1

MEMGORANDUM OF AGREEMENT AND CONFIRMATION

This Memarandum of Agreement and Confirmation (“Agreement”) made and
axecuted this 23rd day of October 2009 by and betwasn:

METROPOLITAN WATERWORKS AND SEWERAGE
SYSTEM, a government corpcration duly organized
and existing pursuant to Republic Act No. 6234, as
amended, with principal office al Katipunan Road,
Balara, Quezon City, Philippings, represented herein
by its Administrator, DIOSDADO JOSE M. ALLADO
(herginafter, "MWSS™);

-and -

MANILA WATER COMPARNY, INC., a corporation duly
organized and existing under the laws of the Republic
of the Philippines, with address at 2 Flaor, MWSS-
Administration Bldg., Katipunan Road, Balara, Quezon
City, represented by 'its Fresident, JOSE RENE D.
ALNIENDRAS (hereinafter, "MANILA WATER"):.

{(MWSS and MANILA WATER shall be referred to collectively as the "Parties”, -

and individually as a "Party”.)
RECITALS:

On 21 February 1997, the Parties have enlerad inio a:Concession Agreement
{the "Concession Agreement”) giving MANILA WATER the right and obligation to
manage, operate, repair, decommission and refurbish all the facilities required to
provide water defivery services and sewerage services in the East Concession Zone
of the service area of MWSS, as defined in the Concession Agreement,

The Concession Agreemenf is for a period of twenty-five (25) years 1o expire
in the year 2022,

To-guarantee the concession granted to MARNILA WATER during the lifetime
of the Concession Agreemenf, the Republic of the Philippines, lhrough the
Department of Finance {"DOF"), issusd a Lelter of Undertaking dated July 31, 1997
(the "DOF Letter of Undertaking”) in favor of MANILA WATER,

During the eleventh (11”‘) year of the implamentation of the Corncession
Agreement, 1the Parties have identified and discussed the option of
renewing/extending the Concession Agreemeni pursuant to the foilowing
Government Policies: '

(a) Te increase investments in water and wastewater improvement projects, tc
pursue the mandate of the government to accelerate waste water projects, o
comply with the Clean Water Act and the recent Supreme Court decisicn for
the clean up and preservaiion of Manila Bay, and sufficiant concession fees
to support the implemeniation of new water source projects as enumerated in
the Final Business Plan;
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T+ (b) Te mitigate the impact on tariff increases through the renewal/extension af the
Concession Agreement,

The Parties acknowledged and agresd that the renewallextension of the
Concession Agreement will be baneficial and advaniageous fo the growing
population in the East Concession Area as this would enable MANILA WATER to
substantially increase its capital investments and expenditures program to meet the
long-term water supply and wasiewatar services needs of such growing population in
the East Concession Area. The renewalextension would likewise result in the
mitigation of future water tariff increases as a result of the expecied increase in
capital expenditures by MANILA WATER.

NOW THEREFORE, in accordance with Section 16.12- of the Concession
Agreesment and in-view of the foregoing considerations, the Parties hereby agree to
renew/extend the Concession Agreement for an additional period of fifteen (15) years
from the year 2022, or until the year 2037, under the same terms and conditions of
the Concession Agreement, as amended; and In consideration thereof, appropriate
approval processes were undertaken;

(@} Upon review and evaluation of the MANILA WATER Business Fian, the
MWSS Board of Trusiees approved the renewallextension af the Concession
Agresment with MWSS under the followiing Board Resolulions:

(i) Board Resolution No. 2009-072 -authorizing the renewal/extension.

of the Concession Agreemeni of MANILA WATER and MWSS for an
additional fifteen (15) years from 2022 to 2037, subject to the written consent
of the Republic of the Philippines pursuant to Sec. 16.12 of the Concession
Agreement. A copy of Board Resolution No. 2009-072 is hereto attached as
Annex "A” and made an integral pan herecf.

(i) Board Resalution MNo. 2009-135, confirmed the adoption of the
Advice Memo of Senior Deputy Administraior Cruz and Chief Regulator
Quizon, as confirmed by MANILA WATER President Jose Repe D.
Almendras, and authorizing transmiltal thereof 10 the DOF. A copy of Board
Resolution No 2009-135 and the Clarification to the Depariment of Finance
(DOF) concerns relative to assumptions on Lhe tnvestment Plan (2008-2037)
of Manila Water Company, Inc. (MWC) dated June 3, 2009 signed by the Sr.
Deputy Administrator Macra A. Cruz and the Chisf, Reguiator Manuel P.
Quizan and conformed by Jose Rene D. Almendras. MWC President are
heretg attached as Annex “B” and made an integral part hereof.

(b) On October &, 2009, Hon, Executive Secretary Eduardo R, Ermita

transmitted to the DOF Secretary the Special Authority signed by Her'

Excellency Gloria Macapagal Arroyo, designating the Honorable Secretary
Margarito B. Teves or in his absence, Undersecretary Jeremias N. Paul, Jr.,
to perform necessary actions on behalf of the Republic of the Philippines,
relative to the extension of the Cancession Agreement between MWSS and
MANILA WATER ana the coresponding extension of Performance
Underiaking in faver of MANILA WATER, pursuant to BA No 8041, EO No.
311 and Sections 16.12 and 15.3 (iii)(d) of February 21, 1887 Concession of
Agreement. A copy of these documents are heretc attached as Annex “C”
and made an integral part hereof.

{c) ©On Octcber 19, 2009, the Honorable Secretary Margarito B. '«‘Tevés
transmitled to Administrator Dicsdadoe Jose MAllado the signed Letter of
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Consent and Undertaking in behalf of the Republic in connection with the
extension of the . Concession Agreement from 7 May 2022 {o 6 May 2037 A
copy of Letter of Consent and Undertaking is herato attached as Annex "D"
and made an integral part hereof.

(d) On Qctober 20, 2009, the Original Copy of the Letter of Consent and
Undertaking signed by the Secretary of Finance in behalf of the Republicwas
transmitted by the Administrator of MWSS to MANILA WATER. A copy of the
ransmittal letter dated October 20, 20098 of the MWSS Administrator is hereto
attached as Annex “E" and made an integral part hereof.

(&) The same was acknowledged by MANILA WATER through its
President, Jose Rene D Almendras through a lettcr dated October 22, 2009
Through this. letiet. : ; '
comphance to jts 60 islels: gafel

.(Corporate Operating BUdY ?ﬁ@ R INMWES Regulatory
‘Office’ Further, MANILA WATER reilerated its commitment to implement the
programs and projects which will allow cnmphance fo lhe service obligatian
targets agreed in the CA Renewal Business Plan. This shall now be realigned
to-ensure the delivery of services to customers in the most efficient mannarin
fight of the dramatic changes in weathsr patiern and natural calamities which
could hit its service areas. A copy of the letter dated October 22, 2008 of
MWC President is hereto attached as Annex "F" and made an integral part
hereof.

I WITNESS WHEREOF, the Parlies have caused this Agreement to he sighed and
axecuted by their respective duly authorized signatorizs as of the date first written

METROPOLITAN WATERWORKS MANILA WATER COMPANY, INC.
AND SEWERAGE SY3STEM
By: {".I By:
/-j\j:z%@ ~ X f"/ﬂ)/ s e
e e ol - Ty TZ’ 7
' DIOSDADO JOSE M. ALLﬂ\DO JO’F}L RENE D, ALMENDRAS
T Aclministra ?0( // Prasident
J N

v \1

WITNESSES:

,/
/’ ~—
/} 7 ,/#‘1 1/
\H‘%/AR T GRAHECIR e u_i,(m »n/' an: 18
Chairman ‘ Chief Fifance Officer & Treasurer

MW55 Boaro of Trustees Hardla Weter Company, Inc.

it
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ACKNOWILEDGMIEENT

REPUBLIC OF THE PHILIPPINES)

QUEZON CITY, METRO MANILA )5.5.

BEFORE ME, a Notary Public for and in (6 s 427
narsonally appeared the following:

,éiay of October 2009,

W

Name Competent C.T.C. No. | Date/Place
Evidence of identity Issued

DIOSDADO JOSE M. ALLADO 71.’.?14;;.-,-,}!“,51.-1._(. e
representing St e oo
Metropolitan Waterworks and | X/ F4 1€ ’4‘“7 sy

Sewerage System

JOSE RENE D. ALMENDRAS Tt gD D
representing . e doir 2 i
MANILA WATER Company, | *F 758847 A
inc.

who were identified by me through competent evidence of identity to be the same
persons described in the foregoing instrument, who acknowledged before me that
their respective signatures on the instrument ware voluntarily affixed by them for the
purposes stated therein, and who declared ic me that they have executed this
instrumant as their free and volurtary act and deed and that of the principals that
they represent.

This instrument consists of four (4) pages, including this page on which this

-acknowledgment is written, and is signed by ihe parties hereto, together with their

instrumental witnesses, on each and every page hereof.

WITNESS MY HAND AND SEAL, on the date and at the place first above written.

Page No._\2 ;

Book No._ {8V
Series of 20009.
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. o Republic of the Philippines, .
METROPOLITAN WATERWORKS AND SEWERAGE SYSTEM
Katipumnan Avenue, Balara, Quezon City

e Fxcerpts from the Mi'pute's of the Seventh. Regular Meeting ofthe Board . ’
- held on 16 Agril 2009:
[ ‘ ‘Resolulion No, 2009-072
‘I e - "WHEREAS, pursuant to the MWSS Charter, R. ‘A, 6234, as
P amended, MWSS has jurisdiction, supervision, and control over &l
- waterworks and sewerage sysiems within Metrgpolitan Mariila, the
S entire province of ‘Rizal and a portion of the provinee of Cavite;’ _

"WHEREAS, pursuant to R. A. No. 8041 (the National Water
Crisis Act of 1895), as implementad by E.C. 286 dated 068 December
1295 and E.O. 311 dated 20 March 1996, MWSS was ‘mandated to
enter into arrangements that will result in the invelvemeni or
participation of the private sector in any or all of the segments, ~
operations andfor faciiities of the MWSS? '

"WHEREAS, WMWSS has determined to grant concessions -to
private sector corporations, at lsast 80% -of the ouistanding capital
stock -of which is ewned and contralied by Philippine nationals, which
shall act as centractors to perform certain functions, ‘and as agents for
the exercise of certain rights and powers, of MWSS under its Charier,
to operate the system of waterworks and sewerage services referred 1o
in the Charter!’ :

"WHEREAS, pursuant to a process of epen public -bidding .and
selection, Manila Water Company, Inc. (MWCH) had been awardead the
right to etiter into the Conecession Agreemeni {CAY dated. 21 Febriary 1 ‘
1987 with 'respect 1o the Service Area Easf, which Agreesment will ' t
expire jn 2022

"WHEREAS, in its effort to parlicipate in the pump priming
aclivity of the government, through ils program of tariff mitigation,
‘ among othears, MWUC| - resubmitied it proposal faor  the .
R . renewal/extension of the Concession Agreemnent for the Easl Zang;

Lo "WHEREAS,. Section 18,12 of the CA provides in part that, Ta)t

the time of such expiration MWSS shall have the opiion to rebid the
CDrlQessiDn or undertake any other course of action it -seems | i
o apprOpriate with respect to the Concession: it being understoad ihst i
: without their express approval_at such fime neither MWSS -nor the
. L,.“';] Repubtic shalt incur any finaincial obligation in respert of such rebidding
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continualion of Board Resulution #2008-472; ‘ ‘ _ R
" MWC! Goncessioh Period Extérigion: 04:{6.0 - ‘

) T M L X5

or ather under‘takﬁiﬂg..ThiS Agreemelrﬁ may nol be renewed except with
the express written consent of MWSS and the Republic’

"WHEREAS, pursuant to the policy of Government to accelerate
—_ ‘wastewater projects to protect the environment pursuant to the Clean
Air Act and in support 1o the Supreme Court decision to clean up

Manila Bay and fo ensure watsr supply securily, the MWCI under its
. Business Plan submiitted: on*02*March 2009, hereto attached as Annex
‘A and made an infegral part hereof, proposed fo increase the
investmants on wastswatsr and new water scurces projects;’ ‘

— : . "WHEREAS, to mitigate fhe impact of .the increase iri
investrmarts and ‘the. acoesleration of -wasiewatsr projects ‘en’ the
increase in water rates in: the ' Eagt Goncession argd, MIWEL, thee MWSS

- ~ East Zone Comeessiondire, ~proposed . the renewal/extension of its

: Concession Agreement by fifteen {18) years frorn 2008 1o 2022 10 2008
to 2037 ' ‘

"WHEREAS, in consideration of this renewal/extension, MWCI,

in its fetter sigried by its President, Mr. Jose Rene D. Almendras, dated

28 April 2009, hereto attached as Annex ‘B’ and'made an integral part

hereof, committed ta; (1) increase by 100% the regulatory fees due

MWSS which shalt form: part of the total concession fees as defined in
the Concession Agreemsnt; and (2) miligate tariff such that, a 86% '
- reduction in the balance of the 2008 approved rate rebasing for. 2009- )

2012 tariff will result to ‘bensht the consumers; zero increase in 2009,

P1 increase, each year, for 2010 to 2012, Beyond 2012, it is estinated

) that an increase of only P1 per cubic meter, for 2013 to 2016 will be

‘" needed. For 2017 to 2037, tariff shall be adjusted based on Consumer

Erice Index (CPly.and FCDA only”’

"‘WHEREAS-, a serles Of public consultations was conducted
prior to this approval to inform and educals stakeholders of the issues
that warrant the extension of the Concession Agreement;’ -

"WHEREAS, the Office of the Government Gorporate Counsel,
through'the 15 April 2009 Supplementary Memorandum of Government
Corporate ' Counsel Alberto Agra, hereto attached. as Annex 'C and
made an integral part hereof, opined, ‘among others, that a
renewal/extension -of the Conegssion Agreemertt may be legally
undertaiken even before its expiration for the following reasons:

1) The Coneession -Agreements,  especially  the - legal
framework, do not prehibit an extersion thereof;

[\

MWSES has a-statutory obligation to ensure the 'un’interr‘up[gd
and adequate supply and distribution of potabie water ‘at
rates that are deemed “just and equitable”;
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: Continuation of B ogry Resaiution #2000.07 2. 3
! MWCI:Concession Paring, Extension; 04.16.0g
' )(L_—"—,:—-—._ - T ‘——.‘(

3) Agpiicaﬁon of

Doctrine of Last Antecedeni allows for
extension;

an
4) The extension of the Comcession ‘agreeme
sole.ad_mini'strative discration of MWSS:

- 5) Th‘e_biddin'_g proc

Nt falls within fhe

he. edure ang Jegx| framework was taflor-fitte
7 o dddress the unique an Lriprecedented magnitude of thg
ﬁ; privatization of Mwig, '
r""'l‘! A ) -

- ' 7) The extension éFcort.;l-ré}cts °r 8greements imbued wiih public
B nterest, |jke: the Mvirsg concession agresimant, |g not
- _ _ unpreaedented; anci :

' risis Aci tg_ﬁjge.t'f'ner-w:'fh. the terms ang Provisidns.
found in the Qénoesg&iqh Agreemeris alloyw for its exténginn
without the neag ef public bidding.

“NOw T‘HEREF_DRE, the £
it is hereby resolved, in- inlef
Concessinn Agréement, ihay g
Camp‘any, the, be renewer
an additiona) period of fif
Writter consent of the Re
, Section 16,12 of the Cone

of Manila ' Wate,
: is hereby renewed/extended for

88N (15} yenrs. from 2022 o 2037,‘subje¢t o {he .
public of e, Philippines (ROP) as requireqy under
®Esion Agreement

- "RESOLVED, alsg 1o authdrize 1y MWS
Jose . Allado, to sign,‘-executfia,;and‘deliver_ any and aj documents and
agreements, and te do any and ali sicig ag may be required ang or necessary
to fully effact the foregoing resclutiop.

S Administratcr, Diasdado

* -

» and spread in tt
eld on 16 April

: i
DARgN- UT. uy.

S e Manager, LegalSewioes-@ai/
T : ard Secrefary v
/@j’@f"ﬂmd““’ _ Boar uecretém Designate
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@five of the %}%w* hmﬂ
of E‘E}_&‘: Ahilippines
Makacafiong

e

OcT 06 2609

| Hoh. MAR&ARI’T@ R, TEVES
‘ Secretary

Dgpartment of Finance | (DOF)
Manila

N

L arn pleased to tmnamlt G yalsthe nclozed Special Authority signed oy
the President dated OCT 0.8 EUL];@ X . which designates you or, In your
‘ absence, Underseuetaw Jeremiy Faul, 1;., to perform necessary actions,.
- o ue\haif of -the ‘Republic of the 1 Il[-:_ipmes relative to thé extension of the
Loncession Agreemient (GA) betweear the' Matropalitan Waterwarke ang Sewerage

mvstem. and Manila Water Cunpany I MWL), and the: conespondmg axtensign

- of Perfarmance: Unci-zrtakmg in favor of: MWCI, puraudnt e RAL No. 8041, EO No,

‘ 1

Land Sections 16,12 ang 15.3 (m)rcj) ‘of reb Fuary 21, 1987 Ck,

— Best regarels.

Very truly yours,

A
/B T
EDUARDO R, ERMITA
Exetulive Secrerary
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M"&LA{ ANAN PAL ACE
MANILA

BY THE! PRE&K%EN’? OF THE P’HILIPPIN&Q

0 ALL TO WHOM THESE 'F"WEEENW f‘sw L COME, ﬁ»mha"rmt;t;.

KNOW YE, that TEpOSINg bp&"uld trust ang confidence in the mtegm‘f
nrudence cmd abilipy-of: .

FGARTTO 6, TEVES
SRCIELalY of Finance

or, ARl absence,

HOW, JER
Unterseg

TAS N. FAUL, IR,
.etan,f of Fimance

-

L. ﬁJL@RIA Mﬁs‘cmmmumm m

» Preasiﬂanﬁ -of =thr,e Repubh‘ ‘ﬁm? the
' V‘*‘Su&d u— me by the ronsﬂtutlon and

1:?97 executﬁ.d tJy ’m»‘ Met opolmm W;'mem'@rks and ;.ew-ﬁrage
System (MWS5) with: ‘Mamla Wiater Com pany, Itie, (MWCE)
for the Operatmn B thetwatarworis and severage services of
the MWSE with respeetto the service Area Bast as ldﬁ‘ﬂﬂf[&
undsr Schedule 1 of the: Agreement,

b) Conclude, 2ign, ‘and dEl—iy’Er for and ir behalf of the'F\emthc of
the Philippines, a Reformance mea'talmxg in faver of
M\f\/(:i .'.‘!PlC_i its st Amilf pegigng in m“ﬁ"“fiﬁ‘.a.}’"‘ﬁj !L‘:,.j_r,

"—.'\J_J(—- ..IIILJ l II"V' ““‘ AL
Frtema TaTuh e cran M et P o

AR

€1 Sign, execute, and: isﬁlww any deed o document of whatsoaver .
ki ang nature which may be nscestary or proper. for the
nuronoss of implemant n. > the 5al0 Performance Uindertaking,

-

v SRR3R :t'.'-—*-et&m-.
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PREKE HO. 1 5267516, o OET. 02 265 1114800 F3.

. §a¢;enar~y M. B Tevas or, In his Bhgence, lJ:wcierie.:retary Jo N Paul, drg
further granted full powsr and authority to do and perform avery act angd
thing which may ‘e reguisie for the accomplishments of ‘the spegial power

. herein granted, as fully to il intents and puposes as L, the President of-the
Repyblic of the Phifippines, might or could do i acting personally, and
nereby ratifying ard canfirming atl*that ke &hall lawfully do or caused to be

- done by virtue of these prasents.
In WI‘FNESS—:WH E_RE%G);E,".;%.fiwa\)e hergunto sat ty hand and caused
- the seal'of the Rapubiic of the PRIlippines to he affixed. :
DONE in the City of Manila,iPhilippines, this 6% . day of October

in the year of our Lord, Twe Thousand and Nine. .

/f’zﬁm M /{:}{‘rﬂ?}r’

By the President:
m 4+
- EOUARDOLR. ERMITA
Ewecutive Secretary




- Republic-of the Philippincs

DEPARTMENT OF FINANCE

‘Roxas Eoulavard Corner Pablo Dcampn Sr. ;ucr:{ a > ﬁf
anila 1004

19 October 2009

ATTY . DIOQSDADO JOSE M. ALLADO
Administrator

iztropolitan Waterworks and ‘Sewerage System.
Latipunan Road, Balara, Quezon City

CSubject Elctension‘vof‘the'"Con'r;ession Agreament (CA)} Between
Metropdlitan Watérworks and Sewerage System (MWSS)
and:Manild'Water Company Inc. (MWCI)

Lear Administrator Allado: : B ‘ !

‘

This refers to your 28 April 2009 letter requesting for the extension of the Performance
Undertaking (PUY (“First PU") signed in 1897 relative to the subject.

fransmitted herewith is the PU {"Second PU?) add:asgpd lo I\/lanlla Water Company
lne. for the period of extension of the subject CA from 07 May 2022 to 06 May 2032,
‘.-‘fhlc h shall be extended for the period 07 May 2032 to 08 May 2037, subject to'the
conditions in the Second PU.

Thank vou. '

Virry truly yours,

A

MARGARITO B, E,Eé{ES
Heorelary WG }

et

/!

.—



MANILA WATER COMPANY,
- WSS Campotind, '

chublscxof’ the: Philippines

DEPARTMENT OF FINAN CI“

Raxes Bovlevard Corner Pabln Ccanspo, Sr. Street
“Manila 1004

19 October 2009

Fatipunan: Road,
Balara, Quezon:City

L.adies and Genflemen: -

I am the Secretary of Finance of ‘the Republic.of lhe. Philippings  {lhe
"Repukiic’) and. am delivering-this ‘uindertaking letler on behalfl of the Republm in
c'onn'ec'tion with the extension-of the Concassion Agreement (lhe” ‘Agreement”) daled
21 February 1997 “between -Melropolitan Waterworks and . Sewerage System
(MWSES"), a government-pwred corporation and Manila Waler Company, Inc. (the
“Concessionaire"), fram 7 May 202210 6 May 2037, This underiaking letter shall be
effective fram 7 May 20220 6 May 2032, and shall be extanded by the Republic for
the period 7 May 2032 to 6 May 2037, stibject lo paragraph 3 below. '

This undelt'aking letter is furnished to you pursuant lo Section 15.3 (i) (d) of
the Agreement, Capitalized terms used herein which are-not otherwise defined
herein shall have: the mear\rngs ascribed Lo such lerms in the Agreement.

n connectmn with the extension of lhe Aqruemenl Ihe Republic undertakes
with you as follows:

1. Acknowledgment

The Republic hereby acknowledges and approves lhe exlension of the
Agreement from 7 May 2022 {c 6 May 2037.

2. Unde‘rtaking

- MWSS shall comply With all its obllganons io Hw (_oncpssmnane under the
Agreement.

The Republic hereby guarantees the payment when due of all amounis for
which MWSS may become liable pursuant fo Section 3.2 ("Lia hilities/Revenues”),
Section 9.4.4 (“Expiration Payment”), Seclion 10.3.2 ("Early Termination Amount”)
and Seclion 14.2 ("MWSS Indempity") of the Agreerment.

3. Standard Rates Reduclion

The Republic shall not interfere with the mechanism contained in Article 9 of
L Ag_reen“ entrela tll’lg to the ccffmn of r:nhcxc: anrl r‘ru'mr'\rtlﬂn r‘hnrnes forwater and

[=E=tit

gwerage seruvices: provided by the ‘Concessmnaue within the Service Area. in this

fp]



regard, thie Republic hereby sonfirms-that if the Republic or any Goyernment-owned
agency shall cause MWSS or|he Regldatory Office loreduge Standard Rates beiow
Ihe level that would otherwise bg app ble ir.ageordance wilh'the-Agreement, or fo
deler implementation of any: increase in Staridard -Rates peyond the dale for
rplementation thereof in -géce'rc}anc-a: with the. :Agreement, ‘the. Republic shall
indemnify the Concessionaite in respect: of any loss to iHe ‘Concessionaire
occasioned by:such action. U | ’ ‘

i
H

4. Exiension, of this Un‘d.fe‘rt'akinq'_Ee‘ti:er-" from 2032 Lo 2037

In-the event that, during theperiod 7 May 2027 to G May 2037, the Regulatory

©yfivce shall determing that the Concessionaira shall ineuli Expenditures which shall

noi be recovered through immediate rate ‘adjusiments by way of Rebasing
Adjustment or Extraordinary Price ‘Adjustment-hut throudh -an Expiration Payment or
similar payments, this undertaking'shall remain tn-effect until 6 May 2037

5. Foreign Esxchange Convertibility

The Republic hereby confirms that the Concessionaire shall be entitled o
canvert earnings received in Pesos under the Concession inlo foreign currency from
lime to fime an a non-discretionary basis.

B. R'aw WaterSupply

The Republic hereby acknowledges and approves the letter -delivered
pursuant to Seclion 3.9 of the Agreement from MWSS to NWRB daled 27 November
1936, which Ietler was acknowiedged and approved by he MWSS Board of
Diracliors on 25 July 1997. " '

v * * * +

This undertaking letter shatf be governed by, and- construed in accordance

with, the law of the Republic of fihe “Philippines, Any dispute relating to this

undertaking letter shall be finally setlled by arbitralion before an arbilration panel
consisting of three members appointed and conducling proceedings in Singapore in
accordance -with the arbitration rules of the United Nalions Commission on
Iniernational Trade Law as in effect of lhe date hereof. The arbilration shall be
conducted in the English language.

The Republic hereby waives for itself and ils assets and revenues, lo the

.. extznt permitted by applicable law, and any and all immunity from suit, execution, or

other legal process in connection with any aclion or proceeding o enforce an arbitral
award relating to this undertaking letter. Notwithstanding the foregeing, the Republic
does not waive anmy such immunity in respect of property which i1s (i} used by a
diplomatic or consular mission of the Philippines, (i} property of a military character
and under the contrel of.a military authority or defense agency, ar {iii) located'In the
Fhilippines and dedicated o a nublic of government use. ‘



[e—

This undertaking letteris: ‘béihg_ftn‘nished to you solely for your benefif in
connection with the: Agreement and is limiled strictly to Ine matlers stated herein and
s nat to be read as extending: by implication or oiherwise, ta any matter.

The Republiic consents: to :any :assignment by you of your rights under this
letler to secureloans incurred in-connection with carrying oul your obligations. under
the Goncession. Aparl from any suchr assignimertt, this undertaking letter is not {0 be
used, circulated, guoted or otherwise referred to-for any purpose.

Very truly yours,

THE REPUBLIC OF THE PHILIPPINES

By

MARGARITG B. TEVES
Secralary-of Finance
NG



' Ré]jublic of tlm"Phiii{)pines_. ' <
METROPOLITAN WATERWORES AND SEWERAGE SYSTEM

e [r H
) 2

Tune 30, 2009

HON. JEREMIAS N. PAUL, JI.

Undersecretary _

Pepartment of Finance (DOF)

&" Floor, Banglo Sentral 6-Storey Building

hdalate, Manila '

Dear Undersecretary Paul:

Pursuant to your letter dated Tune 19, 2009, we are iransmitting MWES Board Resolution

No. 2009-135 dated June 30, 7009 adopied by the MWSS Board of Trustees (BOT) to
confirm the Clarifications 1o the DOF Conceras Relative to ihe ‘Assumptions on MWCI
Investment Plan 2008-2037 submitted 1o the MWSS BOT thru a memo dated June 3,
2009 and jointly signed by MWSS Senior Beputy Administralor Cruz and MWES Chief
Regulator of the Regulatory Office, Mr. Manuel P. Quizon and confitmed by MWCH
President.

We hope and trust that this resolution completes the requirements of the DOT in the
processing and approval of the Letter of Underaldng by the Honorable Secretary of
Tinance relative to the renewal/extension of the Concession Agresment wifh Manila
Water Company.

Thank you.

L \

very truly yburs:

".;....—-E-;»-
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Fuzerpts from the Minutes of the Elaventh Regular Meeting of the Board held on 30 June
2008 '

: I'\"ép'ubiic of the Philippines
SIIETROPCLITAN WATEPWGPLJ AND SEVWERAGE SYSTEM

"Resolutian No. 2009~ l

“WHEREAS, MWSS,‘BDT-Resqutmm Mo, .2009-072 was apploved
on 16 Aprll 2009 and confirmed on 28 Awpil 2009 authorizing the
renewal/extension of the Concession: Agreement {(CA) of Manila Water
Company, Inc. {(MWCT) foran additional period.of fifteen (15) years, from
2022 to 2037, subject, to the written consent of the Republic of the
Fhilippines pursuant to Sechon 16:12 of the CA,

“WHEREAS the Republic. of the Philippines is represented in the
Concession Agreement’ by the Departinent of Finance (DOF);

"WHEREAS, the MWSS5 wrote a latter o the DOF dated April 29,
2008 requesting Its consent and appyoval of the renewal/extension of the
CA as well as the renewal of the July 31, 1897 DOF Letler of Undertaking
for such period as the renewal/extension of the CA with MWCT;

"WHEREAS, the DOF. in a letter o MWSS Ssnior Deputy
Admiristrator Macra A..Cruz dated May 18, 2009 {Annex ‘A"), requested

the MWSS “to clarify and confirm fo us how the tariff rebasing fits into the

picture and how it may affect the commitied rates underiying the MWSS
Board-approved extension, To quote the Board Reselution "beyond 2012,
it Is estimated that an increase of only F1 per cubic meateq, for 2013 to

2015 wilf be needed, For 2017 to 2037, tariff c/mn be adjusted based on |

Consumer Price Index (CPI) and FCOA only”  We were made fo
understand during the May 15 meetmq that ail the provisions of the
Concession Agreement remain the same:

“WHEREIIS MWSS Senior Depuly Administrator Cruz referred the
May 19, 2009 DOF letter to MWCI and, consequently, MW leplled on
May 21, 2009 clarifying the concerns raised by the DOF;-

‘WHEREAS, MWSS Senior Deputy Administrator Cruz, and MWS35
Regulatory Office Chief Regulator Manuel P, Guizon submitted an advice
memo dateéd June 3, 2009 {the Advice Memo), attached hereto as Annex

'8’ in answar to the DOF letter dated May 12, 2009 where it ciarified the

tachrical and financial assumptions contained in MWCT's Investiment Plan
for 2008 to 2037 in relaiion to the rate rebasing mechanism of the CA;

8
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. ~uition flo.
2 .;nlng and adopting

uwce Memo of MWSS: <SDA ) v

znd the Chief Regulator ey, MWCIS ‘ '
1.‘?-wear term- mnnwal/eytensmn ' Fage 2

“WHEREAS, Lhe Advice: Memo Dears the conformity by MWCI
through .its Pregident, JoseiRene: D. Almencha;,

"WHEREAS, @n June” 11, 2009, the MWSS  Administrator
transmitted the: Advige Meme to the DOE carrylng, the recommendations
for approval by Chief Reguiator ‘Quilzon and MWSS. Acling Senior Deputy
Administrator Isalas P ‘Bongar andduly noted by the Chairman of the
MWS5 Board of Trustees, -Oscar L ‘Garcia)

"WHEREAS, the DOF in aletter ko the MWSS dated June 18,
2009, requested a supplemental ‘board resolution to confirm the
c!anﬁcatmns to BOF concerns on the technical and financial assumptions
contained in MWCI's Investrnent Plan for 2008 in 2037 in relation to the
rate rebasing mechanisnr.of the CA.

"NOW, THgREFOi{E, the foregoing considered, BE IT RESOLVED,
as it is hereby resolved, to pass.this resdlution confirming the adoption of
the Advice Memo of Senior Deputy - Administrator Cruz and - Chief
Regulator Quizon, as confirmed by MWCT President Jose Rene D.
Almendras, and authorizing its transmittal to the DOE"

* H Ed

[, the undersigned, hereby cerlify that the foregoing is a ‘true copy of t'he
rasolution adopted and confirmed by the Board of Trustees of the Metropolitan
vWaterworks and Sewerage System, and spiead in the minutes of

maeting of said Board held on 30 June 2009,

[{0¢/
DAR L/ft/r\}ﬂaf’ T, UY

Manager, I7 gal Services Dept./
Prnard er‘letdly Designate ﬁ'l)

a duly constituted
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acra, Crm

noT D eplty Administrator

hetropolitan Waterworlss and. Suwmage Svsmm
Dalara, Quezon City

Nes M, Croz:

Thank. you for extendm g clanﬁcatlon on the premises uudm]vmg the extension of 1lie MWS
Coucession Agresipent with Manila Water Services, lue, {Marila Water) from the orzﬂulal
; pmtmn date of 2022 to 2037 which was approved bv the MWSS Board per Board Resolution
He 2009072 dated 16 Apnl 2009.

lelative thereto and pmsu&n’t to the agresment reached .during our seeting last May 15, 2009,
lindly forward-to us. the services, eoverage and other comumil lments, including the final- busmc
plan suppotting the comimitted: tam_fr Increases provided under he schedule signed by Mr. Jose
Yens Do Alemendrad attached hetsto .as Annex A (Aunex B of (he Board Resolution). fn
widition, the MWSS needs to clar ify i senfirm o us hovi™ihie tariff rebasing fits inio the
picture and how it ‘may affect the committed rates under hiing the MWSS Board. approved
cxtension, To quote the Board Resolution Bmmnd 2012, it is ssiimated that an increase of only
" cubic meter, for 2013 to 2016 will be needed  Far 2017 10 2037, tariff shall be adjusted

T on Cc)nswncj_f'r ice Index (C'P_I cmd HCDA onh: T Tx?r' were madF' to understamd dunnn

he May 15 meetmcr that all the provisions of the Couccs sion Agresment remain the same.

T d:cr may we follow up on ¢opies of all comumrications from the Department of Finance or
cormunications confirmed by the Dapaeremt of Finance and/or the National Economic
Pevelopment Awthority in connection with the MWSES Concession Agreements for the East an
il West Zones, Flease note that we have veﬂ;rally requested this last wesk. Lastly, h_l_ndly
provide us with a copy- af the Supreme Court decision (o clean up WManila Bay referred to i

Loy

MWES Rnard RcsoluimL

1 T
! .

|‘r &

Ve w JLle apprvur_ta recel ving the requested uubml"f'mnv s (ore the end of this weel.
Thank you and with best reoards

seryiruly yougs, , , | R

Seealgd r{ «“( ,‘5{4«1 b e ';7
dad Emilia J, Cuiiz L/ A

irzctor IV and Officer- in- Charge
'irporate Affairs Group-Corporate Concerns Office

I.Jmsuadomaum Alledo, WIW3S Adminiszator
*L‘ zrsecretary Jeremias W, Faul, DOV
:. Fosalia dz Leon. Chiefof Staff, DOF and Officer in Chargs, TFG
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- ' : I’AN GASIWAAN NG TTRIG AT ALILANTARILYA SA KALMCE[A_NG-
= ‘ MAYNILA -
k':.;;.’i‘- helropglitan Warerwurls and Sewerage Svstent
1 Fatipunan Rnad, Halara, Quezon City 1105, Lhilippines
i TROM: FOR APFROVAL AND CONFIRMATION BY-

¢ RE.J]UMI.["-LII‘rPlilplIhJ‘a

/JJHM ifir

I Senior Deputy Adminjstratar b
P f uoL

(ﬁ M/{/N Cu THEOARD OF TRUSTERS
NACRA 4. CRUZ ) ‘ 4 Lo
NSCO men: [ B )

L

'“'(: ' N .
1 [ANUTLP QUIZON ’ DISSDADD JUSE M. ALLADO
Zlief Regulator, BIWSS: RO . . Administralor
o SURJEZT: S DBATE: -
il Clartfications to DEpﬁ?tiilé.i"lE of Minance (DO ‘ 03 Yunoe 2009

‘Concerns Relative to Assumptions on the
Tovestoent Plan (2008 ~ 2037 of Manila Waier
Compary, Ing. (MWCT) ™

Inc.

L.

b2

BACIKGIOUND;

On Apri] 16, 2009, the MWSS [resented to the Board ‘of Trustees the proposed
renewal of the Concession Agreemmu (CA) for fifteen (15) years or from 2008 -
2022 to 2008 — 2037 by-MWCL, - The propesal Lo renegy the CA of MWSS with
MWCT 15 ‘enchored on three (3) basic ponciples: 1) 11 s advantageous to the

. ‘tonsumers and hos always bzen supported by the general public as demonstraled in

nine (9) public consultations dane since 2007 when the proposglgvas first submilted
by MWCT, 2.). Tt will mitigate the ipaot of tatifT jncreases necessary to be able to
lmn]emem tong term water supply and wasiewater projects, and 37} J will help
Government's economic stimulus plai Lo increase investments and job ereation.

- Cn Api:ii 16, 2009, the MWSS Bowd of Trusiees passed Resolotion Mo, 2009 - 072

approving ﬂ]e. ffteen {15) year ezfension of the CA with MW s comrmitting the
Tollowink:

a» To mitigate L:mff :mcraa ses such that thiére will be'a reduction sf the balapee of
the appraved 2008 rebased tariff by 6% since there will be zero increase of
_the rebased tanff in 2009 and & P ibréase of rebas efl tariff for_cach yeiir in
2010 1o compensate for increased in the congualty Jmce mdex (CPT) and the
quartesly foreign Ciirency diff TEHJ—JEFA(I]LLHLUTEN EM DA) 1o recover foreign
exchinge losses. Beyond 20’12 provided all as ,mnplmm in the financial
~model remain the sams and pursmnl 10 the reveniie neutrality orinciple, il is
estimated that wn increase insEbased tarifl, in real tecms, will only_be B per
cubic meter-for 2013-2018, subject 1o CPT and FCTLA adjusiments. For 2017
,= 2037, 1anifT shall be adjusted based on the rates of CPLand FCDA only. It
was clarified that the rate rebasing framework in the CA  ensures

Fage ol

o

g



accountability for e protection of releyan slakeholders and thatdfie lesi of
prudency and efficiency of expenditures is observed. at gl Gies,

2008-2022 to P430 billion for 2008 -2037. Wastewater. projects shall be
accelerated to enable MWSS 1o comply’ wilh the Clean Water Act and the
recent sSupremes Court ruling on the claan up ang preservation of Manila Bay.
10 addition, and as included in the approved 2008 rate rebasiog plan, suffician:
! R debt service support is ensured to endble BWSS to pursue new walsr sourck
; projects, as enumerated inthe FIWCT Business Plan .

— c. Toincrease. s shiare in the cuirent operating budgel support to MWSS by 40%4
as part of the concession faes '

3. On April 28, 2009, MWC1 agreed Lo increase its share in the current operating budyet
T of WSS by 100% Le., from P198 million pajd in January 2009 to P396 million. The

increment shell be paid {ilteen (15) days after {he.C A Rrnewal/Exlension becomes
—- effective, S

Based on the assumptions of the 2008-2037 Busiregs Plan; including the 100%

increase in MWCT's share iy the MWSS current operaling budget, MW CI submitied
“ 1o the MWSS Board of Trustees, trough the MW35S Administrator, a recaleviation

of the tariff impact that showed-an estimated 1ariff merease of P1.O0 per cubic mater,
in real terms, for cach year from 2013- 2016 Tarilf beyond 2016 is estimated to
increase by therate of the CPLand FCDA. »

Int

During its discussions in jts Apnl 28, 2000 meeling, the MWSS Board of Trustees

- confirrned Resolution No. 2009072 and clarified that the current provisions of the
CA, including the mechanism on rate rebaging, shall conlinue o be in place in the
exlension of the CA. - -

'

Consequently, MWCI submitted 46 the WMWS5 & Final Business.Plan for 2008-2037
(the “April 2009 Final Business Plan”} incorporating the 100% increase in its share in
the current operating budgét of MWSS and the cormesponding tarfl impact of the
same,

flanila Water Co.

i

A

4. On April 29; 2009, WSS transmitted to the Secretary of the Department of Finance
(DOF) a-Zopy of the WSS Board resolution 2008-072 seeking s congent 1o the
renewal/fextension of the CA as the representative of (e Tepublic, with the request

 that the Letter of Uudertgldng signed 1 1997 hy'then Secretanyof Finance: Roberg F.
de Oeamnpo, ba likewise Fb;]&\!.-'ﬂd/cxl&ﬂdﬁd, in behalf of the Republic,
I :

5. On Way 19, 2009, DOF requested the MWSS for o clarificalion on the premises

underlz\?mg the Rssumplions (_SEF\'iCES‘FD\'E]’:I_(;_@__{Ii][f other commitments includinyg the

April 2009 Final Business Plan) supjiorting MW T s commitled tariff increases 1irthe

— Proposed Investment Plan for 2008 - 2037 In- addition, DOF requests thal “'the
MIFES needs io clarify and comfirat oy haw ihe fariff rebasing fits it the piciure

and hon it may affect the commisied 1otes wnderling the AVES Bodrd apnoved

b. “To increase ils total investments from the approved 187 billion far the period

exiension. Jo guatc the Bogrd Resolerion “hevond 2042 it is estimated thai an
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lojlsws: . ”

“MWCTin the event of tie Rer

CAny shorfill O exesss in exp

eslment recovery by
suil in the reduction.

Plan assumes Lhe bagl; toading of iny

ewal/Ex(ension of the CA'{har will re
of the. balance of (he appitoved 2008 vebased tapifr by 66% since thers wil] be zera

) J'ncrsas;i_n_rebusgd-tﬂriffin 2005 and & one pesa (Phyi F00Y por cubi
sach year from 201010 20 12,10 additinn ot 87 gna FCDaA,

The April 2009 Final Business

ETer incrense for

Y.

The April 2008 Fipal Business Plan lkewise o
expendituras shall be tonsidered i the 2013 se.and if all assumplions
inthe said plan remain the same, (he adjustment in rebasag laciff i3 estimated (o be at one
peso (Phpl.08) for enc) year of 2013 to 2016, in addition to CPI and KCDA Beyvond
2016, with the current assumplions siill in place, tarifl shatl be adjusted by the rate of
the CPL and FCD A only: ‘ R '

ssurnes that afler 2012 unrecoverec
rate rebasing exerci:

ST,

MWCT likewise commits in the April 2009 ncrease in

iavestments from. 157 billion peses for Lhe 2008-2022 plan to 458 biliien pesos forthe :
period 2008-2037 to: puesue the mandate of the. government 1o accelerale wasiawater '

projecis’to cemply with-the Cledn Water Act and e recen Supreme Court decision for

the clearup- and preservation of Marila Bay and sufficient Concession Fees 1o suppori

theimplementation of new waler sautce projects.as ennmerated it the said business plan;

Tinal Business Plan an.

In its. 21 May 2009 letter, MWCT mopased o expand ilg sew
within the thres (3) river systems.by 2018 und 100
Zane® by 2025, the investmént for wastewafer
Manggalian catchment basin, for instance, amounts

erage cov'era_qe to 100%
% coverage for the entire MW SS East
projects beyond 203272 covering the
to 16 billion pesos;

n order for the MWSS 1o implement proprams agd project;
Manage its private tancessionaires. and implemen, improvemeits of its retained assels,
MWCLwill increase its contribution.io the current operating budgget ol MWES by J00%,
Lom 198 million pesos to 356 miilion pesos:; '

lo improve its capacity to

The Rate Rebasing Mechanism of the CA provides Ffor (he re-exa
and revalidatjon of past expenditures prudently any efficiently tncudred in the attainment
of service obligatior targets. Likewise, the same mechanizin provides for the submission
of'a businzss plan by the concessionaire for fhe nesx five (5% vears that is aligned with
the MWSS Master Plan, 'Nationaiﬂniamalionul Dievelopment Goals and
wastewaler services and custon]erlinterests; '

misation, recvaluation

On water

incurred due fo
Amancia) essumptions) of :
ash Pasition ip subsequent
8 2013, subjeet to fhe principles<al revenue neutrality

enditures prudent]y apd ethicienthy
dislorlions {ie’ re-profiling of projects, changes in technical
the Final Business Fian.shall be considered in the Opening ¢
rate rebasing exerciges beginnip
and affordability of consumers;
az-'},*'ihe.@_sisumplicins used in'the April 2009 T

rat Dusinzsy Play of MWL) are as

4 ‘

A o

o

taniff zero
PT per cubic meter for

Tariff ~ 66% reduction in the balance ol the amaewved 3006 rebased
increage in 2009 and Pl REr cubic meter for 2010 1o 7917

2013 to 2016 in rebased larifi and from 2007 Lvrds sibest (e (he recovery ! /
mechanisms of the CA (CPL FCDA, EPA and Paje Rebasing every fue {3) years) ay
: £ ] ] / ;
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‘a2

© " GAPEX —increased fiom PISTR i 2508

appraved Bustiess Plan 1o D453 B iy (he

Investment Plaq (a5 of April 2000) ‘
" Service Obligations - 99% wq 1oy coverage by 2037 inchuding expunsion areas;
100% wastewater coverage, either through sewerage and sapitahin by 2037
* Operational and Finaneial
Billed Vélume — 4% wrowdy araually
NRW - £ 2510 17%
=~ OPEX Growih Raie - 59
* CAPLEX
Intermal, with wastewater aceeleration, re| iability-and expansion
Concession Fees, wifh Lajban Vand 2, BA 3 15 ems and Sumag
CONFORME.:

L

JOSERENE D, ALMENDRAS
President ' ) ‘.
Manila Waer Company s
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