23 April 1998

TheWorld Bank Inspection Panel
1818 H Street, N.W.

Washington, D.C. 20433

U.SA.

VIA FAX: 091-202-522-0916

c/o Judith Edstrom, Resident Representative, World Bank South Africa Mission,
Pretoria(HAND DELIVERED, SEALED ENVEL OPE)

RE: Inspection Pand Claim regarding World Bank involvement in the L esotho
Highlands Water Project

To the Pand,
1. Introduction: Background

1.1 Introduction. We urgently request the Inspection Pand to investigate the World Bank's role in the
Lesotho Highlands Weter Project (LHWP) . This Panel Claim follows a submission made to you on 3
March 1998 by two civic associations in Alexandra and Soweto townships in Johannesburg, Gauteng
Province, South Africa. That submission, which took the form of a letter faxed to your offices, was
formaly withdrawn on 20 April as a result of intimidation. However, the fundamenta concerns over
issues raised in the 3 March submisson remain. As clamants, we are individua affected community
resdents of Alexandra whose sgnatures ae on the attached page (but who wish to have our names
held confidentidly by the Pand) .

1.2 Intimidation on previous submission. The reason for our very late request, for which we gpologize
very sncerdly, is that in the wake of explicitly clear South African government intimidation againgt going
forward with the Inspection Pandl submission -- which we can provide details about if the Panel
requires -- the Alexandra community has been uncertain over how to proceed. The withdrawa was not
based on any rew, convincing information about the next stage of dam congtruction or its implications
for low-income Gauteng communities, but rather on powerful political forces that operate in South
Africain a sengtive period just preceding the run-up to our country's second democratic eection. We
are providing you this information in the form of an Inspection Panel Challenge because, in our view, the
underlying conditions that are generating pressure on low-income weater consumers will only be
exacerbated by dlowing the LHWP to expand without the necessary studies about its impact and about
dternaive demand-sde management approaches. While this Claim follows and expands upon many of
the arguments put forward on 3 March -- for we have had access to smilar technicd information -- an
additiona point that requires mention is the incomplete study on the economics of delaying the LHWP,
conducted by the Bank's LHWP task manager and released to the public in late March.

1.3 Community resolve to file Clam anonymoudy. We hereby request that the Inspection Panel urgently
proceed with investigating our concerns as residents of Alexandra township adversely affected by the



LHWP, aslad out in this new Pand Clam. We ask that the Pand does so with the understanding that
at thistime we would rather remain anonymousin view of the chilling climate that now exigs.

1.4 The LHWP. By way of background to the LHWP itsdlf, concerns have often been expressed about
design flaws associated with the first (completed) dam (Katse, Phase 1A). This Claim is based on the
argument that "both Phase 1A and the next dam to be built -- Mohde (aong with a diverson weir and
tunnd to the Katse Reservoir), known as "Phase 1B" -- cause harm to the cdlamants and others smilarly
situated. Indeed we bdlieve that a $50 million World Bank loan for Phase 1B now being considered by
the Executive Directors should be delayed until our concerns are addressed.

1.5 Origind LHWP consultation with affected parties. The LHWP is the result of a 1986 treaty
between the gpartheid South Africa regime and a military regime in Lesotho that took power in a coup.
By definition, hence, there was improper Bank consultation about the LHWP with these two States
citizens, many of whom in the mid-1980s were suffering imprisonment, torture and state- sanctioned
murder for spesking out on behdf of democracy and development. This is not a theoreticd issue, for
during the 1980s the African Nationd Congress formaly opposed the LHWP. Under these
circumstances, there was apparently no attention given by the World Bank design team to the concerns
we have dways had, in South Africas impoverished urban townships, about the dimination of poverty,
equity in resource alocation, universal access to water and water conservation. The result of not
consulting was congtruction of a megaproject with many serious defects.

1.6 Recognition of flawed design process. The LHWP's legitimacy and the Bank's consultative process
in project desgn have been cdled into question many times, and are beyond dispute. At an NGO
conference on the LHWP in August 1996, for example, an officia (Michadl Potts) of the Development
Bank of Southern Africa (DBSA) conceded, "Given the limited access to foreign funds by the South
African government and the limitations on contractors funding proposals --export credit was not
avalable to South Africa -- a very complex treaty was negotiated to bypass [anti-gpartheid financid]
sanctions. In Lesotho the credibility of the treaty was aso questioned because the nmilitary government
ruling Lesotho a the time did not permit open debate on the treaty." In short, according to even the
DB3A officid, "The planning of the socid aspects of the LHWP was subordinate to the technica

planning. The environment within which the environmental action plan had to be implemented was not
conducive to sustainable development.”

1.7 Other socid and ecologica issues raised previoudy. Concerns about the LHWP are not limited to
consumer issues. At 185 meters, Katse is the highest concrete dam in Africa and one of the largest
infrastructure projects in the world. Phase 1A directly affected 2,000 people -- gpproximately 300
households and indirectly affected at least 20 000 more who lost the use of common resources or
income through the submersion of 925ha of arable and 3000ha of grazing land. This has had enormous
socid, environmenta, and economic impacts on the people of Lesotho. Recent surveys indicate
disstisfaction on the pat of Lesotho resdents with resettlement schemes and provisons for
rembursement. Phase 1B will inundate 550ha of extremey good cropland and will force resettlement of
400 families. Following erosion of much of Lesotho's arable land over the past three decades, only 9%
of the country's soil is presently available for cultivation. The proposed Phase 1B will exacerbate this
gtuation, and in addition will destroy the habitat of the Mauti Minnow (an endangered Species),
bearded vulture and four other species considered "globally threstened.”



1.8 Other implementation issues raised previousy. Numerous complaints have arisen about the LHWP's
implementation to date, including the lack of an initid Environmenta Impact Assessment; a woefully
inadequate socid plan; flooding of ancestral burid grounds, an upsurge of socid problems (including
sexualy transmitted disease and increased stock theft); poor labour relations that led to the murder of
severa workers by Lesotho police in September 1996; cost overruns due to an unanticipated need to
line the Katse tunnels with cement; corruption on the Muela hydropower component of the project and
funds established to devolve LHWP financid benefits to Lesotho's citizens; failure to account for soil
eroson and sedimentation of the reservoir; and reservoir induced seismicity thet in the village of
Mapeleng generated a crack 1,5 km long that damaged nearly 70 houses. According to the leader of
the Highlands Church Action Group, "The project shows no sendtivity to the impact on gender issues
and roles of women.” In addition, according to a leading academic at the University of the Free State,
the effects on the Orange River caichment include a "considerable shortfal of water a the mouth... This
will result in a river mouth that is either dry for years on end apart from exceptiond floods or will be
inundated by seawater intruson.” NGOs in Lesotho, South Africa and internationdly have repeatedly
brought these issues to the attention of World Bank staff (for example, a the 1996 conference and in
continua correspondence between NGOs and the Bank LHWP task manager Snce)

1.9 World Bank role. The responghbility of the World Bank for socid and ecologica design problems,
as well as the economic miscaculations described in more detail below, is dso beyond dispute. The
LHWP was initidly funded by the World Bank with a US$110 million loan on condition that South
Africa stood surety. The Bank has repeatedly stated thet its work on this project is smdl (just 5% of
total project costs), thereby somehow implying thet it is less liable for project problems. However, the
following description from the Lesotho Highlands Development Authority implies a much more criticd
role "The World Bank acted as a catdys to bring dl the financing together... It is dso working to
ensure that World Bank guidelines on resettlement and socid impacts are met. The World Bank has the
capacity to advise on ensuring that adequate attention is given to sendtive environmenta issues. The
World Bank's involvement assures lenders that the Project is a worthwhile investment opportunity.”
Thus the World Bank's role in this project extends beyond its role as afinancid partner.. The presence
of the Bank provides the catalyst that alows the project to exist, and is supposed to provide guarantees
of technica assistance and leadership on mitigation of socid and environmenta impacts. By rushing this
project and requesting approva for financing from Bank Executive Directors before necessary studies
and public participation have taken place, Bank staff are undermining the credibility of the inditution and
the LHWP, and, we argue, are causing materia harm to the people of South Africa and Lesotho.

1.10 South Africans financid obligations. Part of that harm can be measured in rands and cents.

According to the Bank, "In terms of the Treety, South Africa bears the full costs of the project as well

as the associated debt, except for a hydrodectric component which will supply dl of Lesotho's power
requirements and which is being financed 100% by Lesotho with donor assistance. L esotho bears none
of the 'codts linked to the water transfer component of; the project.” As Water Affairs and Forestry

Minister Kader Asmd put it in a speech to the 1996 Group for Environmental Monitoring Workshop on
the LHWP, "The debt related to the water transfer part of this project will be redeemed by South Africa
through income generated by the project. In other words, the end users will pay for the project, at tariffs
well within the capabilities of the beneficiaries, making it economicaly viable" Thisisthe crucid point of
debate, and we want to assart that, in hindsght, Minisger Asmd -- and World Bank staff who have



advised him on water pricing, a retal leve, for low-income residents of Gauteng townships are
incorrect in this satement.

1.11 Relative water access by low-income consumers. Gauteng consumers bear the bulk of the LHWP
costs, both for capitd and recurrent expenditures. But millions of the province's low-income citizens are
already beset by severe problems o poverty, disease, environmental decay, geographical segregation
and women's oppression due to the inadequate levels and high costs of water and sanitation services.
South Africas inequaity in access to water is striking. According to a recent Centra Statistica Services
Household Survey, only 27% of African households have running tap water inside their resdences and
only 34% have access to flush toilets. By consuming less than 2% of dl South Africas water, the
country's black township resdents together use less than a third of the amount used in middle- and
upper-income swimming pools and gardens, not to mention white domestic (in-house) consumption or
massive water wastage by white farmers who have had enormous irrigation subsidies over the years and
who use 50% of South Africas water. Moreover, out of every 100 drops that flow through Gauteng
pipes, 24 quickly lesk into the ground through faulty bulk infrastructure. Still more waste occurs in leaky
communa, yard and house tgps. In the higher devations of Alexandra township, these problems are
witnessed in the perpetual lack of water pressure. Hundreds of thousands of low-income people in
Alexandra and other townships have no immediate house or yard access to reticulated water supplied
by our Johannesburg municipdity, and instead receive a best only commund access, with dl the public
hedlth problems that this implies. Indeed, the lack of available water on a universa basi's means that
public hedth conditions are worse; geographica segregation of low-income Gauteng resdents (from
wedthier resdents) is more extreme; women are paticularly inconvenienced, and their income-
generation and care giving capacities are reduced; and the environment is threatened (in part because of
the shortage of water-borne sanitation) . For reasons established below, we believe that the LHWP
expansion will exacerbate rather than amdiorate our access, equity and quadity problems. This could not
come a a worse time, as Gauteng municipdities - including Johannesburg -- are suffering extremely
serious financid difficulties that are forcing them to dramaticaly increase the pace of water cut-offs to
low-income consumers, aswell asthe retail price of water.

1.12 Alternatives not explored sufficiently. Are there dternatives to Phase 1B? Bank staff do not know,
for as far as we can determine, the desre by communities to address our townships own water-
infrastructure shortcomings especidly leaky connector pipes, but aso lesky water taps that together
cost Sowetans approximately 40% of our water -- has never been fully explored or supported by Bank
daff. The posshility for changing water usage patterns through progressive block tariffs has not been
factored in (in part because Bank gtaff explicitly oppose differentid pricing of water). The impact of
water conservation education has not been consdered. The possbilities for regulations prohibiting
excessive watering of suburban gardens has not been addressed by Bank staff. The potentia for saving
water through clearing invasve dien trees has not been cdculated. The physica replacement or
ingdlation’ of low-flow showerheads, dua-flush toilets, and smilar mechanica interventions have not
been addressed. These are crucia dternatives which could ameliorate the need for the remaining phases
of the Lesotho project. These dternative options have not been taken serioudy, as far as we can tell
from analyzing Bank-supplied information.

2. The Ingpection Panel Claim



2.1 Clamants as affected parties. As resdents of Alexandra township, we are part of the low-income
consumer population who must pay a disproportionate bill for the LHWP. As "affected parties” the
clamants and others amilarly stuated have suffered and will suffer harm because of violations of Bank
policies associated with LHWP Phases 1A and 1B, as outlined below. We 'live within the country or an
area immediately affected by the Bank-financed project. Findly, through the contacts of our technical
advisors, Non-Governmental Organisations here and aboroad, community organisations in Alexandra
with which we are dlied, and more genera public pressure and publicity, our concerns have been
repeatedly raised with Bank management. We are not satisfied with the response, particularly in relation
to the possihilities of combining demand-side management with universa accessto water.

22 Summary of Clam. To briefly summarise our concerns, the LHWP represents an expensve,
ecologicaly unsound water supply project whose expansion is not needed for many years (by some
estimates, two decades) and that has resulted and will result in a variety of problems that represent
materia harm to the dlamants and our dlies:

2.2.1 risng water prices (thus adversdy affecting the ability of low-income people to gain
access to water, and in the process lowering public hedth status and environmenta conditions,
with particular costs borne by women, children and the elderly);

2.2.2 less incentive to indigate demand-sde management measures (hence leaving townships
with falling infrastructure and limiting the ability of service providersto cross-subsidise);

2.2.3 increased fiscal dtress on municipdities (which in turn will cost workers their jobs and/or
income, and will lead to greater pressure to reduce subsidies to low income people and to cut
off water in the event of nonpayment); and

2.2.4 fewer resources for the capital and recurrent, subsidies required to improve and construct
water supply infrastructure appropriate for low-income communities.

2.3 Phase 1B dHay is feagble. Over the past sx months, information has been presented
publicly and privately by South African authorities as well as Bank staff, that lead usto conclude
that a sgnificant dday in further LHWP condruction is not only possble but would save
hundreds of millions of Rand per year (even consdering the continuation of payments to
Lesotho for water that would have been ddivered with Phase 1B, and the economic loss to
Lesotho if 1B was delayed). As dtated by an officid of Rand Water and reported in
Johannesburg newspapers on 13 March 1998, "we could drop supply by 40%" and in the
process dday the LHWP "by years"" hence "consarvatively” saving R800 million per annum.
That money could be spent on demand-side management dternatives that would conserve
water and assure equity.

2.4 Demand-dde dternatives not yet investigated. We understand that Bank staff till have not
required a full sudy of demand-side management aternatives before recommending a new
LHWP loan, despite its own policies on Alternatives, Economic Evauation of Invesment
Options and Water Resources Management, among others. Communications from Bank staff
concede that demand-side management should have been studied in much greeter been detall at



the outset, but the concluding argument is tha the project is "too far dong” to make a dday
economicdly viable. Despite requests and extensive publicity about the issue in the South
African press, information or studies that would clarify the economic consequences of enhanced
demand-side management have not been made available to us.

2.5 Shortcomings in Bank study on economics of a delay. The Bank's March 1998 study on the
economics of a deay in the LHWP downplays the possibility of substantid demand-side management
intervertions. The new report assumes a 3.3% annual water demand increase in Gauteng, and therefore
clearly does not take demand-sde management arguments serioudy. Specificdly, the new study makes
the following comments about demand-sde management, which indicate alack of serious consideration
of the issues under debate: "It is not clear what the scope is for further demand management ... Demand
management cgpabilities and their impact in South Africa are theoretical and have not yet been tried and
tested... The last thorough andysis of water demand in the Vaa system was done in the mid 1980s."

2.6 Implications of proceeding too rapidly with Phase 1B. Thus we are concerned that the decision to
proceed based largdy on sunk costs ignores the significant economic benefit of demand-side
management (thereby faling to serioudy condder a viable and important dternative, in violation of
severd Bank policies). Bank daff seem intent on moving this forward despite clear and obvious
problems and policy violations, and we question the incentive structure that gppears to encourage Bank
gaff to throw good money after bad. Bank staff appear to be motivated to move money for the sake of
moving money, rather than carefully consdering the implications of moving forward with the project or
the cost savings, socid and environmental benefits inherent in a dday. We question the wisdom of

throwing more money at a project when important questions about the need for the project exist. We
aso note that, as discussed more fully below, continuing with this project will have an enormous effect
on South Africas future water management planning.

2.7 Implications of delaying Phase 1B Than decison. A reconsderation of this project in accordance
with the Bank's policies on environmental assessment, consultation, and consideration of investment
dternatives would alow the parties concerned to save money and would give further incentive to South
African date agencies -- a naiond, caichment-area and municipa levels -- to focus on steps that are
consstent with the objectives of poverty aleviation and access to water for the poor. The authorities
could take deps to fix the region's badly lesking ddivery sysem, ingdadl water-conserving
gppurtenances, and implement measures such as tariff reform to reduce use by the biggest and most
wadteful users. Otherwise, we believe this very costly project will force Rand Water --responsible for
18% of debt-service costs of the project -- to sdl grester amounts of higher cost water. The
requirement that Rand Water pays for the unneeded water will generate a strong disincentive for
consarvation. We believe that the Bank has failed to adequately consder the impacts that the project
will have on South African consumers and the environment.

2.8 Delay of gpproximately ten months required. A delay in a funding decison is necessary until a
demand-sde management report is prepared, which is anticipated in early 1999. We understand there
have been no public studies that document the economic impact on Rand Water of bringing this water
on-line before it is needed. Given the inaccuracy of earlier Bank demand estimates (which were
overoptimistic by a factor of 40%), the project's economic analysis could be profoundly affected by
new information on demand. Moving ahead before the information is complete violates policies on



Economic Evduation. To wait ten months for more scientific demand-sde management studies would
not, Bank staff concede in the study on the economics of delay, result in the withdrawa of favourable
bids by construction companies.

2.9 Implications for retal water pricing and investment. Findly, the clamants are dso concerned that the
high cost of LHWP water will worsen the impact that follows directly from other Bank advice to the
South African government regarding fiscal management, water pricing and infrastructure investment. The
Bank's policy advice and the Bank's promotion of LHWP are integraly linked, as was demonstrated
during an October 1995 presentation by Bank staff o a Department of Water Affairs and Forestry
(DWAF) conference. At that conference, detailed water pricing principles contrary to those advocated
by civic associations and even the main purchaser of LHWP water, Rand Water, were promoted during
a Bank dide presentation on the LHWP, notwithstanding explicit suggestions to the contrary by civic
movement representatives and Rand Water in consultations prior to the conference. Indeed the Bank's
South African policy advice -- in the water sector for both urban consumers and low-income rurd
farmers (during the October 1995 conference and in subsequent communications with DWAF) and
regarding infrastructure investment (the Urban Infrastructure Investment Framework of March 1995) --
has consstently contradicted the traditiona civic movement demand, and congtitutiona guarantee, that
water is congdered a human right, and that a universa entitlement be provided. The Bank staff's advice
is dso oppodite to that found in the 1994 World Development Report: Infrastructure for Devel opment,
and is fundamentaly incompatible with the Bank's mission of poverty reduction, as discussed below.

2.10 Implications for municipa fiscal stress. Municipdities have borne the costs of risng weater prices
and limited retal affordability in recent months, and are passng them on to workers, who are
increasingly suffering wage and retrenchment pressure, and to communities, in the form of increased
levels of water cut-offs This reflects both overal municipa fiscd dress (as centrd to local grants
declined by 85% in red terms from 1991/92 to 1997/98) as well as higher priced bulk water cods.
Debts by Gauteng municipdities for bulk sewerage and bulk water supplies that are more than 60 days
overdue amounted to R69 million at the end of 1997, and another R20 million in water-related debts
were between 30 and 60 days overdue. The 24 Gauteng municipdities raised total income of R968
million from water hills to al classes of consumersin 1997 and spent R1 019 million on water services
(a deficit of R51 million). In contrast, of the 236 municipdities that report across South Africa, water
bills raised R 2414 million in 1997, and expenditures were jus R 2388 million (a surplus of R
26million). This is surprisng given that Gauteng is South Africals wedthiest province. The fiscal stress
caused by deficits on the water account are part of the reason that the following Gauteng municipdities
were declared, in December 1997, to be in default of government "viability" criteria (sufficient cash and
investments to meet one month's personnd hill): Johannesburg, Pretoria, Alberton, Brakpan,
Randfontein, Bronkhorstpruit, Walkerville and Vereeniging Koponong.

2.11 Implications for low-income resdents. The direct consequence of risng indebtedness has been
intengfied municipa "credit control” againgt those households who can not afford to pay for increasingly
costly water. Rand Water price increases announced in February 1998 - which were more than 50%
above the inflation rate, because 75% of theincreaseisfrom the LHWP -- will affect the damantsa a
time that unemployment is increasing, overdl municipa hills are being increased and some Wedthy
ratepayers are offering iff resstance to paying their fair share. The implications of riSng water prices
and the lack of a"lifdine tariff" -- abasic water service available to even to the very poor -- include not



only switching of funds in household budgets away from other necessities, but dso a dramatic increase
in resdentid water cut-offs in Gauteng since early 1997. According to the Department of Congtitutiond
Development's "Project Viability," 24 out of the 30 Gauteng locd authorities (representing a population
of more than 12 million people) that replied to an officid questionnaire, engaged in water cut-offs. These
cut-offs affected 512 households in the first quarter of 1997, 932 households in the second quarter, 1
210 households in the third quarter and 5472 households in the fourth quarter. The ability of many of
these households to afford their bills was limited, as witnessed by the fact that only 252, 449, 613 and 1
064 Gauteng households were reconnected in those four quarters of 1997, respectively. There are
many other potentid indicators of the cods of increesng water tariffs associated with the LHWP,
including public hedlth costs and ecologica problems (as excessive water-borne sanitation costs lead to
informa sanitation arrangements), most of which generate a bias against |ow-income women, which
should also be researched and factored into the water pricing and access policies. However, these are
at present not being adequately consdered, due to the intensive pressure municipdities face to baance
their books in the very short term.

3. Contact with the World Bank

3.1 Contact with the World Bank. Prior to filing the Ingpection Pandl submission of 3 March,
civic asociation leaders took the following steps to resolve differences with the World Bank:

311 initid discussons were hed between Bank daff, South African Nationd Civic
Organization (SANCO) daff and Rand Water officids in September 1995, in which the civic
pogition (endorsed by Rand Water) in favor of lifeline water supplies and cross-subsidies was
recorded but formally opposed by Bank staff (indeed the civic postion was specificdly rejected
by Bank gsaff during a October 1995 DWAF conference, in spite of lifdine supplies being
recommended in the previous year's World Development Report as well as the ANC's
Recongruction and Development Program, which was its campaign platform in 1994 and hence
its mandate to govern);

3.1.2 there was a subsequent identification and ‘discusson of the problem of inadequate
demand-sde management analysis a an NGO consultation meeting (attended by a researcher
who serves Gauteng civic organizations) at the World Bank in Washington, DC on 23 October
1997, where once again Bank staff regected without serious consideration the postion put
forward on behdf of lifeline water supplies and cross-subsidies;

3.1.3 there were sibsequently several emall requests to World Bank gaff for information
concerning the reationship of the LHWP to Bank policy advice on water pricing and tariffs, in
October-November 1997;

3.1.4 severa e-mall invitation letters and ord invitations were sent to World Bank staff

(based in both Washington and Pretoria) in November 1997, to join 80 Alexandra and Soweto
township leaders at--and present information to, and learn from a large workshop (on 16
November in Johannesburg), specifically about the LHWP and its implications for Gauteng
communities (Bank gtaff did not attend, notwithstanding indications they would);



3.1.5 an emall letter was sent to World Bank staff on 26 November 1997, clarifying the
position of the civic associations and requesting information on how to bring a Clam to the

I nspection Pandl;

3.1.6 an e-mal invitation was sent to World Bank daff to tour Alexandra township in
December 1997 (the invitation was initidly accepted but then rejected);

3.1.7 a public statement was made by many Non-Governmental Organizations concerning the
need for a delay in Phase 1B on the occasion of the 20 January initid transfer of water;

3.1.8 there was a meeting between Alexandra and Soweto civic leaders and World Bank staff
on 21 January 1998; and

3.1.9 afollow-up letter was sent to World Bank staff on 27 February 1998, specifying the civic
movement's objections to the LHWP.

3.2 World Bank reactions. World Bank staff had private discussons with leaders of the Alexandra and
Soweto communities, but it is disgppointing that there was not direct Bank contact with larger groups of
low-income Gauteng residents affected by the LHWP. Opportunities to vist the affected townships and
meet their resdents in order to experience firghand the water problems were declined by Bank Steff.
The Bank aso made public its responses to civic concerns through two newspaper articles that
gopeared in Busness Day: "Ddaying water project ‘would increase risk of severe shortages,” 5
February; "SA advised to proceed with Lesotho project,” 25 March. Business Day is not, however,
widdy available within Alexandra township.

3.3 Inadequate response to concerns. The Bank's response to legitimate community concerns has, to
date, been inadequate. The need for attention to the demand related issues raised is largely unmet, even
though the Bank has enormous resources available to conduct demand-side management studies and
make Staff available for consultations with affected communities. The acknowledged lack of scientific
demand-side management research conducted by the Bank is disturbing, particularly when considering
the enormous cost implications for our region's consumers. Bank staff owe it to those paying the
LHWPs bills to ensure that their research is water-tight, and that they have communicated this research
to Gauteng consumers in a proactive manner.

4. Contact with the South African Gover nment

4.1 Contact with the South African government. In addition to making concerns known to the Bank,
additional steps were taken by civic leaders to address the problems within South Africa (prior to the
withdrawd of the Ingpection Pand submission on 20 April)

41.1 an initid statement of concern was made to South African authorities, in the form of a
protest march from Soweto to the Johannesburg Southern Metropolitan Loca Council over



dramatic increases in water bills (which were entirely attributed by Johannesburg councillors to
the LHWP) on 22 July 1996;

4.1.2 amesting /workshop with Rand Water was held on 16 November 1997;

4.1.3 a letter setting out these concerns was sent to Minister Asma in January 1998, and a
meeting was held on 6 March 1998.

4.2 Government support for Phase 1B. The South African Government has not responded with detailed
gudies as to whether Phase 1B can be delayed through a demand-sde management drategy. It is
possible that Minister Asma may, over time, be successful in implementing more sensble water policies
with a demand sde management orientation. However in the short term, high levels of pressure from
vested interests, including World Bank daff, appear to have generated an officid South African
Government decision in favour of proceeding with Phase 1B, notwithstanding documented opposition
from technica experts employed by Rand Water. There has dso been explicit intimidation by the South
African government againg the use of the World Bank Ingpection Pane mechanism to help resolve the
concerns. For these reasons, it is imperative that the Ingpection Pandl mechanism be brought to bear as
aneutrd referee.

5. Applicable World Bank Policiesand Operational Directives

5.1 Relevant palicies. The World Bank abides by numerous policies and procedures that may have
been violated by the LHWP. These policies are applicable (though not universally) to Phase 1A aswell
as (universdly) to the next phase of the project, Phase 1B, now under consideration by the Bank. The
following are rlevant policies which we bdlieve were violated by Phase 1A (though some did not gpply
at the time 1A was congtructed) and that will. be violated by Phase 1B.

52 OD 4.00, Environmental Policy for Dam and Reservoir Projects (Consultation) Para 19.
Consultation with Non-governmenta Organizations (NGOs) and Affected Groups, states: ""Community
organizations, research centers, environmenta advocates, and other NGOs can often provide vauable
perspectives on improving both project design and implementation. To tap these perspectives, the Bank
encourages conaultations by project authorities (including consultants preparing the project) with
appropriate NGOs, particularly loca NGOs ... In addition, the Bank encourages consultation between
project executing agencies and the population affected by the project, as part of the project design
process."

5.2.1 As consumers and citizens who will have to pay for the LHWP, we have not had a truly
adequate consultation with the Bank at any stage of this project, but the failure to consult more
widdy, notwithstanding opportunities presented to World Bank staff, is especidly evident and
problemdtic in light of the questions raised about demand- side management and project costs.

5.2.2 We bdlieve it essentia tha civil society be brought into a public debate about the
expansion of the LHWP, in part through a project delay. Because low-income water consumers
have not been adequately consulted, we will suffer adverse consequences, including less access



to Government officids and lower consciousness of our conditions than would have otherwise
been the case had Bank staff taken serioudy their mandate in the area of consultation.

5.3 OD 4.00, Environmental Policy for Dam and Reservoir Projects (Design Alternatives). Para. 5,
Desgn Alternatives, daes "Dedgn of invesment programs for supplying water or energy should
consider demand management as wel as supply options (eg., conservation of water and energy,
efficiency improvements, system integration, cogeneration, and fud subgtitution)

5.3.1 The Bank has not fully investigated demand- side management options during the planning of ether
phase of the LHWP. As noted above, Bank staff have inadequately responded to findings relating to
demand-sde management, by failing to conduct rigorous evauations prior to seeking further funding for
1B. It is possble that effective demand-side management could delay for many years the need for this
massve project, and Bank gaff's failure to congder this possibility serioudy is afundamentd violation of
Bank policy with consderable economic, socia and environmenta impacts. Moreover, the Bank'sinitia
1A demand calculations were terribly inaccurate -- 40% higher than actudly occurred -- and it is
worrying that scientific andys's associated with 1B-related water demand will not be available for some
time.

5.3.2 Demand-sde managemert in the townships has not been taken serioudy by officids, for it isonly
now that attempts to address faulty, apartheid-era infrastructure are being made, and even now only ina
tentative way without sufficient financid commitment. It is true that there are (very minor) financid
commitments now being made in these areas, but in the context of municipa fisca dress discussed
above these are not likely to make a substantid difference. We are aware that the Bank has made its
own contributions to South African debates over demand-sde management, but in these contributions,
Bank gaff have overstressed financid (not economic) efficiency measures (through a proposed pricing
system) and downplayed -- often even arguing explicitly againg - entitlement access through the kind of
lifdine tariff and progressive block tariff measures supported widely in South African townships, and
endorsed in the World Development Report 1994 and the Reconstruction and Development Program.
The latter document clearly specified the need for tariff restructuring, cross-subsidies and lifdine services
to the poor:

To ensure that every person has an adequate water supply, the
national tariff structure nust include the follow ng:

alifeline tariff to ensure that all South Africans are able to
afford water services sufficient for health and hygiene
requi renents;

in urban areas, a progressive block tariff to ensure that the
| ong-term costs of supplying large volume users ae me and that
thereis a cross-subsidy to promote affordability for the poor, and

in rurd aress, a tariff that covers operating and maintenance costs of services, and
recovery of capital costs from users on the basis of a cross-subsdy from
urban areasin cases of limited rurd affordability (section 2. 6. 10).



5.3.3 Similar points were a'so made repestedly in the World Development Report 1994, though they
were rgjected by Bank staff operating in South Africa (both in the water pricing advice and in the Urban
Infrastructure Investment Framework):

There are, however, ways in which infrastructure subsidies can be structured to improve
their effectiveness in reaching the poor. For example, for water, increasing-block tariffs
can be used -charging a particularly low "lifdine’ rate for the first part of consumption
(for example, 25 to 50 liters per person per day) and higher rates for additiona "blocks’

of water. This block tariff links price to volume, and it is more efficient at reaching the
poor than a genera subsidy because it limits subsidized consumption. Increasing-block
tariffs also encourage water consarvation and efficient use by increesng charges at

higher use. These tariffs are most effective when accessis universal. When the poor lack
access, asis frequently the case, they do not receive the lifdline rate and typicdly end up
paying much higher prices for infrastructure services or their substitutes (pp.80-81).

5.34 The Bank g&ff's acts of omission are having and will continue to have serious materid, adverse
consequences for low-income residents -- such as water cut-offs, water wastage and unhygienic
conditions associated with lesky township water systems -- and will in the process exacerbate the
dramatic inequdiities between races and income groups inherited from the apartheid era

5.3.5 As mentioned above, many design dternatives to the LHWP are now being serioudy explored
within DWAF. Yet various demand-side techniques have apparently not been factored into demand
schedules or demand curves for the Vad basin. They include repairing our townships leaky connector
pipes and leeky water taps, modernizing and fixing meters, changing water usage patterns through
progressive block tariffs, promoting water-sengtive gardening and food production, intensfying water
conservation education, regulaing or prohibiting excessive watering of suburban gardens, implementing
other water use regulaion, clearing invasive dien trees, promoting school water audits, billing consumer
with more informative materid, and indaling low-flow showerheads, dua-flush toilets and smilar
mechanica interventions. The Bank has the resources to -- and-should as a matter of policy -evauate
such. options, but in the case of both phases of LHWP, did not. In violation of Bank policies, dternative
options have not been consdered serioudy.

54 OP 10.04, Economic Evaduation of Invesment Options. Para. 3, Alternatives, dtates
"Condderation of dternativesisone of the most important features of proper project andyss throughout
the project cycle. To ensure that the project maximizes expected net present vaue, subject to financid,
indtitutiona, and other condraints, the Bank and the borrower explore dternative, mutualy exclusive,
desgns. The project design is compared with other designs involving differences in such important
aspects as choice of beneficiaries, types of outputs and services, production technology, location,
darting date, and sequencing of components. The project is dso compared with the dternative of not
doing it a al." Moreover, Rra 5. Sustainability, ates. "To obtain a reasonable assurance that the
project's benefits will materidize as expected and will be sustained throughout the life of the project, the
Bank the robustness of the project with respect to economic, finandd, inditutiona, and
environmenta risks. Bank staff check, among other things, () implementation to ensure that the project
functions as designed, and 9b) whether criticd private and inditutiond stakeholders have or will have
the incentives to implement the project successtully.”



5.4.1 There has been little or no analyss of how building either 1A from 1986-97, or building
the proposed 1B now, before the water is needed, has affected and will affect Rand Water and
its end-users, especidly low income users with inadequate access to water or who suffer the
effects of faling infrastructure. Andyss conducted to date does not sufficiently evauate
dternatives to 1B, by fully conddering the costs and benefits -- including socid and
environmental benefits of not building the project. In short, Bank analyss regarding 1A was
innocent of any of the economic and sustainability concerns we raise now, and analyss of 1B's
optimum gtarting date has not serioudy incorporated demand- s de management possibilities, and
hence isweighted toward funding and completing the project a the earliest opportunity. A more
thorough anadlyss of 1B may reved that a mgor delay is not only cod-effective but dso
desrable.

5.4.2 One important economic judtification for building the project now is the posshility of a
magor drought. The detailed economic analyss of drought, and possible scenarios for dedling
with it other than building this dam, have not been shared with affected communities. Whether
demand-sde management that could reduce the supply need by 40% would mitigate the
drought costs has not been considered by the Bank. Moreover, the expansion of water storage
(through Phase 1B's condruction) beyond that presently required will have the effect of
hindering conservation efforts, compared to the option of dam delay, thus exacerbating
problemsin the event of a drought.

5.4.3 The sugtainability of Phase 1B has not been securdly established, since a thorough study
on its impacts. on the downstream environment is not yet complete and will not be for a few
years. The Orange River is dready suffering from over-dlocation problems downstream, and
this project will add to that problem. Again, the Bank is proceeding with a project without
consdering the important socid and environmenta impacts of its actions, in violaion of its
policies.

5.4.4 This project is dso not sustainable economicaly, due to the burden it will place on Rand
Water and its end-users. Toillustrate, according to 1995 Bank reports, a cubic meter of water
from the Vad Dam codts ..(in SA currency) 8 cents (US$0,016), from Bloemhom 10 cents,
from Tugda Vad 21 cents, and from the combination of Lesotho's Katse (complete) and
Mohale (proposed), a staggering RI,50 (US$0,30). Bank staff have told Minister Asmd that it
would be "economically appropriate” to raise the price of Vaa water from 30 centsto RI,50 per
cubic meter. To put thisin perspective, the three other projects provide Gauteng with 2,3 billion
cubic meters a year, while the two Lesotho dams together would add just another billion. There
has been no published information on whether the economy of Gauteng can absorb such price
increases.

55 OP 4.07, Water Resources Management. Para. 1 states: "Bank involvement in water resources
management entails support for providing portable water, sanitation facilities, flood control, and water
for productive activities in amanner that is economicdly viable, environmentdly sustainable, and socidly
equitable.” Moreover, Para. 2 dates. "The Bank assgts borrowers in the following priority aress. ()
Developing a comprehensve framework for designing water resource invesments, policies and



ingitutions. Within this framework, when the borrower develops and alocates water resources, it
considers cross-sectoral impacts in a regiond setting (i.e. a river basn). (b) Adopting pricing and
incentive policies that achieve cost recovery, water conservation, and better dlocation of water
resources. (€) Decentrdizing water service ddivery, involving usars in planning and managing weter
projects, and encouraging stakeholders to contribute to policy formulation. The Bank recognizes that a
vaiety of organizations "private firms, financidly autonomous entities, and community organizations may
contribute to decentraizing water delivery functions. Thus it supports projects that introduce different
forms of decentralized management, focusing on the divison of responshbilities among the public and
private entities involved. (d) Restoring and preserving aguatic ecosystems and guarding againgt
overexploitation of groundwater resources, giving priority to the provison of adequate water and
sanitation services for the poor.”

5.5.1 Because the LHWP will result in water cost increases (9% this year, following a 30%
increase last year) of above the inflation rate (last year below 8% and presently below 6%) for
poor users (according to Standard and Poors andyss of Rand Water, and-in a press
conference on 27 February, according to Rand Water itsdlf), and because it will add supply that
is not needed a this time, the LHWP does not meet the standard of socia equity described in
this directive, and fundamentaly contradicts the terms of OP 4.07. It will likely reduce the
incentive to force the biggest users to practice water-conservation and will not encourage better
alocation of resources -- in fact, more likely Phase 1B will have the opposite effect.

5.6 OD 4.15 Poverty Reduction. Para. 28 states. "The Bank's role in supporting poverty reduction
through individud investment operations goes beyond financing. The Bank supports sustainable; high
return projects and project components that benefit the poor and that would not be done, or would be
done differently, without the Bank. Since an improved policy framework can increase the returns to
individua projects, Bank project support should aso encourage the authorities to eiminate policy and
indtitutional biases againgt the poor.” Moreover, Para. 39. states. "Popular Participation and NGOs
Effective implementation and operation of most poverty-reduction projects require the active
involvement of the beneficiaries. Active beneficiary participation aso should be built into earlier stages of
the project cycle. Participation is most critical to the success of projects designed to help specific
groups of people. It isimportant, for example, in family planning, community hedth, food security, urban
upgrading, nutrition, and community water supply projects.”

5.6.1 In contradiction of the terms of OD 5.16, this project will creste undue burdens on low-
income people, not only on project-affected people in Lesotho, but in Gauteng Province, where
as noted, water rates have aready risen dramatically due to the LHWP and are expected to rise
further as the LHWP hills begin to rise. Bank staff have in fact helped to undermine attempts to
serve the needs of low-income people and rather than diminating, are encouraging "policy and
indtitutional biases againg the poor.” To underteke such a codtly infragtructure project well
before it is needed shows, we believe, a bias against low-income people (in favour of those
associated with-the very profitable congtruction of the LHWP), who would be better served by
changes in water dlocation, repair of leaky infrastructure, a daily lifeline amount of water (50-60
liters per capita per day is the Recongruction and Development Program medium-term
objective) and other approaches.



5.6.2 As noted above, affected people have not been fully consulted, not a early stages nor more
recently, about the impact of the water pricing implications of the LHWP on poverty. Within the past Sx
months, hundreds of thousands of low-income South Africans have had their persond water supplies
cut off as municipa authorities have had to come to grips with persstently lower Intergovernmenta
Grants (in 1997-98, 85% below the red 1991-92 leves, according to the Financid and Fisca
Commission). These diminished trandfers, which explicitly harm low-income consumers, are apparently
required because of the ambitious deficit reduction targets in the Growth, Employment and
Redidribution strategy adopted in June 1996, following extensve World Bank staff inputs and Bank
moddling, but without an adequate safety net for those in default on municipa water accounts.

6. Conclusion

6.1 Summary information. We state the above concerns as summary information. There is a great ded
of backup documentation available to judtify dl of our concerns, including detailled e mail discussons
with World Bank staff that record the Bank's fallure to adequately carry out conservation and equity
measures, and Bank acknowledgement that a long delay in the next phase of the project is not
unreasonable. The daimants will provide the pand with this information, much of which needs © be
kept confidentid to protect clamants identity, in a supplementa package.

6.2 Wide support for demand-side management approach. There is, in fact, little controversy over the
need for South Africa to focus more on demand-sde management. The case for adeay in the LHWP's
expangon is strongly supported in South Africa, and indeed the environmenta reporter for Business
Day newspaper recently (on 19 March) concluded that "cals for delay [in Phase 1B] ... may bejudtified
in order to dlow SA to clean up its own backyard concerning water wastage." As the Bank's LHWP
task manager himsdf expressed the shortcomings of previous Bank studies (in an October 1997
memo), "All of this shows that if demand management had been on the table in 1986 at the time of the
treaty negotiation, and if the commitment to 1B had not been made on the terms that it was -- then the
whole story would be different. Lesson: push the demand management stuff.”

6.3 Conclusion. It istherefore logica both for the Bank Inspection Pand to Initiate an investigation, and
for the Executive Directors of the Bank to delay any funding approva until a clearer picture emerges of
whether the Lesotho Highlands Water Project should go ahead as is currently envisaged, or whether
vidble dternetives should not, perhaps, first be given a chance. Please contact us a your earliest
convenience to record receipt of this request, and to inform us of any follow-up steps that we can take
to facilitate your investigation.



