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MANAGEMENT’S DISCUSSION & ANALYSIS OF RESULTS OF OPERATIONS AND FINANCIAL 
CONDITION
 
The following management’s discussion and analysis (MD&A) of Manila Water Company, Inc. and 
subsidiaries’ (Group) financial condition and results of operations should be read in conjunction with the 
Group’s audited financial statements, including related notes. This report may contain forward-looking 
statements that involve risks and uncertainties. The actual results may differ materially from those 
discussed in the forward-looking statements as a result of various factors, including but not limited to, 
economic, regulatory, socio-political, financial and other risk factors.

Any references in this MD&A to “our”, “us”, “we”, “MWCI” or the “Group” shall refer to Manila Water 
Company, Inc., including its subsidiaries. Any reference to “Manila Water Company”, “Manila Water”, 
“MWC” or the “Company” shall refer to the Parent Company only.

Additional information about the Group, including recent disclosures of material events and annual/ 
quarterly reports, are available at our corporate website at www.manilawater.com.
 

OVERVIEW OF THE BUSINESS
 
Manila Water Company holds the right to provide water and used water services to the eastern side of 
Metro Manila (Manila Concession or East Zone) under a Concession Agreement (CA) entered into between 
the Company and the Metropolitan Waterworks and Sewerage System (MWSS) in August 1997. The 
original term of the concession was for a period of 25 years to expire in 2022. The Company’s concession 
was extended by another 15 years by MWSS and the Philippine Government in 2009, thereby extending 
the term from May 2022 to May 2037. 
 
The Company provides water treatment, water distribution, sewerage and sanitation services to more than 
six million people in the East Zone, comprising a broad range of residential, semi-business, commercial 
and industrial customers. The East Zone encompasses 23 cities and municipalities spanning a 1,400-
square kilometer area that includes Makati, Mandaluyong, Pasig, Pateros, San Juan, Taguig, Marikina, 
most parts of Quezon City, portions of Manila, as well as the following towns of Rizal: Angono, Antipolo, 
Baras, Binangonan, Cainta, Cardona, Jala-Jala, Morong, Pililia, Rodriguez, San Mateo, Tanay, Taytay, and 
Teresa. 
 
Under the terms of the CA, the Company has the right to the use of land and operational fixed assets, and 
the right, as agent and concessionaire of MWSS, to extract and treat raw water, distribute and sell water, 
and collect, transport, treat and dispose used water, including reusable industrial effluent discharged by the 
sewerage system in the East Zone. The Company is entitled to recover over the concession period its 
operating, capital maintenance and investment expenditures, business taxes, and concession fee 
payments, and to earn a rate of return on these expenditures for the remaining term of the concession. 
 
Aside from the Manila Concession, the Group has a holding company for all its domestic operating 
subsidiaries in Manila Water Philippine Ventures, Inc. (MWPV). Currently under MWPV are (1) bulk water 
supply businesses Manila Water Consortium, Inc. (MW Consortium), a subsidiary of MW Consortium – 
Cebu Manila Water Development, Inc. (Cebu Water), Davao del Norte Water Infrastructure Company, Inc. 
(Davao Water), a subsidiary of Davao Water – Tagum Water Company, Inc. (Tagum Water); (2) Water 
distribution and used water services businesses namely, Boracay Island Water Company (Boracay Water), 
Clark Water Corporation (Clark Water), Laguna AAAWater Corporation (Laguna Water), Filipinas Water 
Consortium Holdings Corp. (Filipinas Water), subsidiaries of Filipinas Water – Obando Water Company, 
Inc. (Obando Water), Metro Ilagan Water Company, Inc. (Ilagan Water), MWPV South Luzon Water Corp. 
(South Luzon Water) and Bulakan Water Company, Inc. (Bulakan Water), Calbayog Water Company, Inc. 
(Calbayog Water), North Luzon Water Company, Inc. (North Luzon Water) and Leyte Water Company, Inc. 
(Leyte Water). Another subsidiary of Manila Water is Calasiao Water Company, Inc. (Calasiao Water), a 
water supply project for the Calasiao Water District;     (3) Business-to-business water and used water 
service businesses are comprised of Aqua Centro MWPV Corp. (Aqua Centro), Bulacan MWPV 
Development Corporation (BMDC), Manila Water Technical Ventures, Inc. (MWTV), and EcoWater MWPV 
Corp. (EcoWater); and (4) performance-based leakage reduction services are provided by Zamboanga 
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Water Company, Inc. (Zamboanga Water) to the city of Zamboanga. Under MWPV is Estate Water, a 
division that operates and manages the water systems of townships developed by Ayala Land, Inc.  
 
The holding company for Manila Water’s international ventures is Manila Water Asia Pacific Pte. Ltd. 
(MWAP). Under MWAP are two affiliated companies in Vietnam, namely Thu Duc Water B.O.O. Corporation 
(Thu Duc Water) and Kenh Dong Water Supply Joint Stock Company (Kenh Dong Water), both supplying 
treated water to Saigon Water Corporation (SAWACO) under a take-or-pay arrangement. Also under 
MWAP are Saigon Water Infrastructure Corporation (Saigon Water), a holding company listed in the Ho 
Chi Minh City Stock Exchange, and Cu Chi Water Supply Sewerage Company, Ltd. (Cu Chi Water). Apart 
from its operations in Vietnam, MWAP has associates in Thailand and Indonesia through Eastern Water 
Resources Development and Management Public Company Limited (East Water), a fully integrated water 
supply and distribution company listed in the Stock Exchange of Thailand (SET), and PT Sarana Tirta 
Ungaran (PT STU), an industrial water supply operation in Indonesia, respectively. 
 
Lastly, Manila Water Total Solutions Corp. (MWTS), a wholly-owned subsidiary, handles after-the-meter 
products and services including pipe-laying, integrated used water services, the incubation of new sector 
businesses and the sale of Healthy Family Purified Water in five-gallon, 500-ml and 350-ml bottles in 
selected areas in Metro Manila. 

CONSOLIDATED FINANCIAL PERFORMANCE
 
Group net income decreased 16% to P=5,496 million for the period ending December 31, 2019, with 
business performance dampened by the impact of the MWSS penalty, voluntary one-time Bill Waiver 
Program and additional expenses in relation to the water shortage in the Manila Concession during the first 
half of the year. These challenges were coupled with the continued management of the constrained raw 
water supply and additional expenses for potential exposures. 
 
In the midst of the challenges faced during the year, the Manila Concession continued to work towards 
operating efficiency. The Manila Concession reconfigured its distribution network operations so it can 
provide reliable service to customers. 
 
Furthermore, Group performance for the period was supported by the contribution of the domestic 
subsidiaries, with MWPV posting net income of P=450 million. Main drivers of this performance were Estate 
Water, Laguna Water and Boracay Water. 
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The Group’s key financial performance indicators are discussed below:  
 

 
 
Consolidated operating revenues grew 11% to P=21,950 million in 2019 from P=19,821 million the previous 
year, on account of the higher revenue contribution of the domestic businesses. This is despite the 
downward impact of the voluntary one-time Bill Waiver Program to help alleviate the inconvenience of 
customers affected by the water shortage in the Manila Concession in the first quarter of 2019. The Group 
derived 75% of its operating revenues from the sale of water (net of Bill Waiver), while 16% came from 
environmental and sewer charges. Other revenues, which accounted for the balance, are comprised of 
supervision fees, after-the-meter services, connection fees and septic sludge disposal, among others. 
 

 
 
 
Consolidated costs and expenses (excluding depreciation and amortization) increased by 22% to P=9,830 
million in 2019. This increase was primarily due to the penalty imposed by MWSS in relation to the recent 
water shortage in the Manila Concession in the first half of 2019, coupled with additional costs for service 
recovery and operations augmentation and estimates for potential losses which arose in the ordinary course 
of business.  

On a consolidated level, direct costs rose 23% to P=4,328 million, inclusive of water shortage and other non-
recurring costs. This increase was driven mainly by increased power cost due to higher consumption and 
power rates with the utilization of more deep wells, as well as increased usage of water treatment chemicals 
with the necessary ramp-up of new water treatment facilities under a still constrained water supply 
allocation. Overhead costs, which increased 66% in 2019, were driven largely by the P=534 million penalty 

2019 2018
Increase/ 

(Decrease) %
Salaries, wages and employee benefits 2,344,574 2,323,082           21,492                1%
Direct costs 4,327,540 3,514,476           813,064              23%
Overhead 2,376,655 1,427,710           948,945              66%
Premises 379,285 387,220              (7,935)                -2%
Other expenses 401,741 423,600              (21,859)              -5%
Total cost and expenses (excluding 
depreciation and amortization) 9,829,795 8,076,088           1,753,707           22%

(in thousand Pesos)
For the periods ended December 31
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imposed by MWSS in relation to the water shortage, as well as the updated estimates for potential losses. 
New business development costs stood at P=177 million, 32% lower than the same period last year as a 
more focused expansion approach is adopted. 
 
Equity Share in Net Income of Associates decreased 7% during the period to P=654 million, mainly driven 
by the weak performance of the Vietnam investments. Said decline was offset by the full-year contribution 
of the East Water acquisition in March 2018. Consequently, other income declined 38% to P=558 Million in 
2019 from P=894 Million the previous year.  
 
The movements in operating revenues and expenses as well as other income resulted in consolidated 
earnings before interest, income taxes, depreciation and amortization (EBITDA) of P=12,678 million in 2019, 
flat relative to the same period last year. EBITDA margin declined to 58% from 64% in 2018. Depreciation 
and amortization rose by 13% to P=2,994 million mainly attributable to the capital expenditures of the group. 
 
Net interest expense was higher by 22% to P=1,670 million from the same period last year, driven the loans 
of the Manila Concession and other subsidiaries. Provision for income tax increased by 20% for the period 
to P=2,375 million, on account of the higher taxable income of the Group’s subsidiaries combined with the 
impact of the Units of Production (UOP) depreciation method on the Manila Concession’s provision for 
income taxes.  
 
BUSINESS UNITS’ FINANCIAL AND OPERATING PERFORMANCE

Manila Concession 

 
 
Net income of the Manila Concession stood at P=5,061 million in 2019, a decline of 22% from the same 
period last year driven primarily by the impact of the water supply shortage on business and operations.  
 
As previously reported, the large decline in La Mesa dam water levels in March 2019 caused water service 
availability in the East Zone to drop significantly, reaching its lowest level at about 68.5 meters in April. In 
order to ease the inconvenience of affected customers, the Company announced a one-time voluntary Bill 
Waiver Program on March 26, 2019. This program has two parts, namely: (1) all customers will receive a 
bill waiver of the minimum charge in their consumption which represents ten (10) cubic meters covering 
water, environmental and sewer charges; and (2) all customers from hard-hit barangays with absolutely no 
water service for at least seven (7) days from March 6 to March 31, 2019 will not be charged at all for the 
month of March 2019.  The bill waiver is in the nature of an abatement or reduction from the gross amount 
or price to be paid by the customers. This was implemented in April 2019 and was reflected as sales 
discount in the customer’s billings. Said waiver reduced total revenues by P=353 million. This reduction 
notwithstanding, revenues managed to grow slightly by 4% to P=16,842 million. Meanwhile, cost and 
expenses increased by 32% to P=6,362 million, driven largely by the P=534 million penalty imposed by MWSS 
in relation to the water supply shortage. Even as Manila Water abided by the MWSS decision to impose 
the penalty by paying the determined amount, Manila Water announced that it has no liability on the 
penalty’s basis as it was not the root cause of the water supply shortage.  

2019 2018
Increase/ 

(Decrease) %
Operating Highlights
Billed volume (in million cubic meters) 493.9               503.3               -9.4 -2%
Number of billed connections 1,002,380      986,756         15,624           2%
Non-revenue water 10.4% 11.4% 1.0 ppts.
Financial Highlights (in thousand Pesos)
Revenues 16,841,503      16,234,100      607,403           4%
Cost and expenses 6,362,099        4,804,394        1,557,705        32%
EBITDA 10,526,894      11,616,760      (1,089,866)       -9%
Net income 5,061,333        6,521,117        (1,459,785)       -22%

For the periods ended December 31
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Decline in raw water levels was subsequently experienced in Angat Dam during the second quarter of the 
year, necessitating further reduction of raw water releases to the MWSS Concessionaires.  In July 2019, 
raw water allocation from Angat Dam was set at its lowest, with releases limited to only 35 cms for the 
MWSS Concessionaires. This lack of available raw water supply severely affected the ability of the Manila 
Concession to provide reliable service to its customers. In response, the Company exerted efforts to 
manage the crisis by pushing for network efficiency. Specifically, the Manila Concession’s technical and 
business teams had to learn to manage its operations under a regime of significantly reduced raw water 
supply. These efforts resulted in a more dynamic and efficient water distribution network.  
 
Coming from the water supply shortage, the Company continues to improve and stabilize operations to 
provide reliable service to its customers. Focusing on the Company’s water supply augmentation projects, 
production at the Cardona Plant reached 98 MLD as of December 2019. The recommissioning and 
development of new deep wells continues, with a total capacity of 55 MLD. These initiatives, along with the 
continued proactive network management/optimization program, has enabled water availability for 
customers to be kept within regulatory levels despite lower allocation. Current NRW is stable at 10.4%, an 
improvement of more than 1.0 percentage point from last year’s 11.4%, attained even under a still 
significantly reduced raw water supply allocation. 
 
During the 2nd half of 2019, the Supreme Court ordered each of the MWSS concessionaires, jointly and 
severally with MWSS, to pay more than P=921 million in fines for non-compliance with the Clean Water Act.  
The Company affirmed that it will exercise all its legal options in relation to this case, including the filing of 
a Motion for Reconsideration which it timely submitted to the Supreme Court on October 2, 2019. 
 
Consistent with the mandate of the Company as the concessionaire for the East Zone, it has invested close 
to P=43.56 billion in wastewater capital expenditures since the concession began in 1997, and plans to invest 
over P=38 billion more until 2022. Said expenditures outpace the collections of the Company on its sewer 
and environmental charges, which total P=40.65 billion to date. These investments are part of the 
government-approved service improvement plan to further expand sewerage and sanitation services in the 
East Zone. To date, sewer coverage is at more than 30%, serving close to 2 million in population coming 
from only approximately 45,000 in when the concession began in 1997.  
 
In November 2019 the Company received the award rendered by the Arbitral Tribunal in the arbitration 
proceedings between the Company and the Republic of the Philippines constituted under the Permanent 
Court of Arbitration (PCA). The Tribunal ruled that the Company has the right to indemnification for actual 
losses suffered by it on account of the Republic’s breach of its obligation. The Tribunal ordered the Republic 
to indemnify the Company in the amount of P=7.39 billion representing the actual losses it suffered from 
June 1, 2015 until November 22, 2019. In December 2019, during a committee hearing at the House of 
Representatives, the Company announced that it will no longer collect the arbitral award recently issued by 
the PCA. Furthermore, the Company will defer the implementation of Approved Rate Adjustment for 2020, 
while it continues to work with MWSS on an arrangement as to how and when said deferral will be 
addressed in the future.  
 
In the same month, the MWSS Board of Trustees issued Resolution No. 2019-201-CO, which revoked its 
previous resolution (Resolution No. 2009-72 dated April 16, 2009) pertaining to the extension of the 
Concession Agreement of Manila Water from May 7, 2022 to May 6, 2037. However, on December 20, 
2019, MWSS released a press statement clarifying that the recent resolution of its Board of Trustees did 
not result in the rescission or outright cancellation of the Concession Agreement. In support of this, on 
January 29, 2020, Manila Water obtained a letter from the MWSS Regulatory Office clarifying the 
Concession Agreement and the Memorandum of Agreement and Confirmation that provides for the 15-year 
extension from 2022 to 2037 have not yet been cancelled. Given this clarification by MWSS, Manila Water’s 
Concession Agreement and its concession period (i.e. to terminate in 2037) continue to be in force, as 
discussions with the government on the Concession Agreement remain ongoing. 
 
In line with the Group’s governance and management practices, additional expenses for estimated probable 
losses pertaining to operations and various legal proceedings that arise in the ordinary course of business 
are reviewed periodically. Following such review, said estimates are adjusted to reflect the current state of 
the business. An additional expense of P=639 million was recognized during the period for the Group’s 
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various exposures. 
 
In all, Manila Concession EBITDA ended at P=10,527 million, with an EBITDA margin of 63%. Consequently, 
net income ended at P=5,061 million, with Net Income Margin registering at 30%.  

Manila Water Philippines Ventures (MWPV) 
 
The following discussion includes the consolidated results of Manila Water Philippines Ventures, as well as 
the individual performance of its core domestic operating subsidiaries in Boracay Water, Clark Water, 
Laguna Water, and Estate Water, which is a division of Manila Water Philippine Ventures. 
 
 

 
 
 
MWPV ended 2019 with a net income of P=450 million, 131% higher than the previous year’s level of P=195 
million, due to the higher net income of Estate Water, Laguna Water and Boracay Water.  
 
On a consolidated MWPV level, revenues grew by 45% to P=4,849 million from the P=3,342 million recorded 
in 2018. A significant contributor to this improvement was the higher revenues of Estate Water coming 
mostly from its supervision fees for the provision of design and project management services in the 
development of water and used water facilities, as well as similar fees for the provision of water and used 
water services. In addition, portions of the increase in revenues are due to higher average tariff levels in 
Boracay Water and Laguna Water. Several subsidiaries also saw increases in billed volume during the 
year, namely Boracay Water and Estate Water, with the re-influx of tourists and the takeover of more 
property development projects, respectively. 
 
Cost and expenses rose 29% year-on-year to P=2,952 million, mainly due to increase in direct costs 
attributable to the combined effects of the following: additional facilities which Estate Water took over in the 
second half of 2018, increase in power rates in several subsidiaries, as well as additional power cost take 
up from new operating subsidiaries and higher personnel cost due to headcount increases in line with 
business expansion. New business development costs for the period stood at P=151 million, 25% lower than 
the previous year in line with a more focused approach to expansion. 
 

2019 2018
Increase/ 

(Decrease) %
Operating Highlights
Billed volume (in million cubic meters) 96.0                 85.7                 10.3                 12%
Financial Highlights (in thousand Pesos)
Revenues 4,848,502        3,341,746        1,506,756        45%
Cost and expenses 2,952,199        2,288,540        663,659           29%
EBITDA 1,926,552        1,097,942        828,610           75%
Net income attributable to MWC 450,063           194,881           255,182           131%

For the periods ended December 31
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Clark Water registered billed volume of 14.5 mcm in 2019, only slightly above its billed volume for the same 
period last year of 14.1 mcm. Consequently, Clark Water’s revenues grew 2% to P=464 million. Meanwhile, 
total costs and expenses rose by 8% to P=275 million from P=256 million last year due to higher direct cost 
and additional estimates for potential losses. These factors, coupled with higher interest expense, caused 
Clark Water’s 2019 net income to register at P=43 million, a sharp 46% decline from last year.  
 
Laguna Water’s billed volume increased by 4% to 44.1 mcm in 2019 from 42.4 mcm in 2018 on the back 
of additional new water service connections and subdivision takeover, but were offset by the lower 
consumption of several LTI locators due to lower production levels and increased water conservation 
efforts. Laguna Water’s revenues grew by 25% year-on-year to P=1,703 million, on the back of a 25% 
improvement in average effective tariff to P=34.7 per cubic meter. Meanwhile, cost and expenses increased 
by 9% from 2018 to P=790 million, driven mainly by personnel costs and direct costs related to meter reading 
services but significantly offset by lower systems costs and concession fees. These movements resulted in 
a 44% growth in EBITDA to P=913 million and a 33% increase in net income to P=409 million for the period 
ending December 2019. 
 
Boracay Water’s 2019 billed volume registered a marked improvement of 23% to 4.8 mcm from last year’s 
3.9 mcm due to the island’s reopening which enabled tourist arrivals to increase by close to 1 million to 
2.03 million from the same period last year. The increase in billed volume, coupled by a 19% increase in 
effective tariff, resulted in a 49% increase in Boracay Water’s revenues to P=675 million for the year. Total 
cost and expenses increased by 21% versus last year due to the net effect of an increase in sludge disposal 
costs, partially offset by lower repairs and maintenance costs, systems costs and overhead costs. Net 
income registered a significant growth of almost 13x from the same period last year to P=79 million.  
 
Estate Water, a division of MWPV, posted a billed volume growth of 18% to 10.5 mcm for the period ended 
December 2019, mainly on the back of a 6% increase in billed connections. Total revenues of Estate Water 
nearly doubled compared to the same period last year mainly driven by the significant increase in 
supervision fees from P=320 million to P=808 million, coupled with billed volume growth with the takeover of 
new projects. On the other hand, cost and expenses rose by 45% to P=716 million mainly due to an increase 
in direct costs such as power costs, bulk water costs, desludging costs, as well as contractual services 
pertaining to manpower augmentation for incident mitigation and management, as well as subsequent 
repair and rehabilitation works. The significant increase in revenues outpaced the increase in cost and 
expenses, resulting in a 183% increase in EBITDA to P=651 million. Estate Water posted a net income of   
P=355 million in 2019, higher by 194% from the previous year. For 2020, Estate Water will adopt a change 
in accounting treatment wherein Supervision Fees shall be allocated based connection fees and tariff 
subsidy. Revenue on connection fees shall be recognized based on progress completion of facilities, while 
revenue on tariff subsidy shall be recognized over 5 years based on the demand projection starting the first 
water of the project. 
 
 

2019 2018
Increase/ 

(Decrease) %
Clark Water
Billed volume (in million cubic meters) 14.5                 14.1                 0.3                   2%
Net income (in thousand Pesos) 42,846             80,023             (37,177)            -46%
Laguna Water
Billed volume (in million cubic meters) 44.1                 42.4                 1.7                   4%
Net income (in thousand Pesos) 408,705           308,206           100,498           33%
Boracay Water
Billed volume (in million cubic meters) 4.8                   3.9                   0.9                   23%
Net income (in thousand Pesos) 79,150             5,680               73,470             1293%
Estate Water (Division of MWPV)
Supervision Fees 807,762 320,249 487,513           152%
Billed volume (in million cubic meters) 10.5                 8.9                   1.6                   18%
Net income (in thousand Pesos) 355,435           121,070           234,365           194%

For the periods ended December 31
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Manila Water Asia Pacific (MWAP)

The following discussion includes the consolidated results of Manila Water Asia Pacific (MWAP), as well 
as the individual performance of the associates in Vietnam, Thailand and Indonesia. 
 
 

 
 
On a consolidated MWAP level, equity share in net income of associates decreased by 7% to 654 million, 
primarily due to the lower performance of Vietnam investments. This reduction was partially offset by the 
full year recognition of the share in net income from East Water. Cost and expenses decreased by 13% to 
P=242 million, driven mainly by lower personnel and management and professional fees during the period. 
Consequently, EBITDA decreased by 2% to P=411 million at the end of the period as the decrease in cost 
and expenses did not offset the decrease in equity share in net income. With higher interest expense in 
2019, coupled with a P=74 million recognition of impairment losses from MWAP’s investment in Saigon 
Water due to the significant drop in share price, net income attributable to MWC stood at P=168 million for 
the year, 41% lower than the previous period. In 2018, impairment of P=65 million was already recognized 
for Saigon Water.

2019 2018
Increase/ 

(Decrease) %
Operating Highlights
Billed volume (in million cubic meters)* 665.6               572.7               92.9                 16%
Financial Highlights (in thousand Pesos)
Equity Share in Net Income of Associates 653,502           699,142           (45,640)            -7%
Cost and expenses 242,236           278,638           (36,402)            -13%
EBITDA 411,266           420,504           (9,238)              -2%
Net income attributable to MWC 168,066           286,096           (118,030)          -41%
*Not attributable to MWC

For the periods ended December 31
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Thu Duc Water sold a total of 110.5 mcm for the period ending December 31, 2019, flat versus the previous 
year. Using Vietnamese Accounting Standards (“VAS”), revenues were flat at VND337 billion. Meanwhile, 
Thu Duc Water’s cost and expenses increased 4% to VND117 billion due to higher power, maintenance 
and raw water costs, as wells as higher natural resource tax. As a result, EBITDA for the year decreased 
1% to VND220 billion. Despite the slight decrease, lower depreciation & amortization and interest expense 
enabled Thu Duc Water net income to increase by 3% to VND109 billion. As Thu Duc conforms to IFRIC-
12 guidelines, the PFRS-translated income of Thu Duc in peso terms, expressed as equity share in net 
income of associates, amounted to P=245 million in 2019. This is equivalent to MWAP’s 49% stake in Thu 
Duc Water. 
 
Kenh Dong Water’s billed volume increased by 8% in 2019 to 61.8 mcm from 57.0 mcm in 2018 which 
resulted in the increase of revenues by 12% to VND246 billion. Meanwhile, cost and expenses increased 
by 59% to VND115 billion due to higher power and raw water costs. This led to a decrease in EBITDA by 
12% to VND131 billion. Consequently, Kenh Dong Water’s net income declined to VND59 billion, 20% 
lower from the same period in 2018. Similar to Thu Duc Water, income from Kenh Dong Water is translated 
into PFRS and is reported as equity share in net income of associates in the consolidated financial 
statements. In peso terms, the PFRS-translated income of MWAP’s 47.35% stake in Kenh Dong Water 
amounted to P=131 million as of the end of 2019. 
 
MWAP’s investment in Saigon Water, a listed water holding company in Vietnam with seven (7) subsidiaries 
(3 bulk water, two distribution, and two service companies) and one (1) equity investment (bulk water). The 

2019 2018
 Increase/ 

(Decrease) %
Thu Duc Water
Billed volume (in million cubic meters) 110.5               110.2               0.3                   0%
Net income - VAS (in million VND) 108,918           105,291           3,628               3%
Net income at 49.00% contribution - PFRS
  (in thousand Pesos) 245,370           254,895           (9,525)              -4%
Kenh Dong Water
Billed volume (in million cubic meters) 61.8                 57.0                 4.7                   8%
Net income - VAS (in million VND) 59,448             74,452             (15,004)            -20%
Net income at 47.35% contribution - PFRS
  (in thousand Pesos) 130,908           152,656           (21,749)            -14%
Saigon Water
Billed volume (in million cubic meters) 106.0               83.7                 22.3                 27%
Net income - VAS (in million VND) (22,179)            59,023             (81,202)            -138%
Net income at 37.99% contribution - PFRS
  (in thousand Pesos) (18,914)            27,469             (46,383)            -169%
East Water
Billed volume (in million cubic meters) 382.1               316.5               65.5                 21%
Net income (in million THB) 1,035               1,118               (82)                   -7%
Net income at 18.72% contribution - PFRS
  (in thousand Pesos) 294,658           262,719           31,939             12%
PT STU
Billed volume (in million cubic meters) 5.29                 5.23                 0.1                   1%
Net income (in million IDR) 3,586               2,490               1,096               44%
Net income at 20% contribution - PFRS
  (in thousand Pesos) 1,481               1,403               78                    6%
TOTAL
Billed volume (in million cubic meters) 665.6               572.7               92.9                 16%
Equity Share in Net Income of Associates
  (in thousand Pesos) 653,502           699,142           (45,640)            -7%

For the periods ended December 31
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company recorded a total consolidated billed volume of 106.0 mcm in 2019, higher by 27% from the 
previous year due to the increase in the Cu Chi Project by 2.6 mcm and Tan Hiep 2 by 27.9 mcm. Saigon 
Water’s revenue increased by 3% to VND494 billion due to higher revenues in some of its operating 
subsidiaries, notably Tan Hiep 2 but was offset by significant drop in revenue of Enviro. The cost and 
expenses of Saigon Water increased by 3% to VND335 million. While EBITDA managed a slight increase 
of 2% to VND158 billion, the impact of depreciation, financing cost, and the recognition of impairment for 
several of Saigon Water’s investments (equivalent to P=37 million at the MWAP level) weighed down on 
profitability. Moreover, in 2018, there was a one-off gain in the sale of Saigon Water’s investment in Can 
Tho which improved the previous year’s net income. As a result, Saigon Water posted a net loss of VND22 
billion in 2019. The PFRS-translated loss of Manila Water’s 37.99% stake in Saigon Water amounted to P=
18.91 million as of the end of 2019. 
 
East Water, a water supply and environmental services company in Thailand operating for more than 20 
years, registered a total of 382.08 mcm in billed volume in 2019, higher by 21% versus last year primarily 
due to the higher demand from the Provincial Waterworks Authority (“PWA”). The higher offtake of PWA 
was partially driven by the lower amount of rain. This led to an increase in revenues by 16%, but was 
partially offset by the discount offered to PWA under a new tariff structure. Direct costs increased driven by 
higher volume and electricity costs arising from the sourcing of water from a farther reservoir to augment 
water supply. As a result, EBITDA was about THB2 billion, almost at par versus last year. With higher 
depreciation expense following the completion of a project in the latter part of 2018, net income decreased 
by 7% to THB1 billion. On the other hand, net income contribution taken up from East Water was still higher 
as net income take-up in 2018 only commenced March 14. In peso terms, the income reflected in the 
consolidated financial statements as equity share in net income of associates amounted to P=294.66 million 
as of the end of 2019, 12% higher than in 2018, equivalent to Manila Water’s 18.72% stake in East Water. 
 
PT STU’s, an industrial bulk water operation in Indonesia, billed volume slightly increased in 2019 by 1% 
to 5.3 mcm from the 5.2 mcm in 2018. PT STU posted revenues of IDR21 billion and an EBITDA of IDR5 
billion. Net income increased to about IDR4 billion, higher by 44% from the same period in 2018. Income 
from PT STU reported as equity share in net income of associates in the consolidated financial statements 
amounted to P=1.48 million, representing a 20% stake of Manila Water. 

Manila Water Total Solutions

The following discussion includes the consolidated results of Manila Water Total Solutions (MWTS), as well 
as the individual performance of its pipe-laying services, integrated used water services, as well as the sale 
of packaged water under the Healthy Family Purified Water brand. 
 

 
 
On a consolidated MWTS level, revenues decreased by 23% to P=336 million. This is mainly due to a 29% 
decline in bottle sales of Healthy Family, with 5.7 million bottles in 2019 versus 7.9 million bottles last year. 
Meanwhile, continued streamlining efforts led to lower costs and expenses, totaling P=366 million for the 
period. This led to an improvement in EBITDA by 60% to about negative P=30 million. However, with the 
recognition of additional impairment driven by the difference between the booked value and actual or 

2019 2018
Increase/ 

(Decrease) %
Financial Highlights (in thousand Pesos)
Revenues 336,010           435,669           (99,660)            -23%
Cost and expenses 365,507           509,413           (143,905)          -28%
EBITDA (29,498)            (73,744)            44,246             60%
Net Loss (168,869)          (206,476)          37,607             18%

NI Contribution per Segment (in thousand Pesos)
Pipelaying 30,266             62,182             (31,917)            -51%
Healthy Family (157,246)          (227,474)          70,228             31%
Environmental Services (20,739)            (8,368)              (12,371)            -148%
Head Office Costs (21,149)            (32,817)            11,667             36%

For the periods ended September 30
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assessed value of inventory and assets, net loss was only reduced by 18%, settling at a negative P=169 
million loss for 2019. 
  
CONSOLIDATED BALANCE SHEET 

 
 
Total assets as of end 2019 stood at P=134.6 billion, an increase of 10% against last year driven by the 13% 
increase in service concession assets to P=93.5 billion from P=82.5 billion. The Group balance sheet remains 
compliant with loan covenants, with key ratios maintained well within set tolerances.  
 
Total bank debt end of period increased to P=56,356 million from P=51,647 million in December 2018. Net 
bank debt to equity was at 0.86x on account of the new loans of the Company in 2019, as well as the 
drawdowns of the Company and its subsidiaries on existing facilities. Meanwhile, Debt Service Coverage 
Ratio (DSCR) stood at 1.48x. Average Cost of Debt for the Group was held steady at 4.5%, while the 
Return-on-Equity stood at 10%. 
 
Under the Company’s dividend policy, common shares are entitled to annual cash dividends equivalent to 
35% of the prior year’s net income, payable semi-annually. As of December 31, 2019, the Company 
declared cash dividends at P=0.9102 per common share and P=0.09102 per preferred share. Total dividend 
payment amounted to P=2.24 billion for the year.  

CONSOLIDATED CAPITAL EXPENDITURES
 
The Group ended 2019 with total capital expenditures of P=12,636 million, with 78% of said amount 
accounted for by the Manila Concession. Majority of the Manila Concession capital expenditures were spent 
on wastewater expansion, network reliability and water supply projects in line with attaining service 
obligations outlined in its government-approved Rate Rebasing service improvement plan, while the 
balance was accounted for by concession fees paid to MWSS. 
 
Meanwhile, total capital expenditures of the domestic subsidiaries amounted to  P=2,729 million. Of the total 
amount, P=529 million was undertaken by Laguna Water for its water network expansion, while Boracay 
Water disbursed P=376 million. Estate Water spent P=1,235 million for its greenfield and brownfield projects, 
with the balance being taken on by the remaining subsidiaries for its various projects. 
 
RECENT MATERIAL TRANSACTIONS
 
On January 31, 2020, the Board of Directors approved in a special meeting the amendments to the Seventh 
Article of the Company’s Articles of Incorporation. The amendments are as follows, (1) to increase the 
authorized capital stock from P=3.5 billion to P=4.4 billion, which increase will consist of an additional 900 
million common shares; (2) to increase the Carved-Out Shares from 300 million unissued common shares 
to 900 million unissued common shares allocated for issuance in one or more transactions or offerings for 
cash, properties, or assets to carry out the Company’s corporate purposes as approved by the Board of 

2019 2018
Increase/ 

(Decrease) %
Assets 134,601,640 122,533,317       12,068,323         10%

Service Concession Assets - net 93,519,143 82,529,566 10,989,577 13%
Liabilities 78,610,432 68,912,224         9,698,208           14%
Equity 55,991,208 53,621,093         2,370,115           4%

Ratios
Net Bank Debt to Equity 0.86x 0.81x
DSCR 1.48x 3.03x
ROE 10% 13%

As of December 31
(in thousand Pesos)
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Directors; and (3) to allow the issuance of the Carved-Out Shares “for cash, properties, or assets to carry 
out” the corporate purposes of the Company as approved by the Board of Directors. Carved-Out Shares 
are common shares which are waived of shareholders’ pre-emptive rights and are earmarked for specific 
corporate purposes. The Board of Directors likewise approved a minimum selling price of P=10 per share for 
issuance of common shares in the event the company decides to issue common shares. 
 
On February 1, 2020, the Company signed a subscription agreement with Prime Metroline Holdings, Inc. 
(“PMHI”), (which is acting on behalf of a company to be incorporated). The subscription agreement was for 
the acquisition of 820 million common shares, which represents 25% stake in Manila Water, at P=13 per 
share or estimated total proceeds of P=10.7 billion in equity. The transaction is subject to usual conditions 
precedent with both Manila Water and Trident Water securing the necessary regulatory and third-party 
approvals to reach financial close.  
 
On February 6, 2020, Ayala Corporation, as part of the shareholder agreement to be executed among itself, 
its wholly owned subsidiary Philwater Holdings Company (PhilWater) and Trident Water, Ayala’s Executive 
Committee approved the grant of proxy rights by Philwater to Trident Water over such number of preferred 
shares to enable the latter to achieve 51% voting interest in Manila Water. Philwater owns 4,000,000,000 
of preferred shares in Manila Water, representing 65.95% of voting shares in the Company. Upon the grant 
of proxy rights to Trident Water, Ayala’s effective voting interest in Manila Water will stand at 31.6%. This 
arrangement aims to strategically rationalize the economic and voting stakes between Ayala and Trident 
Water as strategic partners in Manila Water. 
 
Lastly, on February 7, 2020, PMHI as part of its compliance with SEC’s Rules, announced its intent to 
conduct a mandatory tender offer for common shares of stock of Manila Water. Said tender offer will cover 
all outstanding common shares of Manila Water which are held by the public or the minority shareholders 
of the Company. The offer price for the tender offer was set at P=13 per share. 
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Report of the Audit Committee  
to the Board of Directors
For the year ended December 31, 2019

The Audit Committee’s roles, responsibilities and authority are defined in the Audit Committee Charter approved by the 
Board of Directors. The Committee provides assistance to the Board of Directors in fulfilling their oversight responsibility 
to the shareholders relating to the: 

a) integrity of the Manila Water Company, Inc.’s (“Company’s”) financial statements and the financial reporting process;  
b) appointment, remuneration, independence and performance of internal audit and of the independent auditors, 

and integrity of the audit process;
c) effectiveness of the systems of internal controls and enterprise risk management process;
d) compliance with applicable legal and regulatory requirements and other reporting standards;
e) performance and leadership of the internal control function;
f) preparation of a year-end report of the Committee for approval of the Board and to be included in the annual report.

In compliance with the Audit Committee Charter, the Committee confirms that:

• An independent director chairs the Audit Committee. The Committee has three out of four members who are 
independent directors;

• The Committee had five meetings during the year with the following attendance rate:

Directors No. of Meetings 
Attended/Held

Percent  
Present

Oscar S. Reyes 5/5 100%

Jose L. Cuisia, Jr. 5/5 100%

Jaime C. Laya 5/5 100%

Gerardo C. Ablaza, Jr. 4/5 80%

• The Committee reviewed and approved the quarterly unaudited consolidated financial statements  
and the annual Audited Consolidated Financial Statements of Manila Water Company, Inc. and subsidiaries, 
including Management’s Discussion and Analysis of Financial Condition and Results of Operations as of and  
for the year ended December 31, 2019, with the Company’s Management, internal auditors, and SGV & Co. 
These activities were conducted in the following context:

- Management has the primary responsibility for the financial statements and the reporting process 
- SGV & Co. is responsible for expressing an opinion on the conformity of the Company’s audited 

consolidated financial statements with the Philippine Financial Reporting Standards.

• The Committee reviewed and approved the Management representation letter before submission to the 
Company’s independent external auditors.

• The Committee recommended to the Board of Directors the re-appointment of SGV & Co. as independent 
external auditors for 2019 based on its review of SGV’s performance and qualifications, including consideration 
of Management’s recommendation.

• The Committee reviewed and approved all audit and audit-related services provided by SGV & Co. to the 
Company and the related fees for such services. 

• The Committee discussed and approved the overall scope and the respective audit plans of the Company’s 
internal auditors and of SGV & Co., the results of their audits and their assessment of the Company’s internal 
controls, and the overall quality of the financial reporting process.
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• The Committee discussed the reports of the internal auditors, and ensured that Management is taking 
appropriate actions in a timely manner, including addressing internal control and compliance issues. All the 
activities performed by Internal Audit were conducted in conformance with the International Standards for the 
Professional Practice of Internal Auditing.

• The Audit Committee, through the audits conducted by SGV & Company and Internal Audit, has reviewed 
Management’s system of internal controls and the Committee found the internal control system to be adequate 
and effective.

• The Committee discussed with Management the adequacy and effectiveness of the Enterprise Risk Management 
process, including significant risk exposures, the related risk-mitigation efforts and initiatives, and the status of 
the mitigation plans. The review was undertaken in the context that Management is primarily responsible for the 
risk management process.

• The Committee reviewed and confirmed that the existing Audit and Internal Audit Charters are sufficient to 
accomplish the Committee’s and Internal Audit’s objectives. The Audit Committee Charter is in compliance with 
the Securities and Exchange Commission Memo Circular No. 04 (2012). 

• The Committee conducted a self-assessment of its performance to confirm that the Committee continues to 
meet the expectations of the Board, Management and shareholders.

Based on the reviews and discussions undertaken, and subject to the limitations on our roles and responsibilities 
referred to above, the Audit Committee recommended to the Board of Directors the inclusion of the Company’s audited 
consolidated financial statements in the Company’s Annual Report to the Stockholders for the year ended  
December 31, 2019 and the filing thereof with the Securities and Exchange Commission.

February 17, 2020

               OSCAR S. REYES
  Chairman, Audit Committee

   

JOSE L. CUISIA, JR. 
Independent Director

JAIME C. LAYA 
Independent Director

GERARDO C. ABLAZA, JR 
Member
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Statement of Management’s  
Responsibility for Financial Statements

The management of Manila Water Company, Inc. (the “Company”) and its subsidiaries (the “Group”) is responsible  
for the preparation and fair presentation of the consolidated financial statements including the schedules  
attached therein, as of December 31, 2019 and 2018 and for the years ended December 31, 2019, 2018, and 2017, 
in accordance with the prescribed financial reporting framework indicated therein, and for such internal control as 
management determines is necessary to enable the preparation of consolidated financial statements that are free  
from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability  
to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern 
basis of accounting unless management either intends to liquidate the Company or its subsidiaries, or to cease operations, 
or has no realistic alternative but to do so.

The Board of Directors is responsible for overseeing the Group’s financial reporting process.

The Board of Directors reviews and approves the consolidated financial statements including the schedules  
attached therein, and submits the same to the stockholders or members.

SyCip Gorres Velayo & Co., the independent auditors appointed by the stockholders, has audited the consolidated 
financial statements of the Group in accordance with Philippine Standards on Auditing, and in its report to the 
stockholders or members, has expressed its opinion on the fairness of presentation upon completion of such audit.

FERNANDO ZOBEL DE AYALA
Chairman of the Board

JOSE RENE GREGORY D. ALMENDRAS
President and Chief Executive Officer

MA. CECILIA T. CRUZABRA
Chief Finance Officer and Treasurer



INDEPENDENT AUDITOR’S REPORT

The Board of Directors and Stockholders
Manila Water Company, Inc.
MWSS Administration Building, 489 Katipunan Road
Balara, Quezon City

Opinion

We have audited the consolidated financial statements of Manila Water Company, Inc. (the Parent Company) and its subsidiaries
(collectively referred to as “the Group”), which comprise the consolidated statements of financial position as at December 31, 2019 and
2018, and the consolidated statements of comprehensive income, consolidated statements of changes in equity and consolidated
statements of cash flows for each of the three years in the period ended December 31, 2019, and notes to the consolidated financial
statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the consolidated financial
position of the Group as at December 31, 2019 and 2018, and its consolidated financial performance and its consolidated cash flows for
each of the three years in the period ended December 31, 2019 in accordance with Philippine Financial Reporting Standards (PFRSs).

Basis for Opinion

We conducted our audits in accordance with Philippine Standards on Auditing (PSAs).  Our responsibilities under those standards are
further described in the Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements section of our report.  We are
independent of the Group in accordance with the Code of Ethics for Professional Accountants in the Philippines (Code of Ethics) together
with the ethical requirements that are relevant to our audit of the consolidated financial statements in the Philippines, and we have
fulfilled our other ethical responsibilities in accordance with these requirements and the Code of Ethics.  We believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our audit of the consolidated
financial statements of the current period.  These matters were addressed in the context of our audit of the consolidated financial
statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.  For each matter
below, our description of how our audit addressed the matter is provided in that context.

We have fulfilled the responsibilities described in the Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements
section of our report, including in relation to these matters.  Accordingly, our audit included the performance of procedures designed to
respond to our assessment of the risks of material misstatement of the consolidated financial statements.  The results of our audit
procedures, including the procedures performed to address the matters below, provide the basis for our audit opinion on the
accompanying consolidated financial statements.

Revenue recognition for Manila Concession (East Zone)

The Group’s revenue from the East Zone accounts for 83% of total consolidated revenue and the revenue recognition process therein
requires processing of data from a large number of customers classified as either residential, commercial, semi-business, or industrial.
The amounts billed to customers consist of a number of components, including basic charge, environmental charge and foreign currency
differential adjustment and where applicable, sewer charge.  These tariffs depend on the customer type and are determined based on a
formula as prescribed by the Metropolitan Waterworks and Sewerage System Regulatory Office (MWSS RO).  This matter is significant to
our audit because the revenue recognized depends on the completeness of capture of water consumption based on the meter readings
over the concession area taken on various dates; the propriety of rates applied across customer types; and the reliability of the systems
involved in processing the billing transactions.

SyCip Gorres Velayo & Co.
6760 Ayala Avenue
1226 Makati City
Philippines

Tel: (632) 891 0307
Fax: (632) 819 0872
ey.com/ph

BOA/PRC Reg. No. 0001,
   October 4, 2018, valid until August 24, 2021
SEC Accreditation No. 0012-FR-5 (Group A),
   November 6, 2018, valid until November 5, 2021

A member firm of Ernst & Young Global Limited

Relevant disclosures related to this matter are provided in Notes 1, 2, 3 and 6 to the consolidated financial statements.

Audit response

We obtained an understanding, evaluated the design and tested the controls over the read and bill process, which includes the capture of
water consumption and calculation of billed fees, downloading of data from the billing system and uploading of data to the Parent
Company’s financial reporting system.  We involved our internal specialist in the testing of the related controls over these processes.
We performed test calculation of the billed amounts using the volume of water consumption and MWSS RO-approved rates and
compared them with the amounts reflected in the billing statement.  We also evaluated the disclosures made in the consolidated
financial statements.

Provision and contingencies

The Group is involved in legal proceedings and assessments for local and national taxes and for alleged non-compliance with laws and
regulations.  This matter is significant to our audit because the estimation of the potential liability resulting from these legal proceedings
and assessments require significant judgment by management.  The inherent uncertainty over the outcome of these tax and legal
matters is brought about by the differences in the interpretation and implementation of the relevant laws and tax regulations and/or
rulings.

The Group’s disclosure about provisions and contingencies are included in Notes 1 and 29 to the consolidated financial statements.

Audit response

Our audit procedures include the involvement of our internal specialists in reviewing the status of these legal proceedings and
assessments, and the legal and tax positions of the Group based on the merits of the arguments against the assessments, previous court
decisions, implementing rules and opinions issued by relevant government and regulatory agencies.  In addition, we performed a
calculation of the amount of the provisions and compared this with the outstanding provisions as of year-end.  We also evaluated the
disclosures made in the consolidated financial statements.

Amortization of service concession assets using the units-of-production (UOP) method

The service concession assets (SCA) of the Group is related to its concession agreements.  The Group UOP method in amortizing its SCA
based on the actual billed volume over the estimated billable water volume for the remaining period of the concession agreement.  The
UOP amortization method is a key audit matter as the method involves significant management judgment and estimates, particularly in
determining the total estimated billable water volume over the remaining periods of the concession agreements.  It considers different
factors such as population growth, supply and consumption, and service coverage, including ongoing and future expansions.

Refer to Note 3 to the consolidated financial statements for the relevant disclosures related to this matter.

Audit response

We obtained an understanding of management’s processes and controls in the estimation of billable water volume.  We evaluated the
competence, capabilities, and objectivity of management’s specialist who estimated the total billable water volume.  We also reviewed
the report of the management’s specialist and gained an understanding of the methodology and the basis of computing the forecasted
volumes.  Furthermore, we compared the estimated billable water volume for the year against the actual data generated from the billing
system.  We recalculated the amortization expense for the year based on the actual billed water volume.

Impairment testing of service concession assets and property and equipment

As discussed in Note 3, the Parent Company’s market capitalization as of December 31, 2019 significantly declined compared to its net
book value, which decline was triggered by, among others, the ongoing discussion with the Metropolitan Waterworks and Sewerage
System on the provisions of the Concession Agreement identified for renegotiation and amendment.  This is an impairment indicator that
requires an assessment of the recoverability of the Parent Company’s non-financial assets, particularly its service concession assets and
property and equipment with carrying amounts of P=81,052.26 million and P=925.11 million, respectively, as of December 31, 2019.  The
determination of the recoverable amounts of these assets requires the use of significant judgment, estimates, and assumptions.  The
valuation of these assets using fair value less cost to sell requires the assistance of an external appraiser whose calculations also depend
on certain assumptions such as recent sales, offering prices or listing of comparable properties registered within the vicinity of the
subject assets, adjustments to sales prices based on internal and external factors, and deductions for physical deterioration and all other

A member firm of Ernst & Young Global Limited
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over the concession area taken on various dates; the propriety of rates applied across customer types; and the reliability of the systems
involved in processing the billing transactions.

SyCip Gorres Velayo & Co.
6760 Ayala Avenue
1226 Makati City
Philippines
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ey.com/ph
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Relevant disclosures related to this matter are provided in Notes 1, 2, 3 and 6 to the consolidated financial statements.

Audit response

We obtained an understanding, evaluated the design and tested the controls over the read and bill process, which includes the capture of
water consumption and calculation of billed fees, downloading of data from the billing system and uploading of data to the Parent
Company’s financial reporting system.  We involved our internal specialist in the testing of the related controls over these processes.
We performed test calculation of the billed amounts using the volume of water consumption and MWSS RO-approved rates and
compared them with the amounts reflected in the billing statement.  We also evaluated the disclosures made in the consolidated
financial statements.

Provision and contingencies

The Group is involved in legal proceedings and assessments for local and national taxes and for alleged non-compliance with laws and
regulations.  This matter is significant to our audit because the estimation of the potential liability resulting from these legal proceedings
and assessments require significant judgment by management.  The inherent uncertainty over the outcome of these tax and legal
matters is brought about by the differences in the interpretation and implementation of the relevant laws and tax regulations and/or
rulings.

The Group’s disclosure about provisions and contingencies are included in Notes 1 and 29 to the consolidated financial statements.

Audit response

Our audit procedures include the involvement of our internal specialists in reviewing the status of these legal proceedings and
assessments, and the legal and tax positions of the Group based on the merits of the arguments against the assessments, previous court
decisions, implementing rules and opinions issued by relevant government and regulatory agencies.  In addition, we performed a
calculation of the amount of the provisions and compared this with the outstanding provisions as of year-end.  We also evaluated the
disclosures made in the consolidated financial statements.

Amortization of service concession assets using the units-of-production (UOP) method

The service concession assets (SCA) of the Group is related to its concession agreements.  The Group UOP method in amortizing its SCA
based on the actual billed volume over the estimated billable water volume for the remaining period of the concession agreement.  The
UOP amortization method is a key audit matter as the method involves significant management judgment and estimates, particularly in
determining the total estimated billable water volume over the remaining periods of the concession agreements.  It considers different
factors such as population growth, supply and consumption, and service coverage, including ongoing and future expansions.

Refer to Note 3 to the consolidated financial statements for the relevant disclosures related to this matter.

Audit response

We obtained an understanding of management’s processes and controls in the estimation of billable water volume.  We evaluated the
competence, capabilities, and objectivity of management’s specialist who estimated the total billable water volume.  We also reviewed
the report of the management’s specialist and gained an understanding of the methodology and the basis of computing the forecasted
volumes.  Furthermore, we compared the estimated billable water volume for the year against the actual data generated from the billing
system.  We recalculated the amortization expense for the year based on the actual billed water volume.

Impairment testing of service concession assets and property and equipment

As discussed in Note 3, the Parent Company’s market capitalization as of December 31, 2019 significantly declined compared to its net
book value, which decline was triggered by, among others, the ongoing discussion with the Metropolitan Waterworks and Sewerage
System on the provisions of the Concession Agreement identified for renegotiation and amendment.  This is an impairment indicator that
requires an assessment of the recoverability of the Parent Company’s non-financial assets, particularly its service concession assets and
property and equipment with carrying amounts of P=81,052.26 million and P=925.11 million, respectively, as of December 31, 2019.  The
determination of the recoverable amounts of these assets requires the use of significant judgment, estimates, and assumptions.  The
valuation of these assets using fair value less cost to sell requires the assistance of an external appraiser whose calculations also depend
on certain assumptions such as recent sales, offering prices or listing of comparable properties registered within the vicinity of the
subject assets, adjustments to sales prices based on internal and external factors, and deductions for physical deterioration and all other
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relevant forms of obsolescence.

The disclosures in relation to the above matters are included in Notes 1 and 3 to the consolidated financial statements.

Audit response

We involved our internal specialist in evaluating the methodology and assumptions used in the valuation of the service concession assets
and property and equipment.  For the market approach, the assumptions used include information supporting the comparability of the
subject assets with identical or similar properties for which information is available, measures of value of comparable properties and
adjustments made to the value of the comparable properties.  We made inquiries with the management’s specialist who appraised the
assets about the methodology and assumptions used in the valuation of the subject assets and we evaluated the specialist’s
competence, capabilities, and objectivity by considering its qualifications, experience and reporting responsibilities.

Other Information

Management is responsible for the other information.  The other information comprises the information included in the SEC Form 20-IS
(Definitive Information Statement), SEC Form 17-A and Annual Report for the year ended December 31, 2019, but does not include the
consolidated financial statements and our auditor’s report thereon.  The SEC Form 20-IS (Definitive Information Statement),
SEC Form 17-A and Annual Report for the year ended December 31, 2019 are expected to be made available to us after the date of this
auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we will not express any form of assurance
conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the other information identified above
when it becomes available and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audits, or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance with PFRSs,
and for such internal control as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting, unless management
either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.  Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with PSAs will always detect a material misstatement
when it exists.  Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain professional skepticism throughout the
audit.  We also:

· Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion.  The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

· Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.
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Relevant disclosures related to this matter are provided in Notes 1, 2, 3 and 6 to the consolidated financial statements.

Audit response

We obtained an understanding, evaluated the design and tested the controls over the read and bill process, which includes the capture of
water consumption and calculation of billed fees, downloading of data from the billing system and uploading of data to the Parent
Company’s financial reporting system.  We involved our internal specialist in the testing of the related controls over these processes.
We performed test calculation of the billed amounts using the volume of water consumption and MWSS RO-approved rates and
compared them with the amounts reflected in the billing statement.  We also evaluated the disclosures made in the consolidated
financial statements.

Provision and contingencies

The Group is involved in legal proceedings and assessments for local and national taxes and for alleged non-compliance with laws and
regulations.  This matter is significant to our audit because the estimation of the potential liability resulting from these legal proceedings
and assessments require significant judgment by management.  The inherent uncertainty over the outcome of these tax and legal
matters is brought about by the differences in the interpretation and implementation of the relevant laws and tax regulations and/or
rulings.

The Group’s disclosure about provisions and contingencies are included in Notes 1 and 29 to the consolidated financial statements.

Audit response

Our audit procedures include the involvement of our internal specialists in reviewing the status of these legal proceedings and
assessments, and the legal and tax positions of the Group based on the merits of the arguments against the assessments, previous court
decisions, implementing rules and opinions issued by relevant government and regulatory agencies.  In addition, we performed a
calculation of the amount of the provisions and compared this with the outstanding provisions as of year-end.  We also evaluated the
disclosures made in the consolidated financial statements.

Amortization of service concession assets using the units-of-production (UOP) method

The service concession assets (SCA) of the Group is related to its concession agreements.  The Group UOP method in amortizing its SCA
based on the actual billed volume over the estimated billable water volume for the remaining period of the concession agreement.  The
UOP amortization method is a key audit matter as the method involves significant management judgment and estimates, particularly in
determining the total estimated billable water volume over the remaining periods of the concession agreements.  It considers different
factors such as population growth, supply and consumption, and service coverage, including ongoing and future expansions.

Refer to Note 3 to the consolidated financial statements for the relevant disclosures related to this matter.

Audit response

We obtained an understanding of management’s processes and controls in the estimation of billable water volume.  We evaluated the
competence, capabilities, and objectivity of management’s specialist who estimated the total billable water volume.  We also reviewed
the report of the management’s specialist and gained an understanding of the methodology and the basis of computing the forecasted
volumes.  Furthermore, we compared the estimated billable water volume for the year against the actual data generated from the billing
system.  We recalculated the amortization expense for the year based on the actual billed water volume.

Impairment testing of service concession assets and property and equipment

As discussed in Note 3, the Parent Company’s market capitalization as of December 31, 2019 significantly declined compared to its net
book value, which decline was triggered by, among others, the ongoing discussion with the Metropolitan Waterworks and Sewerage
System on the provisions of the Concession Agreement identified for renegotiation and amendment.  This is an impairment indicator that
requires an assessment of the recoverability of the Parent Company’s non-financial assets, particularly its service concession assets and
property and equipment with carrying amounts of P=81,052.26 million and P=925.11 million, respectively, as of December 31, 2019.  The
determination of the recoverable amounts of these assets requires the use of significant judgment, estimates, and assumptions.  The
valuation of these assets using fair value less cost to sell requires the assistance of an external appraiser whose calculations also depend
on certain assumptions such as recent sales, offering prices or listing of comparable properties registered within the vicinity of the
subject assets, adjustments to sales prices based on internal and external factors, and deductions for physical deterioration and all other
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relevant forms of obsolescence.

The disclosures in relation to the above matters are included in Notes 1 and 3 to the consolidated financial statements.

Audit response

We involved our internal specialist in evaluating the methodology and assumptions used in the valuation of the service concession assets
and property and equipment.  For the market approach, the assumptions used include information supporting the comparability of the
subject assets with identical or similar properties for which information is available, measures of value of comparable properties and
adjustments made to the value of the comparable properties.  We made inquiries with the management’s specialist who appraised the
assets about the methodology and assumptions used in the valuation of the subject assets and we evaluated the specialist’s
competence, capabilities, and objectivity by considering its qualifications, experience and reporting responsibilities.

Other Information

Management is responsible for the other information.  The other information comprises the information included in the SEC Form 20-IS
(Definitive Information Statement), SEC Form 17-A and Annual Report for the year ended December 31, 2019, but does not include the
consolidated financial statements and our auditor’s report thereon.  The SEC Form 20-IS (Definitive Information Statement),
SEC Form 17-A and Annual Report for the year ended December 31, 2019 are expected to be made available to us after the date of this
auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we will not express any form of assurance
conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the other information identified above
when it becomes available and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audits, or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance with PFRSs,
and for such internal control as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting, unless management
either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.  Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with PSAs will always detect a material misstatement
when it exists.  Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain professional skepticism throughout the
audit.  We also:

· Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion.  The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

· Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.
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relevant forms of obsolescence.

The disclosures in relation to the above matters are included in Notes 1 and 3 to the consolidated financial statements.

Audit response

We involved our internal specialist in evaluating the methodology and assumptions used in the valuation of the service concession assets
and property and equipment.  For the market approach, the assumptions used include information supporting the comparability of the
subject assets with identical or similar properties for which information is available, measures of value of comparable properties and
adjustments made to the value of the comparable properties.  We made inquiries with the management’s specialist who appraised the
assets about the methodology and assumptions used in the valuation of the subject assets and we evaluated the specialist’s
competence, capabilities, and objectivity by considering its qualifications, experience and reporting responsibilities.

Other Information

Management is responsible for the other information.  The other information comprises the information included in the SEC Form 20-IS
(Definitive Information Statement), SEC Form 17-A and Annual Report for the year ended December 31, 2019, but does not include the
consolidated financial statements and our auditor’s report thereon.  The SEC Form 20-IS (Definitive Information Statement),
SEC Form 17-A and Annual Report for the year ended December 31, 2019 are expected to be made available to us after the date of this
auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we will not express any form of assurance
conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the other information identified above
when it becomes available and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audits, or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance with PFRSs,
and for such internal control as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting, unless management
either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.  Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with PSAs will always detect a material misstatement
when it exists.  Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain professional skepticism throughout the
audit.  We also:

· Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion.  The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

· Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.
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· Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.

· Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Group’s ability
to continue as a going concern.  If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s
report to the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion.  Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.  However, future events or
conditions may cause the Group to cease to continue as a going concern.

· Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and
whether the financial statements represent the underlying transactions and events in a manner that achieves fair presentation.

· Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group
to express an opinion on the consolidated financial statements. We are responsible for the direction, supervision and performance of
the audit.  We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of most significance in the
audit of the consolidated financial statements of the current period and are therefore the key audit matters.  We describe these matters
in our auditor’s report, unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances,
we determine that a matter should not be communicated in our report because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such communication.

The engagement partner on the audit resulting in this independent auditor’s report is Djole S. Garcia.

SYCIP GORRES VELAYO & CO.

Djole S. Garcia
Partner
CPA Certificate No. 0097907
SEC Accreditation No. 1768-A (Group A),

September 3, 2019, valid until September 2, 2022
Tax Identification No. 201-960-347
BIR Accreditation No. 08-001998-102-2018,

October 18, 2018, valid until October 17, 2021
PTR No. 8125240, January 7, 2020, Makati City

February 20, 2020
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relevant forms of obsolescence.

The disclosures in relation to the above matters are included in Notes 1 and 3 to the consolidated financial statements.

Audit response

We involved our internal specialist in evaluating the methodology and assumptions used in the valuation of the service concession assets
and property and equipment.  For the market approach, the assumptions used include information supporting the comparability of the
subject assets with identical or similar properties for which information is available, measures of value of comparable properties and
adjustments made to the value of the comparable properties.  We made inquiries with the management’s specialist who appraised the
assets about the methodology and assumptions used in the valuation of the subject assets and we evaluated the specialist’s
competence, capabilities, and objectivity by considering its qualifications, experience and reporting responsibilities.

Other Information

Management is responsible for the other information.  The other information comprises the information included in the SEC Form 20-IS
(Definitive Information Statement), SEC Form 17-A and Annual Report for the year ended December 31, 2019, but does not include the
consolidated financial statements and our auditor’s report thereon.  The SEC Form 20-IS (Definitive Information Statement),
SEC Form 17-A and Annual Report for the year ended December 31, 2019 are expected to be made available to us after the date of this
auditor’s report.

Our opinion on the consolidated financial statements does not cover the other information and we will not express any form of assurance
conclusion thereon.

In connection with our audits of the consolidated financial statements, our responsibility is to read the other information identified above
when it becomes available and, in doing so, consider whether the other information is materially inconsistent with the consolidated
financial statements or our knowledge obtained in the audits, or otherwise appears to be materially misstated.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial statements in accordance with PFRSs,
and for such internal control as management determines is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s ability to continue as a going
concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting, unless management
either intends to liquidate the Group or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.  Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with PSAs will always detect a material misstatement
when it exists.  Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with PSAs, we exercise professional judgment and maintain professional skepticism throughout the
audit.  We also:

· Identify and assess the risks of material misstatement of the consolidated financial statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion.  The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting
from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

· Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group’s internal control.
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6. Receivables and Contract Assets 
 
a. Receivables 
 

This account consists of receivables from: 
 
 2019 2018 
Customers of:   

Water and used water services:    
Residential P=2,048,587,720 P=1,909,960,001 
Commercial 330,507,212 265,422,961 
Semi-business 116,053,168 91,609,334 
Industrial 47,003,659 44,800,792 

Supervision fees 706,266,430 108,366,330 
Pipework services 111,396,493 317,767,816 
Distributor’s fees 138,501,860 146,564,312 

Dividends from associates 80,438,614 – 
Employees 31,219,817 31,155,782 
Cebu II Electric Cooperative, Inc. (CEBECO) 29,162,417 62,516,190 
ZCWD 24,652,776 10,450,032 
Interest from banks 13,705,156 23,936,806 
BWC – 388,410,670 
Others (Note 14) 74,616,434 115,047,257 
 3,752,111,756 3,516,008,283 
Less allowance for ECL 1,300,641,866 1,239,761,340 
 2,451,469,890 2,276,246,943 
Less noncurrent portion of BWC receivable (Note 12) – 321,014,249 
 P=2,451,469,890 P=1,955,232,694 

The classes of the Group’s receivables arising from water and sewer services rendered to customers, collectible within thirty (30) 
days from billing date, follow: 
 

 Residential - pertains to receivables from residential households. 
 Commercial - pertains to receivables from commercial customers. 
 Semi-business - pertains to receivables from small businesses. 
 Industrial - pertains to receivables from customers for industrial and manufacturing purposes. 

 
Trade receivables arising from supervision fees on the development of water and used water facilities are collectible within thirty 
(30) days from billing date. 
 
Trade receivables from pipework services pertain to pipelaying, pipe replacements, and other services related to water and used 
water treatment facilities.  These receivables are collectible within twelve (12) months. 
 
Trade receivables from distributors’ fees arise from the Exclusive Distributorship Agreement (EDA) entered into by MWTS with 
distributors of its Healthy Family drinking water and are collectible within the period that is agreed with the distributors. 
 
Dividends from associates pertain to receivables from dividend declarations of Thu Duc Water and Kenh Dong Water. 
 
Receivable from employees arise from car, salary, and other loans which are due and demandable based on an agreed payment 
schedule and are collected through salary deductions. 
 
Receivable from CEBECO pertains to reimbursement acknowledged by the utility provider in 2018 arising from excess billings on 
power consumption from January 2015 to February 2018.  This was recognized as part of “Other income (loss)” (see Note 17). 
 
Receivable from ZCWD pertains to billed charges for service fees, construction revenue, and performance fees arising from 
Zamboanga Water’s NRWRSA.  Zamboanga Water classifies as current the portion of the gross receivable from ZCWD that is 
collectible within the next twelve (12) months. 
 
Interest from banks are accrued interest arising from the Group’s cash in banks and cash equivalents.  
 
Receivable from BWC pertains to the assigned receivable between the Parent Company and VWPI covered by the Share Purchase 
Agreement related to the acquisition of VWPI’s interest in Clark Water in 2011 (see Note 1). 
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Under their respective concession agreements, the Parent Company and Boracay Water have a natural hedge on foreign exchange 
risks on their loans and concession fee payments through a recovery mechanism in their respective tariffs (see Notes 1 and 12).  
Thus, the Group does not expect any movement of the foreign currencies against the Philippine Peso to have a significant effect on 
the Group’s income before income tax. 
 
Credit risk 
Credit risk is the risk that a counterparty will not meet its obligations under a financial instrument or customer contract, leading to a 
financial loss. The Group is exposed to credit risk from its operating activities (primarily trade receivables) and from its financing 
activities, including deposits with banks and financial institutions, foreign exchange transactions and other financial instruments. 
 
Customer credit risk is managed by the Group’s established policy, procedures and control relating to customer credit risk 
management.  Credit risk for receivables from customers is managed primarily through credit reviews and an analysis of receivables 
on a continuous basis.  The Group has no significant concentration of credit risk. Outstanding customer receivables and contract 
assets are regularly monitored and customer payments are facilitated through various collection modes including the use of 
postdated checks and auto-debit arrangements.  
 
An impairment analysis is performed at each reporting date using a provision matrix to measure expected credit losses.  The 
provision rates are based on days pagst due for groupings of customer segments with similar loss patterns (i.e., by geographical 
region, and product type).  The calculation reflects the probability-weighted outcome and reasonable and supportable information 
that is available at the reporting date about past events, current conditions and forecasts of future economic conditions.  
 
The provision matrix is initially based on the Group’s historical observed default rates.  The Group will calibrate the matrix to adjust 
the historical credit loss experience with forward-looking information.  
 
Generally, trade receivables are written off when deemed unrecoverable and are not subject to enforcement activity.  The maximum 
exposure to credit risk at the reporting date is the carrying value of each class of financial assets.  The information about the credit 
risk exposure on the Group’s receivables and contract assets using a provision matrix follow: 
 

  December 31, 2019 
 Current Days Past Due 

 
Standard 

Grade 
Less than 30 

Days 30 to 60 Days 61 to 90 Days Over 90 Days 
Expected 

Credit Loss Total 
 (In Thousands) 
Receivables        

Trade receivables:        
Manila (Outside East 

Zone) P=396,362 P=261,503 P=100,361 P=56,748 P=110,797 P=156,398 P=1,082,169 
East Zone 143,065 394,327 106,278 40,697 349,119 550,276 1,583,762 
Boracay 42,060 21,018 5,518 3,059 8,586 133,812 214,053 
Clark 36,781 593 145 46 1,293 5,265 44,123 
Laguna 104,800 39,253 19,284 10,398 16,646 341,229 531,610 
Others 16,895 – – – – 50,357 67,252 

Employees 30,797 – – – – 423 31,220 
Interest from banks 13,705 – – – – – 13,705 
Others 121,337 – – – – 62,881 184,218 
 905,802 716,694 231,586 110,948 486,441 1,300,641 3,752,112 

Concession financial 
receivables 1,054,539 – – – – 15,952 1,070,491 

Contract assets 1,423,386 – – – – – 1,423,386  
P=3,383,727 P=716,694 P=231,586 P=110,948 P=486,441 P=1,316,593 P=6,245,989 

 
  December 31, 2018 
 Current Days Past Due 

 
Standard 

Grade 
Less than 30 

Days 30 to 60 Days 61 to 90 Days Over 90 Days 
Expected 

Credit Loss Total 
 (In Thousands) 
Receivables        

Trade receivables:        
Manila (Outside East 

Zone) P=192,272 P=88,557 P=18,500 P=16,776 P=91,230 P=133,524 P=540,859 
East Zone 139,304 333,175 90,918 33,514 231,696 553,977 1,382,584 
Boracay 33,243 12,015 7,014 4,062 6,479 122,081 184,894 
Clark 35,576 682 55 27 36 6,523 42,899 
Laguna 93,102 20,864 18,705 11,251 31,860 329,886 505,668 
Others 144,267 – – – – 93,770 238,037 

(Forward)        
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  December 31, 2018 
 Current Days Past Due 

 
Standard 

Grade 
Less than 30 

Days 30 to 60 Days 61 to 90 Days Over 90 Days 
Expected 

Credit Loss Total 
 (In Thousands) 

BWC P=388,411 P=– P=– P=– P=– P=– P=388,411 
Employees 31,156 – – – – – 31,156 
Interest from banks 23,937 – – – – – 23,937 
Others 177,563 – – – – – 177,563 
 1,258,831 455,293 135,192 65,630 361,301 1,239,761 3,516,008 

Concession financial 
receivables 1,047,042 – – – – 14,599 1,061,641 

Contract assets 891,391 – – – – – 891,391  
P=3,197,264 P=455,293 P=135,192 P=65,630 P=361,301 P=1,254,360 P=5,469,040 

 
Credit risk from balances with banks and financial institutions is managed in accordance with the Group's policy.  Investments of 
surplus funds are made only with approved counterparties and within credit limits assigned to each counterparty.  Counterparty 
limits are reviewed and approved by the BOD and are updated when necessary. 
 
Cash and cash equivalents and short-term investments are placed in various banks.  Material amounts are held by banks which 
belong to the top five (5) banks in the country.  The rest are held by local banks that have good reputation and low probability of 
insolvency.  These are considered to be low credit risk investments. 
 
Liquidity risk 
The Group’s objective is to maintain a balance between continuity of funding and flexibility through the use of bank overdrafts, bank 
loans, and debentures.  The Group’s policy is to maintain a level of cash that is sufficient to fund its operating cash requirements for 
the next four (4) to six (6) months and any claim for refund of customers’ guaranty deposits.  Capital expenditures are funded 
through long-term debt, while operating expenses and working capital requirements are sufficiently funded through internally 
generated cash.  Maturing debts are refinanced through a combination of long-term debt and internally generated cash. 
 
The Group’s financial assets used for liquidity management based on their maturities are as follows: 
 

 December 31, 2019 

 Within 1 year 1-5 years 
More than 

5 years Total - Gross 
Assets:     
Cash and cash equivalents P=8,958,243,402 P=– P=– P=8,958,243,402 
Short-term investments 109,268,451 – – 109,268,451 
Receivables:     

Customers 3,498,316,543 – – 3,498,316,543 
Employees 31,219,817 – – 31,219,817 
Interest from banks 13,705,156 – – 13,705,156 
ZCWD 24,652,776   24,652,776 
Others 184,217,465 – – 184,217,465 

Concession financial receivable 190,756,416 723,849,283 1,488,667,373 2,403,273,072 
 P=13,010,380,026 P=723,849,283 P=1,488,667,373 P=15,222,896,682 

 
 December 31, 2018 

 Within 1 year 1-5 years 
More than 

5 years Total - Gross 
Assets:     
Cash and cash equivalents P=9,390,591,273 P=– P=– P=9,390,591,273 
Receivables:     

Customers 2,884,491,546 – – 2,884,491,546 
Employees 31,155,782 – – 31,155,782 
Interest from banks 23,936,806 – – 23,936,806 
ZCWD 10,450,032    10,450,032 
Others 244,959,868 – – 244,959,868 

Concession financial receivable 193,706,164 739,220,074 1,664,052,998 2,596,979,236 
 P=12,779,291,471 P=739,220,074 P=1,664,052,998 P=15,182,564,543 
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