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Brief history of water privatization in Metro Manila

In 1997, the privatization of Metro Manilas waterworks and sewerage system was
the largest water privatization project in the world, affecting a population of 11
million individuals or around 2 million households.

In 1995, only 75% or 8.25 million of Metro Manilas 11 million residents had weter
connections, 3.6 million had none. The MWSS was a hugely inefficient, unpopular
government agency under the Department of Public Works and Highways, generdly
consdered the most corrupt department in the Philippine executive branch.

>From 1993 to 1995, MWSS needed $253 M or 7 B pesos to replace its pipe network.
Only IFls could fund thet at the time, with the Asian Development bank providing
$249M of MWSS's $307M long-term loans as of 1995.

The failure of MWSS to provide universal access and efficient service, coupled with
the lack of resources to finance waterwork systems made privatization seem like a
promising dternative a that time. It was aggressively pushed by the World Bank and
readily undertaken by the Philippine nationa government. (In 1996, the World Bank
sent a Philippine contingent to study the privatization project in Buenos Aires. The
contingent reported that the Argentinians seemed to be "very hgppy" with the
privatized water project.)

The French government gave the Philippines a$1M grant to hire SOGREAH as
consultant.

B. Metro Manilawas divided into two zones: the East Zone, which went to the Manila
Water Company Inc. and its foreign partner, Bechtel. The larger West Zone
comprising 60% of Manilas pipdine network, was awarded to MAYNILAD Water
Services Inc., owned by a prominent Filipino business clan, the Lopez family. Its
business partner is Suez Lyonnaise de Eaux subsidiary ONDEO (and will be referred
to in this presentation as Suez/Ondeo).

Maynilad covered 6.5 million resdents, only 4.3M of whom had water connections.
Manila Water-Bechtel covered 4.5M people, only 3M had connections.

>From pre-privatization level of 8.78 pesos per cubic meter, the average rate for



Maynilad-Ondeo's customers fdll to 4.96 pesos or by 43% in August 1997 Initidly,
therefore, the privatization project was consdered "successful”. Future price increases
were to be determined through procedures specified in the Concession Agreement-the
contract between Maynilad-Ondeo and the Philippine government (MWSS). The
concession was to be regulated by a Regulatory Office (RO) created by the contract
for this purpose.

Other promises of Maynilad-Ondeo as stipulated in the Concession Agreement:

Water supply coverage of 87.4% by 2001, 97.1% by 2006.

Sewer coverage : 16% by 2001, 20% by 2006.

Sanitation coverage target of 43% by 2001.

Reduce Non-Revenue Water (leaks, stolen, unbilled water) to 42% by 1999.

Main points:

Metro Manila had a very bad experience with state-run water utility, hence the
positive political dimate for water privatization.

Privatization promised better service, more connections, chegper water, less
wastage.

Theinitid price drop made privatization look like a success.

The Philippine government had no resources to finance the enhancement of its
water systems. Only the IFIs could afford to finance such a project before
privatization.

Il. PERFORMANCE OF MAYNILAD-ONDEO FROM 1997-2002

The Concession Agreement was amended in October 2001, upon heavy lobbying by
Maynilad-Ondeo and colluson with key officids of the Regulatory Office.
The Amendment authorized a series of price increases to cover foreign exchange
losses of Maynilad-Ondeo due to the Asan financid crigs of 1997-98, which resulted
in the devauation of the Philippine peso by 100% to the American dollar. The
Amendment aso authorized the lowering of expanson targets, relax performance
targets, including NRW targets. In other words, the parameters of the original bid
were dtered; Maynilad-Ondeo was alowed to raise prices, but reduce service. Both
the Lopezes and Suez/Ondeo refused to put in more equity for capital investments and
debt payments, relying instead on dramatic price increasesto bolster their financid
ganding.

Basic price of water in Maynilad-Ondeo areasis now 19.92 pesos per cubic meter or
an increase of 500% from 1997. (Take note that Maynilad-Ondeo cannot therefore
cdamthat dl it is only recovering losses from the peso devauation. The Philippine
peso devaued by 100%, while the price increases have added up to 500% since
2001.)

Basic water tariff isnot dl. Plus extra chargesto cover forex losses: 8.28 pesos per
cubic meter. An average family consuming about 20 cubic meters per month pays
about 600 pesos amonth, 40 % of thisis for the extra charges, not for the water they
actudly consumed. A sngle-income household in a Maynilad-Ondeo area earning
6,000 pesos a month or about $120 US (a generous estimate) will therefore pay 10%



of itsincome for water costs. Those who do not have water connections must alocate
about 20-30% of their income for water costs, snce the price of water sold by water
vendors is 300-500% higher.

Poor service week water pressure, afew hours of flowing water in aday. Families
in Maynilad-Ondeo areas wake up at midnight or at dawn to store water because
supply is not continuous, especiadly in populous and elevated aress.

Sow expandon of water supply coverage: 577,492 individudsin Maynilad-Ondeo
areas will not have water connections becauise expanson targets were deferred for 3-5
more years. (Thisis not counting those who have connections, but have no water
flowing from their pipes.)

Many of these households are located in urban poor areas. They are forced to buy
water from water vendors who sall water 300%-500% higher than Maynilad-Ondeo
prices. Or dse, they pump water manualy from communa/private pumps that are
usualy located some distance from their houses. (Plus 314,550 individudsin the
Manila Weter-Bechtd areas, meansnearly 1 MILLION individudsin Metro Manila
dill have no water connection. Again, thisis not counting those who have water
connections, but only get 3-5 hours of water flow in aday. Thisisasubgtantid part of
the population but no exact documentation exists.)

Huge operating cogts, mismanagement and inefficiency: Maynilad-Ondeo had very
expendve dollar-denominated consultancy contracts between the loca Lopez
controlling company (Benpres) and the French side (Suez/Ondeo) for start-up and
enhancement operations. 1) Management Consultancy Contract with Lyonnaise de
Eaux Philippine (LDEP) 2) Interest-bearing advances from Benpres Holding
Company (BHC) and LDEP for bidding and start-up costs 3) Technica assistance and
service agreement with BHP and LDEP 4) Charges for guarantee fees related to loans
and standby |etters of credit guaranteed by BHC and Suez Lyonnaise de Eaux (SLDE)
5) Interim program management with Safage Consulting and Montgomery Watson, an
affiliate of SLDE 6) Technical assstance agreement with Lyonnaise de Eaux Services
Asocidtion (LY SA) for the revenue-enhancement program to reduce Non-Revenue
Water (NRW). The costs of these contracts inflated as a result of the peso devaluation
dueto the Asan financid crisis of

1997-98.

TheFilipino Sde of Maynilad controlled by the Lopez clan, is notorious for the high
sdaries and perks of its upper management dite: the Maynilad president earns 1
million pesos a month (about 20,000 USD).

Maynilad-Ondeo spent 80% more on computers per employee vs. Manila Water-
Bechtd. They bought computers from IBM France, a company affiliated with Suez.
All these contributed to the ballooning operating costs of Maynilad-Ondeo.

This, while Maynilad-Ondeo's NRW averaged at 68.1% during the last five years,
actually increased from pre-privatization levels. That meansthat it doesn't earn from
nearly 70% of its water, athough it spends to extract, purify and deliver that water.
High ineffidency.



Thisinformation isimportant, in the light of the so-called internd conflict within
between the French and Filipino partnersin Maynilad-Ondeo. Both cannot deny their
role in the mismanagement of the firm, even given majority Filipino control of the
corporation. Both decided to dlocate their capita towards management and technica
consultancies with their subsdiaries. Suez/Ondeo cannot say now that it did not have
apart inthat decison. Their collaboration failed to remedy critica problems that
contributed to its financid standing (such asthe NRW).

Other performance standards:

Actua sewer coverage of 19% as of 2001, compared to 16% target.
Actua sanitation coverage of 6% as of 2001, compared to target of 43%.

Main points:

The amendment of the Concession Agreement in October 2001 undermined the
whole premise of privatization by 1) erasing the agreed- upon standards by which to
evauate the performance of the two water companies 2) violating the processes that
should have governed price increases.

The amendment process itsdf was tainted with corruption. Of the 5 Regulators
consgting the Regulatory Offices, two Regulators complained about the irregularities
that were apparently actively abetted by the Chief Regulator himsdf. These two
Regulators were harassed, their salaries withheld, because they dared to do their jobs

independently and honestly.

The Regulatory Office has little capacity to 1) evauate the actud performance of
the concessionaires. They are dependent on the numbers submitted by the water
company. 2) Hold the water companies accountable for faling to comply with the
performance standards.

The RO isacreation of the contract. In this arrangement, consumers have no lega
persondity to intervene in regulatory processes, no provisons for transparency except
for token public consultations before price hikes where consumer inputs have no
bearing at dl on decisons made by the RO.

The Philippine government gpproved the changing of the contract to accommodate
the demands of the Lopez clan, whose bankruptcy threatens to affect the Philippine
economy and the political fortunes of our leaders. For sure, the desire to please
foreign companies such as Ondeo and Bechtd is dso afactor in our government's
decison to let the water firms get away with everything.

Regulation istherefore hardly independent. It is based on political decisions of the
national |eadership.

The horrible performance of Maynilad-Ondeo shows that al the promises of water
privatization have not been fulfilled: 1) Water is 500% more expengve. In the Manila
Water-Bechtd aress, it is 700% more expensive. 2) Serviceis il lousy. 3) There are



new connections, true, but far from the rate of expansion it promised. 4) "Market
forces' are not at work. Maynilad-Ondeo's water isfar more expendve that the other
concessionaire, but other than serving as a benchmark, it has no consegquence on the
demand leves of its consumers (because they have no choice but to use water) or on
the standing of Maynilad-Ondeo. In a privatized set-up, poorly performing
concessionaires should be axed.

MAYNILAD-ONDEO WALKS AWAY BUT WANTS CASH

In mid-2002, Maynilad-Ondeo petitioned for a 100% increase in water rates and
asked for government guarantees on itsloans. It has not been paying its concesson
fees since April 2001 and now owes the MWSS over 5.5 hillion pesos ($ 100 M); it
aso wanted to defer further payment until 2007. When such demands were rejected
by the MWSS and the Regulatory Office, it terminated its contract in December 2002.
It then filed an arbitration case before the International Appedals Pand seeking 19
billion pesos ($365 M) in compensation from the Philippine government which it
blamesfor itsfalures

Maynilad-Ondeo has been collecting extra, illega charges that consst of 40% of the
bill of each household. The MWSS and the Regulatory Office have ordered it to stop
collecting and refund these charges but it has refused to comply. The over-collection
now amounts to about 3.3 billion pesos ($ 63 M). The MWSSis dso trying to collect
on Maynilad-Ondeo's Performance Bond of $120 million USD, to no avail. Maynilad-
Ondeo has brought al these issues, including the matter of over-collection, to the
International Appeds Pandl. It is defying duly condtituted government agenciesand is
trying to remove al these issues from Philippine jurisdiction into internationd
commercid courts. Philippine courts, Filipino taxpayers and consumers are being
stripped of any capacity to intervene in these matters.

While the forma arbitration process unfolds, Maynilad-Ondeo is till trying
backdoor negotiations with the Philippine nationa government to stay on as
concessionaire, despite its very poor performance. It is aso asking for: 1) Steady price
increases over the next 6 years 2) further deferment of its concession fee payments
until 2007 3) further relaxed expansion and performance targets 4) sovereign
guarantees on itsloans. In sum, Maynilad-Ondeo is asking for an out- of-court
Settlement and a bailout.

This bid is backed by a strong lobby from the French Embassy in Manilaand will be
partly financed by the World Bank's Internationa Finance Corp. (WB-IFC).
Suez/Ondeo has washed its hands of the horrible performance of Maynilad and
proposes to ease out its Filipino partner and take over the concession. Thisisillegd.
The Philippine Congtitution mandates 60% Filipino ownership of corporations
operating in the Philippines. However, it is backed by high officids in the Philippine
nationa government, which isafraid that if Maynilad-Ondeo |leaves the concession
for good, its privatization policy will be construed as afailure.

Main points:
If the Philippine government loses the arbitration case, it will pay Maynilad-Ondeo

19 B pesos or $365M. It will aso haveto shell out $530M in loan payments to
MWSS creditors. It will have to fund pending water and sewage improvements left



hanging by Maynilad-Ondeo.

But we think thisis il preferable to an out-of-court bailout package which will let
Maynilad-Ondeo stay for another 18 years and granting al its demands.

The AP isdso acregtion of the Concesson Agreement and it has severd
drawbacks. 1) It makes loca agencies and indtitutions such as the RO usdess. If the
concessonaires are not content with an RO decigon, they can dwaystake it to the
|AP. Even thejurisdiction of Philippine courts on water issues such as contract
interpretation, technical disputes on price-settings and |0ss-recovery mechanisms are
being chalenged by Maynilad-Ondeo when it brings al these mattersto the IAP. 2) It
costs alot to convene the AP and part of the costs is borne by Filipino taxpayers. In
1999, the convening of the AP due to a dispute between the MWSS and the Manila
Water-Bechtd cost 40 million pesos or $300,000, split between the concessionaire
and MWSS. Since big water companies have the resources for litigation, they can
aways take issuesto the IAP.

The | AP set-up hasimplications on Philippine sovereignty itsdf, as Flipino
consumers and taxpayers, Philippine government agencies, as wdl as Philippine
courts lose theright to intervene in water utility issues.

THE PHILIPPINE WATER VIGILANCE NETWORK (Bantay Tubig)

The Network is composed of Akbayan Citizens Action Party, the Alliance for
Progressive Labor, Citizens Battle Againgt Corruption, Focus on the Globa South
(Philippine program), Freedom from Debt Codlition and the Ingtitute for Popular
Democracy. It islinked up with 5 members of the Philippine Congress.

The Bantay Tubig Network conducts campaign and public information work, policy
advocacy and legidative lobbying and research on public sector and community-
based aternatives.

Main advocacies,

1) The ouster of Maynilad-Ondeo from the water utility and government takeover of
the Maynilad- Ondeo areas. We must not alow this company to make Manilaits
milking cow for another 18 years so that it can make up for itsfalluresin other parts
of the world.

When the Water Vigilance Network started out two years ago, we concentrated on
pricing and regulation issues. We now redize that this campaign is far larger than our
local target, the Lopez business clan. Help us show theinternationa dimensions of
thisissue so we can form atruly globa picture of the privetization project hasfailed

in many cases at greet cost to millions of people and how Suez/Ondeo played arolein
these falures.

2) Stop the replication of water privatization experiments in other aress of the
Philippines.



3) Study dternativesto privatization. Study regulation and craft weter policy.

The Philippine experience with government-run utilitiesis equaly dismd. We cannot
go back to previous public sector models, so if we have no choice but to do so, we
mugt able to improve on it. How do we contest the dogma that only profit-oriented
organizations can be efficient providers of water? Are there any other models? We are
currently studying water cooperatives, other community-based water systems and how
to finance such initiatives.

Asfor regulation, it gppears that we have to take this more serioudy, aswe will need
regulation even for publicly-owned and managed utilities.

4) Water as a human right. Universal right to adequate water.

Even as we rgject the notion that water is acommodity, we have to contend with the
cogs of extracting, purifying and distributing water. How can resources be mobilized
towards these costs so that each human being can have access to water?
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