and is being managed by the Philippine Business for Social Progress (PBSP).
There are plans of continuing the implementation of the project on a long term
basis. However, there are no clear<ut finanaal pravisions for such. The project
monitoring team from La Tondena is hoping for more grants to sustain the
project, but there are no guarantees that such a scheme can ensure the success
of the project. In terms of manpower, the fisherfolk associations in the area will
continue managing the programs initiated by the PBSP.

The Foundation does nat avail of government incentives except the use
of the program as a tax shield for the company’s income tax statement,

h) Ayala Foundation

The Ayala Foundation, Inc. (AFl), a private non-profit organization of
the Ayala Group of Companies, is involved in a number of waste management
programs, mostly within the Makati area. Other areas covered are those where
Ayala companies operate.

Ore of these programs is the Barangay Integrated Development
Pragram which provides funding and technical assistance to communities in the
field of environmental enhancement. A frainer’s training program was
conducted on Zero Waste Management, specifically on  the financial viability
of recycling, for 18 barangay leaders in the city. Recycling Technologies, Inc., a
recycling company located in Makati offered a seminar on recycling of denim
wastes into paper. The trainer’s training session resulted in the establishment of
a successful project recycling scrap denim materials into paper by the
Foundation, RTI, Levi’s Strauss Philippines and twao barangays in Makati. Levi’s
provides the scrap denim materials, RTl recycles these into paper, the

201



communities produce paper bags and other paper products out of the recvcled
paper and Levi’s uses the paper products for packaging their products.

A successful waste collection program has been introduced in San
Lorenzo Village, Makati, A total of 718 households generate several types of
wet and dry waste materials. Wastes are collected by a ten-wheeler truck and
dumped into a landfill. Occasionally, wastes are sold to scavengers. The
estimated amount of waste generated is 15,000 gallons daily, In late 1995, AFI,
together with the Barangay Chairperson of San Lorenzo Village, implemented a
waste management syslem in the area. The objectives of the program are:

e to minimize, if not eliminate, waste generated in San Lorenzo Village;

e o promole environmental awareness;

= 1o ensure waste management sustainability;

s toserve as a model for a sustainable waste management scheme;

e to enhance and maintain linkage with groups and communities that will be
involved in the project; and

e to establish a basis for future studies for the development and efficiency in
its own waste management system as well as others in general."”

Waste segregation is done at the households. To ensure proper
segregation, wastes of those who do not segregate properly are not collected,
i.e. separating the wet from the dry, and the latter separated according to type,
such as glass/bottles, paper, plastics, assorted materials and vard waste. Thirty—
five gallon containers are provided for each type of waste and collection for
each type is done weekly, except for wet waste which is collected daily.
Junkshops in neighboring barangays are the beneficiaries of recyclable
materials.”™

The LGU of Makati City is tasked to provide the collection trucks,
payment of which is sourced from residents’ taxes.

Aside from waste management pragrams, AFl is also involved in
conservation and biodiversity projects. A major undertaking of the Ayala family,
along with the Sariana family and other local personalities, is initiating a tie-up
with the World Wildlife Fund (WWTF) through the creation of a non-stock naon-
profit organization called Kabang Kalikasan ng Pilipinas (KKP), or Fund for
Nature of the Philippines. Its principal mission is to preserve biodiversity in the
country,”™

KKP was formed in answer to the study conducted by an NGO which
revealed that although there are many NGQs in the country, there is still a need
to create an organization which will:

7 Ayala Foundation, Ine. * Cador Coding the Waste Trafia" m MAKATL. Makat Citv: 1996,
176 avala Foundaton, nc. “Cofor Codme...”
VI RRP, “WNew WHWE dssoctafe (n the Philippines, "in Biofa Hlipma. Quezon City: 1296,
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e focus sharply on biodiversity conservation, specifically marine biodiversity:
e build a strong financially supportive constituency in the country composed
of the business sector; and

e maintain strong links with the WAVF family for technical support and access
to funding sources abroad.

In the long term, KKP intends to become an independent science and

community-based organization with established field projects on marine
environment. The programs being implemented by KKP are:

1)

b

Marine and Small Islands Fcosystems Conservation Program. The
program’s goal is to assist government agencies and other groups in
protecting and rehabilitating marine areas of high biological importance,
Its components are:

Ecological and Environmental Studies of Baguan Island Marine Turtle
Sanctuary;

Information Campaign and Consensus Building for Tubbataha Marine
Park;

Dugong Research and Conservation in Busuanga, Palawan; and
Conservation Program for Whale Sharks and Manta Rays.

Conservation Science and Research Extension Program. This aims to
pravide training for government and NGOs on conservation science,
including park management, ecological inventories and the use of
Geographic Information Systems (GIS) and Glabal Positioning System
(CPS). Projects under this include:

GIS Training;

Wildlife Inventory Training;

Manager’s Experiential Course on MNature; and
Training on Species and Habitat Mapping.

Community-Based  Resource Management and Entrepreneursiup
Program. The goal of this program is to assist communities in the
sustainable utilization of natural resources by providing resource-based
livelihood systems and dewveloping necessary skills in entrepreneurship.
To achieve this, the fallowing projects will be undertaken:

Protecting Biodiversity of Mt. Guiting Guiting through the Development
of Sustainable Livelihood Enterprise;

Cammunity-Based Caonservation and Enterprise Program for Indigenous
Communities in Palawan;

Community-Based Whale Watching Enterprise; and

A Sustainable Management, Protection and Development Program for
El Nido, Palawan.
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4) Public Information and FEducation Program. Public awareness of
environmental issues and concerns, as well as environmental education
using formal and informal channels, are the goals of this program.
Activities included herein are:

« Publication of the Monthly Newsletter, Biota Filipina;

e Production of Radio and TV Spots; and

e Publication of Posters on Protected Areas and Endangered Species of
the Philippines.

The program is still in the initial stage of implementation. The firsl
activities scheduled are training on Wildlife Inventory in October 1996 and
on Biodiversity Conservation for Managers and Technical Staff of Protected
Areas in January 1997,

¢} Pilipinas Shell Foundation

Oyf Sludge Treatment Using Hydrocarbon-Utifizing Microorganisms

The Shell Foundation is a unique organization relative to other
foundations, in the sense that it is more involved in research primarily for the
benefit of the mother company, Pilipinas Shell Corporation. The practice of
other foundations is to get involved in community-based programs, particularly
in areas where they operate as a sign of goodwill.

In their effort to contribute to waste management and minimization
efforts of Shell Corp., the 5hell Foundation is currently conducting an
experiment on microbial treatment of oil sludge. The process makes use of
microorganisms (hydrocarbon-utilizing microbial inoculants or HMI) that
transform various compounds and degrades waste from petroleum refineries. A
mixture of 14 different microorganisms produce liguid inoculants which are
diluted in water and mixed with oily sludge. Chicken manure and sawdust are
added to the mixture to increase nutrient level which helps stimulate the
inoculated HMI. Water is further added to the mixture to allow the oil to float,
thus making it easier for micrabial action to take place.

The experiment revealed that compared with untreated oil sludge, the
degradation rate of HMMreated sludge was much more efficient. It ook 120
days for the sludge to decompose by 54.2% using HMI, while untreated sludge
decomposed by a mere 34%. Overall, the total time for sludge Ireatment,
particularly for hydrocarbon degradation, was reduced by 80%."°

W Abaeng, Antgelite and Efren Baunsta, Biodesradotion of O Sludge Using Microorgamisms.  Makali,
Metro Marmla: 1996,
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The sludge is treated in an enclosed pit, thus removing the need for a
huge landfarming area. The heavy metals that settle into the bottom of the pit
can easily be extracted, and contamination of groundwater is prevented. '™

Finally, part of the process involves the conversion of hydrocarbans
into organic matter and high end oil products. These can be used to produce
consumable products that can be sold, thus, eliminating the amount of waste to
be disposed. The experiment is currently conducting tests an the safety of these
products, particularly on their negative effects on plants, animals and
humans.'™

Other similar experiments have been conducted, mostly in Japan and
Europe. According to the literature survey done by Mr. Efren Bautista of the
Foundation, these experiments could not come up with efficient results due to:

+ the limited number of microbes used: and
e aeration was not part of the process

The Foundation claims to have been able to use up to 14 microbes in
the treatment, making the process more efficient than other experiments an the
same process. Moreaver, they have allegedly discovered a process of injecting
oxygen into the sludge, even with the presence of water therein. The microbes
are, thus, kept alive and efficient.

In disposing oil wastes, the present system used worldwide is land
farming, whereby sludge is first stored for weathering. After some of the oil is
degraded, the sludge is spread in landfills within refinery grounds. The land is
then ploughed several times for two to three years. No other process for oil
waste treatment is being practised except land farming,

Once perfected, the treatment can be used for all wastes of oil
refineries, or all wastes that are oil-based. The estimated cost for decomposition
is PhP800 per ton of waste, or PhP3,000 for the whole process including
hauling and transport costs. This figure is still below the present costs of storing
and treating oil sludge, which is currently at PhP4,000 per ton.'™

At this point, the experiment is in its second phase, where sampling is
done in refineries, However, samples are still in relatively small amounts. The
third phase will involve bigger amounts of sludge. The whole experiment is
targeted for completion by the end of 1997.

4. NGOs IN THE ENVIRONMENT SECTOR

This section contains a brief description aof eight major NGOs involved in
environment protection and conservation projects. Mast of them are involved in
projects dealing directly with water pollution, while others such as the NIPAS deal

141 Absaoag and Bautsta. The Microbiological Treatment aof Cily Sludge. Makat, Metro Manila; 3 June 1996,
182 Abaoag and Baulista.
132 Interview conducted with Mr, Efren Bautista of Piipinas Shedl Foundatian, Ine.
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with other environmental concerns, Nevertheless, they were included in the report
since their experience in implementing innovative mechanisms might prove useful
later on. This section contains various goals, objectives, strategies and major
programs and projects of the organizations. The first three NCOs are funding
mechanisms that support programs and projects implemented by other NGOs in
the sector. The next four NGOs are directly involved in undertaking programs and
projects dealing with waste management and conservation aclivities in identified
protected areas, The last one is a network of NGOs involved in a study on the role
of NGOs in development. Of particular interest is the portion on NGO funding
mechanisms currently operating in the country.

a) Foundation for the Philippine Environment (FPE)

The FPE is an NGO funding mechanism established “to contribute,
encourage, assist and provide technical, managerial and financial support to NGOs,
people’s organizations, communities and athers for environment protection, natural
resource conservation and management and sustainable development”.™ It is

considered as one of the largest grant-making institutions in the country,

With the signing of the Foreign Assistance Act by the US Congress, the
Natural Resources Management Program (NRMP) worth $125 million emerged as
one of the areas of support from the US assistance package, with USAID as the
implementing arm. The DENR saw this as & source for the endowment fund they
were working for. Eventually, they convinced USAID to grant a portion of that far
the endowment fund. The money would be invested in market-rate interest-bearing
instruments and the interest earned will be used 1o fund environmental programs
and projects initiated by NGOs.

Im 1993, the FPE entered into an agreement with the DOF, DENR and
USAID to manage a fund called FPE Environmental Endowment worth $22 million.
This was sourced from the NRMP which included a Natural Resources Protection
Component to “support activities of NGOs to conserve biological diversity and
enhance sustainable natural resources management.”'™ Other sources of the fund
are a $200,000 donation from the Bank of Takyo, specifically to be used for brawn
ecology projects and $400,000 from the MacArthur Foundation for community
forestry projects.

The fund initially came from the proceeds of a debt-for-nature swap
involving the Central Bank of the Philippines, DENR, DOF and USAID through the
WWF, It is meant to be a permanent source of funding for NGOs, POs and
community groups engaged in environmental protection and natural resource

15 pemorandum aof Understanding Among the Government of the Republic of the Philippines, the Umted
States Agency for Internatienal Development and the foundauon for the Fhilippine Environment for the
Fatablishment of an Envirommental Endowment.
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management activities in the country. It is invested in special series Central Bank
bills earning interest at market rates. The interest earned is used to finance
pragrams and projects deemed suitable by FPE for the fund’s rationale.

The fund can be used for the following purposes:

¢ conservation of Philippine biological diversity, both for terrestrial and aquatic
flora and fauna;

o technical skills and capability building for organizations to hecame more
responsive and to take mare initiative in environmental protection and
management;

s community-based resource management projects which have a direct impact on
environmental protection and sustainable use of natural resources; and

o administrative purposes, providing the amount daes not exceed 20% af the
investment income.

Three funding mechanisms are in place:
e Resource Grants Program
This includes the following projects:

1. Site-focused projects which include a rapid site assessment in a biodiversity
center, usually between six months and one year in implementation; and

2, Assistance to NGOs and POs in initiating activities in view of preparing for a
larger project with longer-term implementation period.

Seventy percent of FPE grants are allocated far these projects.
e Action Grants Fund, primarily for training and institution-building

Five percent of the budget is for action grants amounting 1o
PRP100,000 and below each. This aims to complement other funds for
projects which generate deeper and wider information, education and action
of NGOs, POs and communities on biodiversity canservation, e.g.
publications, audic-visual presentations, concert and theater praductions as
advocacy for biodiversity conservation, action research, fora, symposia,
seminars, training and workshops.

e Proactive Programs
The concept behind this is “fo build foundations of support by engaging

in required activifies mow to get into bigger programs later on."1% The
objectives of the Program include:
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1. focusing FPE support on critical issues in the environmental field; and

2. developing the capability of POs and NGOs to make informed decisions on
key issues such as social acceptability and rights over use and access to
natural resources.

Twenty-five percent of the budget is allocated for this component,
which include capability-building programs for NGOs and POs, establishing
and testing a biodiversity conservation information system and support for
the NGO-PO counterpart secretariat for the PCSD. Also included are grants
for legal defense and litigation, netwarking for environmentally critical areas
and radio broadcasting for responsive protection of these critical areas.

Private, nan-profil and service-oriented organizations, holding a two-year
legal registration with the SEC, the DOLE or CDA are eligible for FPE funding,
NCOs can be given one grant for full implementation project proposals. They
cannot avail of a second grant until the first approved project is completed.

Since its inception, FPE has provided grants to 175 NGOs and POs for
environmental programs and projects. In addition to 11 priority sites chosen in
1994, 10 sites have been added for biodiversity conservation and sustainable
development programs, based on the criteria of conservation value, level of threat
to biodiversity, research and educational value of ecosvstem and biogeographic
and archipelagic distribution. The target is to provide financial resources by 1998
to 30 sites considered as environmentally critical.

After three vears of operation, FPE has realized that its current thrust has not
addressed the livelihood compaonent. It has been established that people living in
environmentally critical areas are the best human resources for solving, or at least
arresting, environmental problems. But for as long as people remain poor,
environmental awareness and biodiversity conservation will continue 1o be
secondary issues for them. Because of this, FPE has realized that programs and
projects that offer alternative means of livelihood, particularly those that have a
positive impact on sustainable development, should be undertaken. One
mechanism being considered is the use of FPE money as guarantee or collateral far
loans by community-based organizations, specifically for livelihood purposes. It
will be some sort of a credit cooperative for NGOs involved in these activities,

Al present, FPE is finalizing two MOAs with the DENR. One is on
community-based forestry management program, a joint project with the MacArthur
Foundation. The second is on the coordination of effarts of communities affected
by ElA conducted in various parts of the country for specific government programs
and projects.

At the mament, a major program funded by the FPE is the Maqueda Bay
Project located in Eastern Samar. The project is geared towards providing training
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and enhancing capabilities in the area for integrated coastal resource management
and coming up with sustainable livelihood activities. FPE is involved in the
sustainable development component of the project. However, it recognizes the fact
that such activities cannot be undertaken unless the resource base is replenished.
At this point, they are still tryving to avoid a collapse of the ecosystems in the area,
especially in the fisheries sector. According to the program’s estimates, there is a
big potential for the fish stock to recover fram its presently depleted state. Thus,
they are concentrating efforts on developing a comprehensive mechanism for
disallowing trawlers to continue hauling huge amounts of fish from the sea.
Furthermore, they are trying to come up with alternative sources of livelihoad for
the people, especially those living in the coastal areas. An increase in fish
production will directly increase incomes of the peaple in the area.

b} Philippines-Canada Human Resource Development (PCHRD)

The PCHRD is a CIDA-funded program that seeks to develop institutional
capability of Philippine and Canadian NGO and PO communities to alleviate
poverty through human resource development, partnership and advocacy. Its goals
are to:

e facilitate the process of broadening and strengthening people’s initiatives,
networks and coalitions within and across the two countries by providing
human resource development support to a broad range of NGOs, POs and
networks;

e formulate development models, create and promaote a just, participatory and
sustainable development;

e build partnerships between and among the different sectors within and across
the Philippines and Canada characterized by mutuality, broadness,
sustainability and capability; and

e develop new models of cooperation with governments, international agencies
and other sectors.

Nine local NGO networks collaborate with over 70 Canadian NCOs in
managing the program. CIDA’s NGO support program provides the multi-year
budget worth CONS%15 million. Most of the projects involve training, education
institution-building, adveocacy, networking, communication and coordination,
These projects focus on themes such as gender and development, environment
protection, agrarian reform and human rights. The project has three components:
the Philippine, Canadian and Joint Proactive Programs.

As of 1995, PCHRD had funded more than 800 projects throughout the
Philippines and Canada. Most of these focused on enhancing NGO capacities in
organizing, delivery of basic services, advocacy and establishment of cooperative
linkages among NCQOs and POs in the Philippines and in Canada.
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PCHRD tended to be reactive rather than programmatic with respect to
project funding. Some projects funded were the same in nature, and although
beneficiaries were different, they could have been more efficient if these projects
were standardized and institutionalized. In project development and appraisal
considerations, most of the proponents were unaware of PCHRD goals and
objectives, hence could not directly relate their objectives with those of the funding
organization. Furthermore, a lot of these projects lacked provisions for
sustainability and continuity, hence, were short-lived.

The lessons learned from PCHRD experience will, hopefully, guide future
efforts of CIDA, as well as other funding institutions, in making their programs and
projects in human resource development more effective and efficient,

¢) Philippine Development Assistance Programme (PDAP)

The PDAP is a network of NGOs that builds partnerships among and
between Filipino and Canadian NGQOs. The principles held by the arganization are
commitment to national and social transformation, lasting peace and justice and
environmentally-sustainable development. It addresses poverty, inequity and
structural injustice through the provision of resources. Funds are generated in part
from CIDA and in part by a core group of Philippine NGOs and a consortium of
NGOs in Canada.

There are three partnership models that Philippine and Canadian NGOs can
gel into:

e Initial linkages
This partnership consists of a Philippine NGO project supparted for
the first time by a Canadian NGO. The maximum grant for this partnership is
PhP250,000 per year for a maximum of two years.
¢ Participatory Partnerships
This partnership refers to a Philippine NGO supported for the second
time {and onwards) by a Canadian NGO. A project is considered second
time if it consists of the same activities as the first project but with a different
set of beneficiaries (i.e. replication), or if it involves the same beneficiaries

but the activities are different from the first set {i.e. expansion). The funding
limit for this type is PhP600,000 per vear for a maximum of three years,

¢ Cooperative Partnerships

This involves a partnership among any of the following:

210



1. between one Philippine NGO supported by two or more Canadian
NGO and

2. joint projects developed by two or more Philippine NGOs suppaorted by
ane Canadian NGO, a consortium of NGOs or on an individual basis
with a Canadian NCO supporting one particular component of the joint
project.

Any non-profit Philippine NGO legally registered and possesses a bank
account in the name of the organization, whether primary (i.e. community-based)
or secondary (i.e. intermediate ones providing assistance to primary NGOs), can
avail of PDAP assistance provided they target any of these groups:

1. The rural disadvantaged, e.g. tenant farmers, landless rural workers and sub-
tenants, small fisherfolk and cultural communities;

2. The urban disadvantaged, e.g. blue collar warkers, squatters and slum dwellers
and street children; and

3. Special sectors, e.g. women of low-income families, out-of-schoal youth,
homeless street children, the aged, the handicapped/disabled, victims of human
rights violations and single-parent families.

The types of project supported by PDAP are:

1. Agriculture and aquaculture: provision of production inputs, past-harvest
processing and marketing and resource regeneration;

2. Non-agricultural income generation: cooperative small enterprise and social
credit and microenterprise; and

3. Provision of social services: care of street children, education and functional
literacy, community organizing and training, primary health care, provision of
clean water and others.

Priority is given to smaller NGOs with limited access to other funding
sources., However, an established NGO can still avail of PDAP funding if it
possesses a good track record of delivering development services to the poar. All
NCOs should provide 25% of the total project cost as counterpart funds, whelher
in cash, goods or services.

d) Green Forum (GF)

The GF was formed in 1989 in respense to the Philippine Assistance Plan
(PAP} implemented in the country by the US. The PAP was supposed to identify
programs and projects that would accelerate development in the country. The GF,
on the other hand, was to develop a niche in environment- and sustainable
development-related activities.

It is a coalition of NGOs and POs with 33 affiliated organizations. Regional
mobilization centers exist all over the country, tackling various issues that are most
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urgent in the region, e.g. logging, marine conservation, community-based resource
management, etc. After the Earth Summit in Rio de Janeiro in January 1992, the
Philippines was among the first countries to set up the PCSD which would handle
the commitments made therein. The GF heads the NGO counterpart in the
Council.

The GF is involved in a number of advocacy programs, such as support for
total commercial log ban, participation in the Philippine Network on Climate
Change, vice-chairmanship in the Sagip-Pasig movement and the spearheading of
Oplan Basura, an urban-based program which aims to come up with various
alternatives 1o wasle management. The latter is an independent initiative
undertaken by NGOs without any link with the government's Presidential Task
Force on Solid Wastes. In relation to the Sagip-Pasig project, the GF is developing a
maonitoring mechanism for the flow of toxic materials in the river.

According to the GF, it has tried to establish linkages with the DILG,
particularly for advocacy campaigns that would involve the LGUs. However, the
DILG refuses to make commitments for the LCUs and advises the GF to deal
directly with the LGUs, The same is true with the Metro Manila Development
Authority (MMDA) which could have easily represented all the LGUs in the Metro
Manila area. However, there have been continuing problems on the mandate of the
MMDA and the government has vet to clearly define the role of the MMDA.
Hence, the GF deals with the units on an individual basis, as there is no body that
can directly represent them in multi-sectoral programs. This sometimes zerves as
hindrance lo some aclivities in which the GF would want to get involved. For
instance, the DILGC wanted the GF to do a Master Plan for Meto Manila. However,
because the DILG or the MMDA could not commit for all the LGUs in the area,
nobody could commit any counterpart funds and institutional support for the
pragram. '

The GF is planning to set up a Sustainable Development Academy which
will address the capability-building needs of the LGUs, NGOs, POs and other
players in the communities, particularly on environmental management and
protection issues. The Academy aims to develop a network among key players in
the area of sustainable development, including rural areas where urban-based
organizations and government units are hardly present. The GF qualifies this by
adding that no new infrastructure will be set up for the Academy, like new
buildings to house its activities. It will, however, develop modules and training kits
to be used by the “faculty” of the Academy. Eventually, the GF wants the Academy
institutionalized within the DENR. However, since there is no wasle management
expert housed in the Department, this would be difficult to achieve. The GF is
working towards establishing linkages with the LCA, the body tasked to handle
training activities for the LGUs especially in the implementation of the LGC of
1991. At present, this is done only on a per project basis, as both institutions are
incapable of making nation-wide and comprehensive commitments, Besides, there
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is a huge disparity in the capabilities of the LGUs in the country and this has to be
taken into account when training them for activities.

Other tie-ups with the LGUs include the designing of solid waste
management programs for their constituents. The GF provides technical and
administrative assistance to the communities, while the LGUs provide the fund. In
Bulacan, eight out of the 24 municipalities have prepared their own programs, The
target is for all municipalities to have their own program within the year, which
would not necessarily be independent of the neighboring areas. In Naga, there is
an ongoing project on solid waste management composed of three phases: the first
would tackle markets, the second would be aimed at residential areas and the third
would be for commercial establishments. Presently, Naga is producing organic
fertilizer from wastes, which is used for domestic purposes. A report documenting
the milestones of the program is being written and is expected to be available by
the middle of 1996.

Aside from the Academy, the GF is also hosting the Asia Pacific 2000
(AP2000), a UNDP project on urban environment and management. It aims 1o
provide financial, technical and administrative suppert to NGOs/POs in addressing
urban environment concerns. AP2000 is part of the Urban Management
Programme for Asia and the Pacific (UMPAP) which translates Agenda 21 into
effective programs to curtail drastic deterioration of the urban environment and
increasing urban poverty in six countries in the region.

A recently concluded tie-up with the private sector involves a project with
Seven-Eleven (7-11), a convenience store with branches nationwide, A campaign
was organized for Barangay Malinis, wherein all barangays with a 7-11 store
would organize cleanup activities every so often. Financial incentives are given to
winning barangays. The program has claimed a 100% success in sustaining
cleanliness in these areas.

Future thrusts include programs on packaging and eco-labeling of consumer
goods in the country. Furthermore, they have tied up with some PBE members such
as Shell who wants a tie-up on a project in recycling motor oil and Nestle who
wants the CF to assist in setting up an environment-friendly food processing plant
in Bulacan, The GF would prepare the social acceptability component of the
project which, in turn, would input directly in meeting environmental standards set
by the government.

e) Philippine Business for the Environment (PBE)

The PBE is a non-stack, non-profit, non-government organization founded to
assist business and industry to play a significant role in environmental protection, It
was formed in January 1992 after the Earth Summit in Rio de Janeira. A number of
leading businessmen operating in the Philippines started to loock at the environment
as a legitimate business concern. Along with this, there was a growing demand

213



among businessmen for greater information on the environment, specifically the
damage caused by industries. In a sense, some of them were feeling culpable for
the negative media hype on the role of business in environmental degradation. As
the demand for information increased, the PBE decided to tap foreign embassies
and foreign funding agencies for data as well as funds for programs that would
address the information needs of the business community.

The USAID is one agency that provided a grant. It provided funds for the
implementation of IWEP that is to be implemented by the PBE in collaboration with
the EMB. “The IWEP is a trade information facility which industries may tap to
exchange information on available wastes generated for recycling or reuse for other
processes.”'® It is an ongoing project which started on 1 March 1994 and will run
until 1996. Waste minimization is the main goal of the IWEP. Although it was
started in 1987 by the EMB under the auspices of the International Development
and Research Centre of Canada, the program could not be sustained due to lack of
funds, both from GOP and from the program’s clients.

The PBE was tasked to revive the program and come up with sustainable
finance schemes to ensure continuity of the project. It publishes Business and
Environment which contains relevant articles on environmental protection and a list
of waste products which aims to match the suppliers of these waste materials with
the users thereof. Aside from the direct advantages of the list in contributing to
recycling efforts, there is cost reduction in waste minimization expenses. Waste
treatment becomes less expensive if there is demand for such wastes. Corollary to
that, users lower their costs as the prices of their raw materials are decreased.

As cited earlier, listing in the magazine is free at the moment. However, the
PBE plans to charge a listing fee to companies later on. According to the
organization, revenue projections from this activity exceeds the costs incurred in
the publication of the magazine. It is further assumed that it will still turn out
cheaper for these companies to pay for the advertisement of their wastes rather than
spending a lot on waste treatment and disposal systems. The magazine itself will
have a subscription fee adding to the projected revenues of the organization. The
numerical targets of the project are as follows:

e at |east 400 listings per month;

e at least 2,000 paying subscribers of the magazine;

e at least 8 successful waste exchanges between companies per month; and
e at least 10 pages of paid advertisement per issue.

The IWEP does not have a monitoring component at the moment. In the
future, PBE hopes to document successful cases of waste exchanges and publish
these in the magazine. Together with the network of supply and demand for
industrial waste generated by the IWEP project, these cases can serve as an impetus

187 Attachment II of the Memorandum of Agreement between the USAID and PBE.
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for new industries to develop, specifically those that convert wastes into useful
products, thereby creating further employment opportunities and industrial growth
in the Philippines.

Aside fram the magazine, information generated from IWEP will be
disseminated through link-up with other network systems such as the Martlink, an
electronic information network of the Foundation for Resource Linkage and
Development (FRLD). This network has nodes in other major urban areas of the
country, IWEP also plans to hook up with ather electronic bulletin boards in the
country such as PSDN and NSO so more users can have access to its database,

The PBE is also involved in the establishment of an environmental
information center for business and industry within PBE's premises. Initial funding
for the set-up of the library came from the International Labor Organization {ILO}.
The PBE hopes to sustain the upkeeping and updating of the library by charging
fees for its use. Relared to this, it is involved in a joint project with the Centre for
Clean Technology and Environmental Management (CTEM), a regional US-AEP
funded project that links up five countries in Asia through the Internet and provides
relevant envirenmental data for the business sector. These two organizations share
information ta avaid duplication of efforts in updating their respective databases.
They further offer courses on the use of the Internet to augment their revenue-
generating efforts,

The PBE and PBSP are involved in joint activities |ike: the launching of the
Paper Exchange wherein participating companies donate their waste paper for
recycling; and the formulation of a Business Plan for the rehabilitation of Pasig
River. In connection with this, PBE was appointed as member of the Presidential
Task Force for the Rehabilitation of the Pasig River.

fi Haribon

HARIBON is an NGO invelved in sustainable development activities in the
country. It believes in addressing poverty as a means to achieve sustainable
development and recognizes the “need for the management of natural resources to
be community-based, socially equitable and scientifically-sound®,'™ It aims to
promate and undertake community-based resource management strategies in
specific sites, conduct scientific and socic-economic researches on  natural
ecosystems for the benefit of Filipino communities and raise national consciousness
on sustainable development to promote a constituency for environmental issues
and membership in the arganization.

153 The Hartbon Foundation for the Conservation of Natural Resources, Ine, Save Our Only Home Earth.
Harban Foundation: dManila.
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The organization is involved in four programs, namely:

e Community-based resource management program which aims to empower
communities to undertake their own development through education,
organization and applied research and cooperative development;

¢ Science and research development program which aims o systematize
Philippine natural resources information;

e Membership and chapter development program which aims 1o mobilize,
organize and educate the wvarious sectors in society on environmental
conservation: and

« Environmental defense-legal program which offers environmental para-legal
training, legal advice, research and representation to members of indigenous
communities, community organizations and individuals whao become victims of
environmental law violations.'™

Haribon has undertaken a substantial number of projects since its inception
in 1985, Currently, it is focused on conservation activities, as well as in the
establishment of the legal program for environmental cases. It sources its funds
from both local sources and grants from international conservation groups.

g) NGOs for Integrated Protected Areas (NIPA)

The NIPA is a consortium of 18 NGCOs formed on 12 December 1993 to
address the NGO component of RA No. 7586, "An Act Providing for the
Establislument and Management of National Integrated Protected Areas System, defining
its scope and coverage, and for other Purposes” known as the NIPAS Act of 1992, The
organization is the main implementor of the programs and projects and it interacts
with the government and international institutions, specifically the Global
Environmental Facility (GEF), and its trustee, the International Bank for
Reconstruction and Development {IBRD), in implementing the NIPAS Act. The
NMIPA s currently involved in the implementation of the Conservation of Priority
Protected Areas Project (CPPAP).

The main objectives of NIPA consist of establishing a partnership amang the
LGUs, the DENR, the NCOs/POs and the indigenous cultural communities (1ICC)
for the management and planning of identified protected areas in their locality,
Secondly, it provides technical assistance and helps in community development in
the protected sites, Lastly, it gives financial support to operationalize the Protected
Areas Management Boards (PAMBs) and livelihood developments,

CPPAP is an ongoing project envisioned to last for seven years, It is funded
by a $20 million grant from the GEF with a counterpart of $3 million from the
DENR. The fund is divided as follows: $10 million is allotted for resource and

189 Tidd,
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socio-economic management, i.e. for livelihood programs and projects; $7.13
million will be used for technical assistance; and finally, $2.87 will be for project
site development.

The resource management component consists of establishing operatians of
PAMBs and the host NGOs, i.e. the NGOs based in the site, as well as resource
management operations {i.e. mapping, delineation, etc.) and restoring degraded
areas within the protected areas,

The socio-economic management component consists of training of
protected area staff, educational outreach to the local community, surveying of farm
lots and ancestral domain, census and registration of occupants, documentation of
tenure claims, community organizing and preparation and implementation of
livelihood projects.

The TA component consists of preparing & monitoring and evaluation
manual, sub-project guidelines, Retail Financing Institution Manual, It also provides
specialists on various fields, does project monitaring and evaluation, assists the
PAMB through the host NGOs, provides secretariat functions to NPPSC and reports
regularly to the WEB.

It is recommended that the PAMB be allowed to collect fees and come up
with guidelines far the collection and utilization thereof. In determining the fea
schedule, NIPA contracted the REECs to come up with guidelines in doing resource
valuation in the areas concerned. The REECs will provide technical assistance in
training host NGOs to do the valuation themselves. Once the fees have been
determined, the PAMB can come up with a management plan which will detail the
various uses of the resources in the area that will be acceptable to all stakeholders.
Furthermore, the fees will be used for sustaining the protection and conservation
activities in the area.

The identified sites for protection include:

= Batanes protected landscapes and seascapes;
e Northern Sierra Madre Nature Park;

o Subic-Bataan Protected Area;

» Apo Reef Marine Nature Park;

e  Mount Canlaon Nature Park;

e Turtle Island Marine Nature Park:

o Mount Apo Nature Park;

= Mount Katanglad Nature Park;

e Siargao Wildlife Sanctuary; and

«  Agusan Marsh Wildlife Sanctuary.
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The first five identified sites have come up with their integrated annual
workplans. They contain the areas of concern of each key stakeholder, i.c. the
community, local NCOs, LGUs in the area and the regional and provincial offices
of the executive branch of the government. These workplans are done in the
context of the whole planning process of the country, hence cansistency is ensured
with the plans of higher geographical bodies. They are congruous with the socio-
ecanomic MTPDP as well as with the National Physical Framework Plan.

The legal requirement is for these ten sites to be declared by law as
protected areas, including the boundaries delineating them from nan-protected
areas. The target is for the bills to be filed by 1997, hence this requires a lot of
lobby wark on the part of the NIPA. Eventually, they will work for the inclusion of
the protection of these areas in the annual government budget, i.e. it will become a
regular public function.

Other efforts of the NIPA include a 3-year MOA with the Philippine Airlines
(PAL) which deals with information dissemination and documentation of
conservation efforts for identified protected areas. PAL will assist in community
organizing and livelihood development efforts, but output for the first year will
focus on documenting the sites through the production of coffee table books,
videotapes, and promotional activities, e.g. photo contests. The second year will
involve conferences among the different PAMBs for sharing of experiences,
problems encountered and lessons learned therefrom. The final year will focus on
an international conference on protected areas management and will culminate in
awarding ceremonies for the best PAMB in the country.

The NIPA is also entering into a partnership with the Biodiversity
Conservation Network [BCN) for holding a media management conference to be
held within the year. The canference will deal with negotiations on financing of
site-based projects.

h) Coalition for the Development of NGO Networks (CODE-NGO)

The CODE-NGQ is a coalition of NGO networks invalved in development
programs and projects.

The CODE has commissioned a study assessing the role of NGOs in
development, particularly in the light of current efforts of the government to
decentralize social and economic development activities. The rationale is based on
the fact that NGOs have been in existence in the country for the last 20 years,
getting involved in long term development activities normally done by the
government, such as in disaster relief and rehabilitation, provision of basic social
services, infrastructure, forestry, coastal management, credit, agricultural extension
and other community-based projects and programs.
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At this point, NGOs have already been institutionalized, especially in the
field of social development. This has created a whole new dimension in
approaching issues and concerns in this field, creating new mechanisms and
venues for more efficient delivery of services. NGOs can now access ODA funds
directly through the establishment of NGO funding mechanisms. With the passage
of the LGC of 1991, NGOs can directly deal with LGUs, eliminating extra layers in
the bureaucracy that hinder speedy implementation of programs and projects.

The first stage of the study involves the measure of effectiveness, or the lack
thereof, of NGO availment of QDA funds. Furthermore, it attempts to identify
allocation patterns of NCO-directed ODA funds, as well as models of institutional
mechanisms existing among key players in ODA availment. The study will
concentrate on existing NGO funding mechanisms operating in the country. A
recent publication released by the CODE and supported by the Transnational
Institute of Holland contains the experiences of these funding mechanisms in
managing large amounts of funds from international donor agencies, including their
relative advantages aver the government, It became a basis for these donors to seek
out similar arrangements in releasing QDA funds to other developing countries.
This next study aims to go further and document pasitive and negative experiences,
including lessons learned in taking on this catalytic role of disbursing ODA funds o
identify mechanisms in improving their efficiency and effectiveness.

MNotes

Preliminary data suggest that there is a growing interest in the NGO
community to address environment concerns on an extensive and sustainable basis.
Poverty is often identified as the root cause of activities that harm the environment.
Hence, projects are often community-based, and they provide livelihood
alternatives that increase income beneficiaries, thus, encouraging substitution of
alternatives for activities that would otherwise cause environmental degradation.

The business sector has shown increased interest in saving the environment,
or, at least, minimizing environmental damage caused by industrial pollution and
waste, The PBE was instrumental in advocacy activities that led to institutionalizing
environment-friendly processes in some companies. MNine members that have
installed environment-friendly procedures in their factaries will be interviewed and
their success stories will be documented in the next report.

In the financing aspect, all the projects rely on schemes that provide funds
on a regular basis, or at least include provisions that would lead towards seif-
sustenance, ensuring the continuity of the activity in the medium term. Mast of
them initially sourced funding from ODA saurces. Nevertheless, the trend these
days is for multilateral institutions to provide financial incentives for environment-
related projects, encouraging more NCOs to participate in the environment sectar.
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5. SMALL-SCALE BUSINESS OPPORTUNITIES IN WASTE MANAGEMENT

The waste management problem of Metro Manila pave rise to new
enterprises that ventured into using garbage as raw materials and transforming these
into sellable products.

A paper exchange project is being implemented in Makati. The Makati
Business Club, the Bankers Association of the Philippines, the PBSP and the Makati
NGO Network entered into an agreement with the Transnational Paper Corporation
which uses waste paper as a raw material for the production of recycled paper.
Transnational collects waste paper from 107 firms enrolled in the program, donates
PhP1.00 per kilogram it collects to MBC’s environmental and information drive and
supplies participating companies with their paper requirements at a 5% discount.
Not only do these companies save money on their paper reguirements, they
actually lower their costs in managing their wastes and do so in an environment-
friendly manner.

AFl pioneered the implementation of the Barangay Integrated Develapment
Program which provides funding and technical assistance to communities in the
field of environmental enhancement. A trainer’s training session on the financial
viahility of recveling was held, which resulted in the establishment of a successful
project recycling scrap denim materials into paper by the Foundation, RTI, Levi’s
Strauss Philippines and two barangays in Makati. Levi's provides the scrap denim
materials, RTI recycles these into paper, the communities produce paper bags and
other paper products out of the recycled paper and Levi's uses the paper products
for packaging their products.

Another success story is the case of Sta, Maria, Bulacan. The LGU was
experiencing waste disposal problems. Landfills were becoming too expensive to
construct and operate. To solve this problem, a composting project was undertaken
by an entrepreneur who set up the Assorted Waste Administration and Recycling
Enterprises (AWARE) in the area. The LGU provided a 10-vear interest free loan for
the project site. It had a 50% cost recovery record, with 40% of the organic waste
from the public market utilized in the composting scheme. Simultaneous with these
efforts was the information, education and communication campaign launched by
the Sta. Maria Economic Development Foundation to inform the residents about
proper waste segregation. AWARE processes 4 tons of waste into 2.5 to 3 tons of
organic fertilizer a day and sells this to farmers. At this point, demand for fertilizer
has exceeded the supply and the company is looking at the possibility of expanding
its sources of waste to cover the entire municipality. Not anly did the company start
earning money, but the LGU, despite its interest free |oan, was able to save maoney
in garbage collection and disposal.

Because of the success story of Sta. Maria, Bulacan, the DENR formulated

the Ecological Waste Management (EWM), its banner project for 1996. I aims to
implement one waste management scheme per province by the end of the year and
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one per DENR district by the end of 1997, The signing of the MOA that will put
EWM into effect in each locality is ongoing. The DENR provided trainings on
proper EWM to interested local units,

A bigger investment opportunity is in the transport, treatment and disposal
of all kinds of waste. Presently, most waste in the country is dealt with by the LGUs
and other public sector organizations. However, there are private companies tha
are already entering the market, such as Erthco and Integrated Waste Management,
The French company SOGEA is assessing sites for a potential healthcare waste
incinerator in Metro Manila."™ Most of these are still charging high rates, therefore
not yet creating a huge impact on waste management,

Nevertheless, this is a positive step in ensuring the presence of waste
management facilities. The public sector cannet be relied upon to provide funds for
the construction of these facilities, simply because of other priority projects af other
priority sectors. One way to ensure private sector interest is to guarantee a certain
margin of profit for waste disposal facilities, This scheme is being emploved in the
power sector, whereby power projects pursued using the BOT scheme were
ensured of a minimum level of energy demand, so as to ensure the steady income
stream of the private companies. This same scheme can be applied to companies
interested in pursuing waste management and disposal facilities.

C. LOCAL GOVERNMENT UNITS’ (LGUS) ENVIRONMENT PROGRAMS

1. LGU WASTE MANAGEMENT PROGRAMS

A rich source of information of success stories of the LGUs implementing
programs and prajects that include sustainable financing companent is the Galing
Pook Awards, or Gantimpalang Pang-Lingkod Pook Awards, a program spansored
by the Asian Institute of Management that aims to promote excellence in local
governance. It encourages the LGUs to submit their respective local programs for
review, particularly those that promote socio-economic growth as made possible by
the LGC. Nominations are made by the LGUs by choosing projects that best
illustrate how they used provisions in the Code to allow them to undertake projects
that have positive socio-economic andf/or  environmental impacts on  the
communities they serve. Efficiency and effectiveness of service delivery is also a
criteria. The third consideration is people empowerment, or the extent to which the
program facilitates access and control of resources by the local people. Included in
this category are capability-building activities and active participation of the people
in local government decision-making, implementation and evaluation. Finally,
sustainability of the program is assessed with respect to how the project is sustained
beyond the term of the present administration and its potential to get the support af

% Fneee Eurape Lid, Toxic and Hazardous Waste Management Profect, Mandla: Tanuacy 1996,
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the successor, 1o ensure that benefits derived from the program continue to be
enjoyed by the beneficiaries.

There have been numerous case studies of LGU programs in the marine
environment sector, such as reforestation of mangroves, coastal management, solid
waste management programs and estuary cleanup activities. However, very few
have actually incorporated sustainable financing as a major component of the
project. Two successful cases are cited in this report.

a) Sta. Maria, Bulacan Waste Processing and Recycling Plant

With respect to introduction of sustainable financing mechanisms, an
interesting case study is that of Sta. Maria, Bulacan. The LGU set up a waste
processing and recycling plant in Sta. Maria, Bulacan. The objectives of the
program are:

e to improve the social and material living conditions of the community; and
¢ to conserve, protect and rehabilitate its environment.

The main approach used was the integration of three waste management
technologies - reduction, recovery and proper disposal - by setting up a waste
processing and recycling plant. Not only did the program solve the municipality’s
waste disposal problem, but it provided income opportunities for the community as
well, Biodegradable wastes are processed as organic fertilizer while non-
biodepradable wastes are sold to recyclers and manufacturers that use the waste as
raw materials. Sustainability of the project is ensured because operations of the
program are funded using the proceeds of the plant fram sale of arganic fertilizer
and recyclable waste.

The project has had positive econamic impacts on the community in terms
of building the population’s income raising capabilities, Training offered extend
bevand operation of waste recycling plant, where residents are given opportunities
to increase their incomes through income-generating projects, Capability-building
activities are canducted periodically on recycling and use of biodegradable wastes,
as well as on how to use compost in mushroom production, recycling plastic
wastes to flower pots, making papier mache out of wastes and scrap paper and
applying organic fertilizer to plants,

In terms of the amount of waste managed, the current rate of recovery is 6
tons daily. The objective is ta raise this figure to 12 tons by the end of 1996. This
will have a multiplier effect, where more income will be generated, not only by
direct hiring of personnel to run the program, but in terms of increased sales of
recveled waste as well, At this point, demand for organic fertilizer is hardly met by
the amount generated by the recycling plant.
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Crucial to the success of the program is the collaboration among various
stakeholders in the community: the residents themselves, the private sector, the
LGUs and NGOs operating in the area, NGOs and private individuals provided not
only technical skills and training, but were also fundamental in bridging the
financial requirements of the project.

Because of the success of the project, the DENR has adopted Sta. Maria's
wasle management program and, through MEIP, has been advocating for other
LGUs to follow this example. Replication has started in some parts of the country.
The target of the DENR is the presence of at least one waste management program
in each province by the end of 1996 and adoption by all LGUs by the end of 1997,

b} Olongapo Solid Waste Management Program

A similar example is the solid waste disposal program of Olongapo City,
Pampanga. Although the project is not comprehensive enough to include waste
management and recycling, it implements sustainable financing mechanisms that
make it viable to last through several administrations.

The Integrated Garbage Collection Scheme of Olongapo City, as the
program is officially called, makes use of recyclable plastic bags for garbage
collection (as opposed to huge drums that are difficult to carry, especially during
the rainy season} and payment of garbage fees by residents and commercial
establishments in the area. The bags are sealed, thus improving the health situation
of the city, and are easy to carry and dump into the landfill. Furthermore, there are
five garbage trucks with a public address system that service the entire city.
Residential wastes are collected twice a week, while those from commercial
establishments are collected daily, The PA system reminds residents of collection
schedule and publicly advertises the benefits of cleanliness and proper waste
disposal.

The project is sustained through the collection of garbage fees. Residents
have different rates relative to commercial establishments. Citation tickets are
issued to areas that are found unclean by sanitary inspectors. This includes the river
system which, befare the project, was a dumping site of solid waste. Initially, there
was resistance ta the project, particularly in paying garbage collection fees, There
was a strong sentiment that garbage collection is a regular function of government,
thus should be covered by taxes. However, the LGU was able to convince the
public of the importance of sustainability of the program and was able to get its
support eventually. The project currently averages PhP500,000 monthly in fees, or
roughly PhP6 million annually. A separate department within the LGU aversees the
program.

The project can stand improvement in the area of recycling. At the time of

submission of the program to the AIM Galing Pook Awards, official scavengers
were designated by the City government to go through the garbage and pick
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whatever recyclable material they found useful. There are plans of installing a
proper recycling program which will include waste separation at the household
level.

The success of this program has been replicated in other parts of the
country, and has been advertised in print and broadcast media during the past few
Years.

2. BATANGAS BAY DEMONSTRATION PROJECT (BBDP)

The trends in economic development of CALABARZON,'™ the country’s
fastest growing industrial corridor, show a fast pace towards transformation of the
area into a non-agricultural site, causing an in-migration pattern in the province. An
eventual rise in the standard of living of the people is seen in the near future. As
population density increases, coastal areas are increasingly being encroached upon.
Concomitant with this is the increased demand on improved infrastructure facilities
and services, As industrialization takes its course, the importance of waste
management becomes more pronounced.

In recognition of this, a strategic environmental management plan (SEMP)
has been formulated for the Batangas Bay Region,'” The SEMP envisions the Bay
area as a model for “economic development characterized by a well-planned, multiple
bt non-conflicting, mix of land and water uses.."1% In effect, it hopes to achieve a
balance between econamic development and environmental management and
protection, particularly for the coastal environment of the province. The guiding
principles of the plan include:

1. Integrated coastal management (ICM). This ensures that probable adverse
impacts of economic development are minimized and costs to society in the
long term are reduced. Thus, economic benefits are maximized and integrity of
the coastal ecosystems are maintained,

2. Sustainable development Key elements for the success of the plan are
incorporated, such as ecological stability, econemic feasibility, social
acceptability and political viability,

3. Proper resource valuation. This will allow LCUs 1o come up with proper
resource pricing schemes, as well as to properly assess environmental damages
and accompanying fines and fees.

4. Precautionary principfe. Because of the uncertainty involved in assessing
environmental damages, potential or otherwise, the SEMP advocates for
decision-makers 1o 1ake a conservative stance in drafting policies relative to the

1M1 Cavite -Laguna-Batangas-Fizal-Quezon Growth Corridor.

192 The farmulation of the SEMP was coordinated by the Provincal Goverpunent of Batangas. Technical and
financial support was provided by the GIF/UNDF/IMO Regional Programme on the Prevention and
Management of Marine Pollution in the East Astan Seas,

192 Pnvironmhent and Natural Resources Office of the Provincial Government of Batangas, Strategic
Environmental Management Plan for the Batangas Bay Region, Quezon Ciby 1296,
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environment, As information becomes available, these policies may be relaxed,
thereby allowing far greater efficiency and maximum development of the area.
Sustainable financing. In recognition of limited government funds for
environmental management, the plan calls for development of innovative
financing schemes that can take advantage af the opportunities available to the
LGUs under the LGC. The LGUs can earmark revenues from the use of MBIs to
set up trust funds for environmental programs for the Bay area.

Use of market-based instruments. In connection with the principle of
sustainable financing, the plan adopts specific recommendations from the
OECD  paper on Economic Instruments for  Environmental Protection,
particularly through the use of the following:

MARKET-BASED INSTRUMENTS

Redefining Property Rights Tradable emissian permits; lability insurance legisiation
Taxw/Charge Systems Efffuent charges, user charges, product c'hli'fé-és, and
administrative charges
T Subsidies * Financial aid in installing new technology; subsidies to
environmental research and development expenditure
Depaﬁit-Rnf{md Systems  Combines charges and subsidies so as to provide
incentives 1o retur pollutants for recycling

On the other hand, command and cantrol measures shall still be enforced,

particularly the following measures:

=

* @ @

REGULATIONS
Standards Eifluent, ambient and technology standards
" Resource Use | Emission quolas, harvesting quotas; by allowing quotas
Quotas ta be traded among market agents, the quota systern
would be ransformed into a system of radable permitls

Institutional partnerships. Partnerships among LGUs, national government
agencies, industry, NCOs, volunteer groups and the community residing in the
area are deemed to be crucial in pursuit of the SEMP’s vision.

Key components of the plan include:

Legal and institutional mechanisms;

Integrated policy and planning systems;

Integrated management systems and technical interventions;
Management and technical skills improvement;

Information base improvement; and

Sustainable financing development.
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The specific programs consist of:

+ Integrated waste management;

«  Water pollution abatement;

« Conservation of special ecosystems particularly the remaining mangroves and
coral reefs;

« Coastal tourism development;

o Development of alternative livelihood activities; and

s |Improvement of municipal fishery.

With regard 10 integrated waste management program, voluntary agreements
among various stakeholders in the Bay arca have been signed last 7 September
1996. The agreements focused on the management of waste generated from both
land- and sea-based sources in Batangas Bay. Translating these agreements into
concrete action plans is being undertaken.

Finally, on sustainable financing development, the plan lists various
activities to be undertaken by ENRO:

« Identification of potential BOT projects;

« Study of privatization schemes and identification of LCU assets/iunctions that
can be privatized,

e Assessment of trust fund mechanisms for application of MBls; and

e Establishment of linkages with other praograms.

3. CAGAYAN DE ORO - ILIGAN INDUSTRIAL CORRIDOR (CIC)

Experiences of the community, NGOs, private sector and LGUs in the CIC is
a good example of how pollution control and management can be undertaken
through a community-based approach, i.e. with the involvement of all stakeholders,
including the private sector.

Demographic Characterislics

The CIC is a coastal zane located in Northern Mindanao, The key resources
in the area include fisheries, recreational beaches, coral reefs and swamplands,
The region has relied heavily on these resources for food and economic
livelihood.™ Regarding its role in overall national development, Northern
Mindanao, particularly the CIC Corridor, is ane of the 12 Regional Industrial
Centers (RICs) in the country identified as alternative lacations for industries outside
Metro Manila.

1 EME, Palicy Study # 9% Case Studics in Deceptralized Environmental Management. Manila: 31 August
1994,




Ore of the major multinational corporations in the country, Del Maonte
Philippines, Inc., has been operating in Cagayan de Oro (CDO) for several decades
now, Furthermaore, there are hundreds of business establishments found within fifry
kilometers from CDO.'™ An advantage of the area is the presence of two bays -
Macalajar Bay and Phangil Bay which serve as ideal transshipment points for gnods
and industrial equipment in and out of the city, Most of these establishments are
light industries: mining; metallurgy; canning; cement production; garment
manufacturing; food processing; and small shipbuilding. Unfortunately, there are
only two companies with pollution control equipment operating: the wastewater
treatment plant of Del Monte; and the treatment facility of Kawasaki.

Environmental Issues of CIC

The environmental problems of the area are identified as:"™

e |llegal logging which causes excessive siltation;

¢ Small-scale mining, resulting in contamination of surface water bodies;

o lllegal fishing, particularly the use of dynamite and cyanide to catch fish,
destroying coral formation, sea beds and shellfish;

¢ |Industrial wastewater fraom industries discharging treated and untreated wastes;

e Domestic waste; the whole of Region X has no effective sewerage and
sanitation system;

e Agricultural runoffs composed mostly of manure and other agricultural waste
praducts; and

» Reclamation of land ptimarily for housing and industrial purposes, causing
changes in shore types and coastal hydrography leading to erasion and
depletion of marine resources.

Regulatory Institutions

As mentioned earlier, the DENR-RDs are poorly equipped far monitoring
pollution. Laboratory facilities are inadequate. Fortunately, Xavier University has a
laharatory where water quality can be examined.™ Literature on pollution
management is also wanting. Hence, pollution managers are not updated with the
latest technalogy available in the market. The Environment Management Service
(EMS) of the DENR is the unit in-charge of environmental management activities in
the region. The problem encountered by the division is the lack of appropriate
budget allocations far manitoring purposes. In fact, it received only 2.5% of the
total agency budget in 1994."" Again, this has caused the unit to be remiss in its
responsibilities. Furthermare, it has been claiming a high rate of inspection of
industries and establishments, However, computation of targets is budget-driven,

15 IEMP. Policy Study & 9.
196 IEMP. Policy Study # 9.
L% [EMP. Policy Study # 9.
e [EMP. Palicy Study # 9,
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e, given the budget, they compute for the number of companies to be inspecied
within the budget period. This does not reflect how many establishments should in
fact be inspected, thus does not achieve pollution control objectives at all.

Another problem arises with the devolution of responsibilities of providing
environmental infrastructure, particularly for waste management, to the LGUSs. Maost
LGU personnel are incapable of handling pollution management activities because
they were not trained to do so. Moreover, they lack the necessary equipment to
conduct such activities,

On the other hand, the NGO community has been active in monitoring
pollution within the area. An organization called Task Force Macalajar, composed
of 50 People’s Organizations and NCOs conducted a number of activities in
protecting the environment. They monitor pollution using the facilities at Xavier
University and guard against illegal fishing and logging. The DENR Regional
Director has recognized the positive contributions of the Task Force and has
commented that “the NGOs are the pushers for them to do their jobs”."™ They help
disseminate information on the need for environmental rehabilitation and
protection as well as serve as a reminder 1o industries of their role in protecting the
environmaent.

Plans are formulated to form a multi-sectoral group in monitoring pollution
activities in the area. The possible bodies for such a forum would be:

+ Regional Development Council {RDC], which can serve as a:
e clearinghouse for sectoral policy implementation;
« medium for government program coordination in the region;
e forum in the exchange of information and policies of national
gavernment departments; and
¢ monitoring implementation of government projects and policies in
Region X.
+ Local Development Councils (LDCs), at any of the following levels:
e provincial;
e City; and
¢ municipal,
« Environment and Matural Resaurces Council (ENRC) under DAO 30 of 1992, to
be formed at every local government level,

Formation of these groups will only be possible if the participants,
particularly LGU personnel, are skilled and well-equipped to undertake pollution
monitoring activities. Otherwise, they would only be additional lavers in the
bureaucracy without added value in environmental management.

190 JEMP, Folicy Study # 9,
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The case of Del Monte Philippines, Inc. (DMP) in causing water pollution in
the CIC is an example of how combined efforts of the whole community were able
to stop the company in further polluting Macalajar Bay.

The company used to discharge their wastes into the water through
submarine outfalls. The length of the pipes was shorter than required because of
the lack of a supporting structure for installing pipes due to a sudden drop in the
ocean floor. Monitoring results by the company and the DENR varied because of
the depth from which the samples were taken. When effluents reached shallow
water and  water near the shoreline turned vellowish brown due to suspended
solids from pineapple pulp and skin, the public, through the Task Force Macalajar,
pressured the DMPI to install new equipment. The initial move of the company was
to change their steel pipes into hard plastic. However, the pipes were damaged
after two vears of installation, thus, a wastewater treatment plant had to be installed
to appease the public,
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CONCLUSION

Governments in East Asia have always been aware of the importance of
environmental proteclion and management, particularly the marine sector. This is
shown by the abundance of environmental rules and regulations that have existed
for a number of vears now. However, enforcement has generallv been weal.
Furthermore, there has been a lack of adherence to the polluter pays principle,
whereby the fines system does not adequately account for the damages to the
environment caused by both land- and sea-based sources of marine pollution.

In the Philippine case, a number of factors have contributed to this, most of
which had to do with the lack of a single comprehensive blueprint on how to
pratect the environment. Covernment agencies at the national level have
overlapping functions. In the case of local governments, develution of functions are
not matched with the proper skills and capabilities in mobilizing financial
resources. Realizing this, there is no incentive for the private sector to invest in
environment-friendly programs and projects, and evasion of the law becomes
cheaper and maore efficient within their ecanamic timeframe.

It is only very recently that attention has been turned 1o the use of
sustainable financing mechanisms for the conduct of environment programs.
Application of such mechanisms can become successful through partnerships
between the government, the NGQOs and the private sector. Cach entity has a role to
play within their respective area of responsibility. Furthermare, both objectives of
garnering a reasonable return on investment, and environment protection coupled
with economic development should be simultaneously pursued to ensure the
sustainability of the partnership.

The BOT scheme is a good case study of a successful partnership between
the private sector and the government. Although there have been no concrete
examples of such schemes in marine pollution management programs, BOT can
certainly be applied in such projects,

Emphasis should likewise be placed on building capacities at the local
government level. Decisions concerning the marine environment are being
devolved to the LGUs, hence, should be matched with proper skills in doing sa,
The national government realizes this and has come up with numerous training
programs for LGU persannel. Hopefully, this contributes towards the adequate
protection of the marine environment, Nevertheless, constant guidance should be
provided until such time when lacal governments exhibit self-sufficiency in
initiating sustainable marine pollution management programs. Joint ventures should
likewise be encouraged, whereby both national and local government agencies
participate activelv.

Through the Philippine example, hopefully, lessons can be learned. Not
only should these serve internal purposes, but its East Asian neighbors will be able
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to benefit as well in pursuit of the right policy and financial recommendations for
marine pollution management. As a follow-up activity, comparative studies can be
further developed through the Programme, which can be shared with key players in
the Region. The tremendous pace at which East Asia is economically growing
should be continued together with praper environmental safety measures to
achieve sustainable development. In this regard, the marine environment should be
protected and managed effectively. The use of sustainable financing mechanisms
and viable public sector-private sector partnerships will certainly ensure the
accomplishment of such an objective.
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