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Water supply for poor communities: processes to achieve
affordability (short and long term)

Manila has to face important water problems
because of the huge increase of its population in
thelastyears, especially a continuously increasing
poor population. The government, Metro Manila
and private enterprises have set up a particularly
interesting process in order to create a sustaina-
ble and affordable water supply service for all.

Mrs. Aloha Samoza, Director for Environment and
Power, Coordinating Council for Private Sector Par-
ticipation, representing the Government

Role of the local authorities in the implemen-
tation of the public-private partnerships and in
the financing decisions: investment and manage-
ment. Expectations and visions for the future.

Col. Angel Efren J. Agustin, Acting Chief Regulator,
Metropolitan Waterworks and Sewerage System-Reg-
ulatory Office, representing the Local Authorities
Presentation of the actual situation after priva-
tization; developed tools to have a feed back
from the customers on the services provided by
the concessionaires (Public Performance Audit).
Expectations and visions concerning the future.

Mrs. Lisette Provencher, Maynilad Water Services
Inc., representing the Enterprise

Manylad is the concessionaire for water and san-
itation in the West Zone of Manila. Analysis of
the local needs, how MWSI takes into account
the environmental and sociological dimensions;
analysis of the affordability dimension; relations
with the local authorities; attitude concerning
the consulting of the local population and the
NGOs; MWSI’s economical analysis; analysis of
the implemented public private partnership; per-
spectives.

Chair: Dr. Margarita Garrido, Director General
of the Colombian Institute for Development of
Science and Technology Colciencias, PECC Science
and Technology Task Force Coordinator, Colombia
Discussant: Dr. Benjamin V. Carino, General
Manager, Public Estates Authority, Metro Manila,
Philippines.

Mr. Michael Castaneda, Water and Sanitation
project in Paradise Village, Medecins sans Fron-
tieres, representing the Civil Society

MSF has different programs in Manila, one of
them dedicated to water and sanitation. Role
and involvement of the associations, inhabitants
groups, NGOs in the process : elaboration, imple-
mentation and management; their role in the evo-
lution of practices and standards. Evaluation and
perspectives.

Dr. Arlene B. Inocencio, Ph.D. Economist, Africa
Regional Office, International Water Management
Institute

A study of the two cases of water services for the
poor in Metro Manila. Lessons learned.

Discussion
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Role of the local government units
in the implementation of P.P.P. in water

dand
and

management

in financing decisions, investment

Expectations and visions for the future

Aloha Samoza

Director for Environment and Power, Coordinating Council
for Private Sector participation, Manila, Philippines

Introduction

Traditionally, water supply development and dis-
tributionis anational government-controlled func-
tion. The Local Government Code of 1991 devolves
the provision of basic infrastructure services to
the Local Government Units (LGUs), including
water supply and sanitation. Except where spe-
cial agencies have been established by law to
take overthisrole, the Local Government Units are
primarily responsible for the provision of water
supply, sewerage and sanitation services within
their jurisdictions.

Capacity building at the local level through
technical assistance from national government
agencies was initiated as the transition of respon-
sibility for project development (activities ranging
from project identification, packaging, evalua-
tion, financing, contracting, implementation and
monitoring) gradually shifted to the Local Govern-
ment Units. Project financing through grants and
loans sourced from official development assist-
ance which was being provided by the national
government has become limited. Funds from the
Local Government Units’ internal revenue gener-
ation are not sufficient to provide all the basic
services to its constituents.

With most local water utilities facing difficulties
meeting the increasing water demand of a growing
population, rapid urbanization and development,
and with the government’s current financial con-
straints, private sector participation has become
an imperative option for water supply develop-
ment. Private sector participation (PSP) or pub-
lic-private partnership (PPP) is a relatively recent
trend in the Philippine water sector. PSPs/PPPs
in infrastructure development started to gain
attention in the mid-1990s when the government
acknowledged the private sector’s ability to
deliver and provide infrastructure services faster
and more efficiently, as manifested when the
power crisis was solved with the entry of inde-
pendent power producers in power generation.

As Local Government Units and the private sector
are expected to take a more active role in water
supply development through public-private part-
nerships, reforms in the water resources sector
particularly in the policy, institutional, and regula-
tory framework have to be adopted to hasten and
improve the delivery of water and sanitation serv-
ices, especially to low-income households which
are buying water with doubtful quality from ven-
dors at prices more than double that for piped
water.
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Background

The development of adequate and reliable water
and sanitation facilities/services in the Philip-
pines has long been hindered by fragmented and
uncoordinated planning and policy formulation
within the Philippine water resources sector, inad-
equate institutional capacity, lack of comprehen-
sive data, and financial constraints. Although
most of the people have access to water, much
is to be desired in terms of service coverage, ade-
quacy and reliability of water supply. The existing
sewerage and sanitation facilities are unsatisfac-
tory and inadequate to meet health and environ-
mental standards.

Several reforms have been initiated to improve
the absorptive capacity, sustainability of imple-
mentation and operation of water supply pro-
grams and projects, and to improve the existing
institutional and legal arrangements in the water
sector. While the need for an integrated, sys-
tematic and holistic approach to water resources
planning and management has been recognized,
the decentralized implementation of programs
and projects within the national policy framework
of devolution and community-based approaches
has been stressed as one of the strategies to
improve the delivery of water supply and sani-
tation services, especially to the poor and low-
income households.

Existing Water Supply Systems

Water supply systems in the Philippines are clas-
sified into three (3) types: Level | (point source
system), Level Il (communal faucet), and Level llI
(individual household connection).

The Metropolitan Waterworks and Sewerage
System (MWSS), the largest Level [ll water system,
serves Metro Manila and some municipalities in
adjacent provinces. It was privatized in 1997 and
is now being operated by two (2) concessionaires,

Maynilad Water Services, Inc. (West Zone) and
Manila Water Company, Inc. (East Zone).
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Water districts (WDs) provide water supply serv-
ices through Level Il and Ill water systems in most
urban areas of cities and municipalities outside
of the MWSS service area. LargerWater Districts
serve Davao City (110,000 connections) and Metro
Cebu (71,000 connections) while medium and
small water districts have approximately 3,000
connections on the average. The Local Water Util-
ities Administration (LWUA), established prima-
rily as a specialized lending institution for the
promotion, development and financing of local
water utilities, provides institutional, technical
and financial assistance to all water districts.
Local Water Utilities Administration also oversees
the performance of all Water Districts. Only about
400 of the 600 formed water districts are cur-
rently operational.

Existing water supply system 2
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Some Local Government Units own and operate
Level Il water systems. Level | and Il water sys-
tems are typically used to provide water in rural
areas and urban fringe areas and are operated by
Barangay Water Supply Associations (BWSA) and
Rural Water Supply Associations (RWSAs).

There are also a number of privately owned and
operated Level Il water supply systems in res-
idential subdivisions and industrial estates not
being served by the MWSS and the local water
utilities.

Water supply sector

The institutional arrangement for the Philippine
water supply sector is shown in Figure 1. MWSS,
the Water Districts, LGU-owned and operated
systems, Barangay Water Supply Associations/
RWSAs, and private water utilities provide the
water services. The MWSS Regulatory Office,
Local Water Utilities Administration, the National
Water Resources Board (NWRB), the Department
of Environment and Natural Resources (DENR)
and the Department of Health (DOH) regulate the
water utilities according to regulatory jurisdic-
tions and tasks.
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The Role of the LGU in the Provision of Water
Supply and Sanitation Services

Under the Local Government Code of 1991 (R.A.
7160), the provision of basic services such as
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water supply has been devolved to the local gov-
ernment units (LGU). NEDA Board Resolution No.
4 (Series of 1994) and the National Water Crisis
Act of 1995 (R.A. 8041) reiterates the significant
role of the Local Government Units, being the pri-
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mary executing/implementing agencies of water
and sanitation projects, and expressed the gov-
ernment’s policy of encouraging increased pri-
vate sector participation in the provision of these
services not only to bring in much needed financ-
ing for the sector but also to tap the private sec-
tor’s ability to deliver and provide infrastructure
services faster and more efficiently. The decen-
tralization of water supply and sanitation services
provision and increased private sector participa-
tion are expected to remain as primary policies of
government in the development of the sector.

The LGU has three (3) options in providing water
and sanitation services to its constituents: (1) cre-
ating an LGU-owned and operated water system,
(2) forming a Water District, and (3) contracting
with the private sector.

The developmentand financing of LGU-owned and
operated water systems are generally carried out
through grants and loans extended by external
support agencies and local financial institutions,
locally generated revenues, internal revenue allot-
ment, national government subsidies and from
countryside development funds of congressmen.
Project development activities and actual imple-
mentation is usually undertaken by the concerned
LGU with technical assistance from the Depart-
ment of the Interior and Local Government (DILG)
and the Department of Public Works and High-
ways (DPWH).

Water Districts are formed at the option of the LGU
with technical and financial assistance from Local
Water Utilities Administration. Strictly speaking,
Water Districts are supposed to be operated inde-
pendent of the Local Government Unit. However,
conflict of interest often occur especially on sensi-
tive «political» issues such as tariff adjustments
since the Water District Board is appointed by the
local chief executive.

When an LGU opts to enter into a contractual
arrangement with the private sector for the devel-
opment and/or operation of its water and san-
itation facilities, it becomes responsible for all

activities from project development, approval,
and contract award as well as monitoring the com-
pliance of the private sector with its contractual
obligations. Under this set-up, the water supply
service provision becomes the responsibility of
the private sector while monitoring the perform-
ance of the private sector and contract enforce-
ment becomes the main tasks of the LGU.

Legal Framework for BOT/PSP Projects

The Philippine BOT Law (R.A. 6957, as amended
by R.A. 7718) and the Local Government Code of
1991 (R.A. 7160) provide the legal basis for Local
Government Units to enterinto PSP/BOT contracts
and/or joint venture agreements with the private
sector.

The BOT Law declares government’s policy of pro-
viding incentives to mobilize private resources,
providing a climate of minimum government inter-
vention and, as a form of support, providing guar-
antees where necessary. The BOT Law authorizes
the financing, construction, operation and main-
tenance of almost all infrastructure projects by
the private sector which may be undertaken
through any of the following variants: BOT, Build-
Transfer (BT), Build-Own-Operate (BOO), Build-
Lease-Transfer(BLT),Build-Transfer-Operate (BTO),
Contract-Add-Operate (CAO), Develop-Operate-
Transfer (DOT), Rehabilitate-Own-Transfer (ROT),
Rehabilitate-Own-Operate (RO0), and other varia-
tions as may be approved by the President of the
Philippines. The Law guarantees investor protec-
tion in two (2) ways: via repayment schemes and
through a reasonable rate of return on its invest-
ment. Government support on a project-to-project
basis may be given in the form of cost sharing,
fiscal incentives or performance undertaking. The
Law also allows unsolicited proposals under very
stringent conditions.

The Local Government Code also provides the
legal basis for Local Government Units to enterinto
contracts with the private sector for the delivery
of water supply services. Section 35 states that
«Local Government Units may enter into joint ven-



tures and such other cooperative arrangements
with people’s and nongovernmental organizations
to engage in the delivery of certain basic serv-
ices...» while Sections 17 and 302 allows Local Gov-
ernment Units to undertake BOT projects underthe
guidelines allowed by the BOT Law. The Depart-
ment of the Interior and Local Government (DILG)
has also issued Memorandum Circular 90-104,
which includes water supply as among the basic
services that can be privatized by contract.

LGU Water Privatization Milestones

The private sector did not hesitate in responding
to government’s call for investments in the sector.
In fact, the private sector was very enthusiastic
in showing their interest in the water sector even
before government could prepare BOT/PSP water
projects for bidding. As early as 1994, the private
sector submitted more than fifty (50) unsolicited
proposals to the agencies responsible for imple-
menting water projects, such as MWSS, Local
Water Utilities Administration, the large Water Dis-
tricts, and the local government. These proposals
were either treated bulk water supply projects with
off-take agreements, joint ventures and conces-
sions. It is worth noting that the pioneering PSP/
BOT projects were mostly those that underwent
competitive bidding while most of the unsolicited
proposals did not progress beyond the negotiation
stage with the implementing agencies.

The joint venture for the Bohol Provincial Water
Supply System is the first water project to be
awarded by a local government unit. Bid out in
December 1999, the project involves financing,
rehabilitation, management, operation and sale
of the Province’s waterworks system. The bid
consisted of a price for the existing assets and
the Province’s 30% equity in the joint venture
company. The estimated 5-year capital expendi-
ture is US$14 million. The project was awarded to
Salcon International, Inc. The joint venture agree-
ment was signed on 28 August 2000. The joint
venture company has since taken over the opera-
tion and management of the system and has com-
menced the specified rehabilitation works.

Phase | of the World Bank-assisted LGU Urban
Water and Sanitation Project being implemented
by the DILG involves the construction of new
water supply systems for Local Government Units
with service populations ranging from 3,000 to
17,000 customers. The new water systems will
be operated by the private sector under lease
arrangements. Department of the Interior and
Local Government and the participating Local
Government Units has so far awarded three (3)
lease contracts and five (5) design-build-lease
contracts during the period August 1999 to May
2001. Regulation of the private operators will
be undertaken by Contract Administration Units
(CAUSs) to be created under the lease contracts.
The concerned Local Government Units imple-
mented both projects with technical assistance
from national agencies and financial assistance
from external support agencies in project prepa-
ration and tendering.

LGU Constraints in the Implementation of BOT/
PSP Projects in the Water Sector

Public-private partnerships in infrastructure serv-
ices generally entail complex procedures that
require a level of expertise from Local Government
Units in order to adequately identify, prepare and
package projects for competitive bidding, con-
duct bid/proposal evaluation, and project mon-
itoring. While it is acknowledged that private
sectorentry in water service provision would bring
in the technical and financial resources require-
ments to improve service delivery, the major hin-
drance on the Local Government Units is their
capacity to put together solicited bids that would
attract private sector participation. Capability
building for the Local Government Units in areas
of preparation and management of contracts, reg-
ulation of private sector-managed systems, and
tariff setting will have to be vigorously pursued
to prepare Local Government Units in the shift of
responsibility from service provision to perform-
ance assessment of privatized water utilities.

Unlike the MWSS concessions, the Local Govern-
ment Units have smaller service areas that are not
commercially viable to be developed by private
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sector. Clustering and amalgamation of these
smaller systems would have to be seriously con-
sidered to achieve some economies of scale that
would attract the private sector.

Water services are historically characterized by
low water pricing and tariff adjustments that are
often subject to political intervention. This is
compounded by the reluctance of the national
government to provide comprehensive guaran-
tees to assure private sector operators/investors
that Local Government Units will meet their con-
tractual obligations. The level of performance
undertaking or government guarantees that are
currently being extended by the government to
the water sector is not adequate to address the
requirements of private sector lenders. Private
investors note that the government developed the
BOT Law and BOT contracts that are supposed
to be supported with performance undertaking
(PU). PUs are crucial to enable small water utili-
ties to attract private sector interest. Most Local
Government Units will find it very difficult to raise
funds even from local banks. The private sector
is experiencing difficulty in coming up with a
pure project finance structure for water contracts
because of weak LGU cash flows and low credit
worthiness. The private sector would find it hard
to finance water projects in the same tenor as
those used to finance power contracts without
adequate government guarantees. Most water
utilities are not bankable in the absence of gov-
ernment guarantees due to low comfort levels of
private investors on the ability of the water utili-
ties to abide by long-term BOT or concession con-
tracts.

The existing framework for regulation of water
utilities being operated by the private sectoris not
clear. There are regulatory jurisdictions within the
existing framework that are overlapping and need
to be clarified. Even grounds, procedures and
jurisdiction for dispute resolution and appeals,
while provided for in the contracts, are not being
adhered to. Regulators in the sector are cur-
rently perceived as champions of the poor at the
expense of the investors. Regulation is a critical

part of any private sector arrangement and regu-
latory risks affect the willingness of the private
sector to participate and the cost of its participa-
tion.

Future Drivers for the Finance Sector

The National Strategy and Action Plan for the

Water and Sanitation Sector is currently being

finalized for adoption at the 3rd National Water

Summit scheduled in November 2001. Policies

and strategies included in the agenda are mostly

intended to strengthen the capability of the Local

Government Units in view of its critical role in revi-

talizing the water and sanitation sector, as fol-

lows:

¢ Coordinated planning and policy formulation
within the sector including comprehensive reg-
ulation

e Sanitation and sewerage policy

¢ Conservation of water: the need to price raw
water

¢ Reduction of non-revenue water

¢ Enhancing waterand sanitation provision at the
local level

¢ Promoting economies of scale

e Action at the local level for effective enforce-
ment of laws, rules and regulation

¢ Encourage private sector participation in the
sector

e Sustainable water supply through improved
community participation

¢ Improved financing ofthe sectorthrough decen-
tralization and market-based mechanisms

¢ Capacity building strategy

The proposed financing strategy for the sector
is aimed at the provision of long and short-term
finance for capital investment that matches the
demand for services within the context of decen-
tralization of powers to Local Government Units
and the adoption of market-based mechanisms.
This strategy is based on the premise that the
key constraint is access to capital rather than its
availability and that water and sanitation services
are viable if provision is made on the basis of abil-
ity and willingness to pay.



The key thrust towards improved financing in the
sector is to reduce the reliance on official devel-
opment assistance and subsidies in favor of funds
from local and foreign capital markets with the
lending terms determined according to an ade-
quate assessment of project risks and credit rat-
ings of the borrowers.

It is envisioned that changes will be instituted
throughthe following: establish an effective credit
rating mechanisms for Local Government Units,
strengthen LGU financial and credit guarantee
mechanisms, undertake major tariff reform to
effect full cost recovery of water supply services,
rationalize the role of financial intermediaries in
the market including private funds, improve sys-
tems and procedures to develop viable projects
for investment, and use of public funds to lev-
erage private investments. These changes are
geared towards improving the access of local
water utilities to capital market financing and max-
imize private sector participationin LGU water sys-
tems through direct investment, privately raised
finance and joint venture operations. Finally, the
Local Government Units decide on the appropri-
ate private sector participation scheme, prefera-
bly through solicited bids. m
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Appendix 1

Some Definitions Related to Local Units
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A local government unit (or LGU) is the general
term used to refer to a province, city or munici-
pality or any other political subdivision created,
divided, merged, abolished, or its boundaries
substantially altered either by law enacted by the
Philippine Congress.

ABarangay isthe basic political unitwithin the ter-
ritorial jurisdiction of a municipality or city. Baran-
gays are created, divided, merged, abolished
through an ordinance passed by the Sanguniang
Panlalawigan (Provincial Board) or Sanguniang
Panglungsod (City Council) within its territorial
jurisdiction.

Role of the Barangay - As the basic political unit,
the Barangay serves as the primary planning and
implementing unit of government policies, plans,
programs, projects, and activities in the commu-
nity, and as a forum wherein the collective views
of people may be expressed, crystallized and con-
sidered, and where disputes may be amicably set-
tled. It is headed by a Barangay Captain with a
council.

Role of the Municipality - The municipality, con-
sisting of a group of Barangays, serves primarily
as a general purpose government for the coor-
dinationand delivery of basic, regular and direct

services and effective governance of the inhabit-
ants within its territorial jurisdiction. It is headed
by a municipal mayor and has a municipal coun-
cil.

Role of the City - The city, consisting of more
urbanized and developed Barangays, serves as a
general purpose government for the coordination
and delivery

of basic, regular, and direct services and effective
governance of the inhabitants within its territorial
jurisdiction. It is headed by a City Mayor and has
a city council.

Role of the Province - The province, composed of
a cluster of municipalities, or municipalities and
component cities, and as a political and corporate
unit of government, serves as a dynamic mecha-
nism for developmental processes and effective
governance of local government units within its
territorial

jurisdiction. It is headed by the Provincial Gover-
nor with a Provincial Board.

Just to give an idea, as of 1996, there are
® 75 provinces,

¢ 1538 municipalities,

® 60 cities and

* 41,293 Barangays in the Philippines. m



Appendix 2

The Philippines Bot Law 5R.A. 7718

Definition of terms

«SEC. 2. Definition of Terms. - The following terms
used in this Act shall have the meanings stated
below:

Private sector infrastructure or development
projects - The general description of infrastruc-
ture or development projects normally financed
and operated by the public sector but which will
now be wholly or partly implemented by the pri-
vate sector, including but not limited to, power
plants, highways, ports, airports, canals, dams,
hydropower projects, water supply, irrigation, tel-
ecommunications, railroads and railways, trans-
portsystems, landreclamation projects, industrial
estates ortownships, housing, government build-
ings, tourism projects, markets, slaughterhouses,
warehouses, solid waste management, informa-
tiontechnologynetworksanddatabaseinfrastruc-
ture, education and health facilities, sewerage,
drainage, dredging, and other infrastructure and
development projects as may be authorized by
the appropriate agency/LGU pursuant to this Act.
Such projects shall be undertaken through con-
tractual arrangements as defined hereunder and
such other variations as may be approved by the
President of the Philippines.

«For the construction stage of these infrastruc-
ture projects, the project proponent may obtain
financing from foreign and/or domestic sources
and/or engage the services of a foreign and/or
Filipino contractor: Provided, That, in case an
infrastructure or a development facility’s opera-
tion requires a public utility franchise, the facil-
ity operator must be a Filipino or if a corporation,
it must be duly registered with the Securities
and Exchange Commission and owned up to at
least sixty percent (60%) by Filipinos: Provided,
further, That in the case of foreign contractors,

Filipino labor shall be employed or hired in the
different phases of construction where Filipino
skills are available: Provided, finally, That projects
which would have difficulty in sourcing funds
may be financed partly from direct government
appropriations and/or from Official Development
Assistance (ODA) of foreign governments or insti-
tutions not exceeding fifty percent (50%) of the
project cost, and the balance to be provided by
the project proponent.

Build-operate-and-transfer - A contractual arran-
gement whereby the project proponent under-
takes the construction, including financing, of a
given infrastructure facility, and the operation
maintenance thereof. The project proponent oper-
ates the facility over a fixed term during which it is
allowed to charge facility users appropriate tolls,
fees, rentals, and charges not exceeding those
proposed in its bid or as negotiated and incorpo-
rated in the contract to enable the project propo-
nent to recover its investment, and operating and
maintenance expenses in the project. The project
proponent transfers the facility to the government
agency or local government unit concerned at the
end of the fixed term which shall not exceed fifty
(so) years: Provided, That in case of an infra-
structure ordevelopment facility whose operation
requires a public utility franchise, the proponent
must be Filipino or, if a corporation, must be duly
registered with the Securities and Exchange Com-
mission and owned up to at least sixty percent
(60%) by Filipinos.

«The build-operate-and-transfer shall include a
supply-and-operate situation which is a contrac-
tual arrangement whereby the supplier of equip-
ment and machinery for a given infrastructure
facility, if the interest of the Government so
requires, operates the facility providing in the
process technology transfer and training to Fili-
pino nationals.
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Build-and-transfer - A contractual arrangement
whereby the project proponent undertakes the
financing and construction of a given infrastruc-
ture or development facility and after its comple-
tion turns it over to the government agency or
local government unit concerned, which shall pay
the proponent on an agreed schedule its total
investments expended on the project, plus a
reasonable rate of return thereon. This arrange-
ment may be employed in the construction of any
infrastructure or development project, including
critical facilities which, for security or strategic
reasons, must be operated directly by the Gov-
ernment.

Build-own-and-operate - A contractual arrange-
ment whereby a project proponent is authorized
to finance, construct, own, operate and maintain
an infrastructure or development facility from
which the proponent is allowed to recover its total
investment, operating and maintenance costs
plus a reasonable return thereon by collecting
tolls, fees, rentals or other charges from facility
users: Provided, That all such projects, upon
recommendation of the Investment Coordination
Committee (ICC) of the National Economic and
Development Authority (NEDA), shall be approved
by the President of the Philippines. Under this
project, the proponent which owns the assets of
the facility may assign its operation and mainte-
nance to a facility operator.

Build-lease-and-transfer- A contractualarrange-
ment whereby a project proponent is authorized
to finance and construct an infrastructure or
development facility and upon its completion
turns it over to the government agency or local
government unit concerned on a lease arrange-
ment for a fixed period after which ownership
of the facility is automatically transferred to
the government agency or local government unit
concerned.

Build-transfer-and-operate - A contractual arran-
gement whereby the public sector contracts out
the building of an infrastructure facility to a pri-
vate entity such that the contractor builds the

facility on a turn-key basis, assuming cost over-
run, delay and specified performance risks.
«Once the facility is commissioned satisfactorily,
title is transferred to the implementing agency/
LGU. The private entity, however, operates the
facility on behalf of the implementing agency/LGU
under an agreement.

Contract-add-and-operate-Acontractualarrange-
ment whereby the project proponent adds to an
existing infrastructure facility which it is renting
from the government. It operates the expanded
project over an agreed franchise period. There
may, or may not be, a transfer arrangement in
regard to the facility.

Develop-operate-and-transfer - A contractual
arrangement whereby favorable conditions exter-
nal to a new infrastructure project which is to
be built by a private project proponent are inte-
grated into the arrangement by giving that entity
the right to develop adjoining property, and thus,
enjoy some of the benefits the investment creates
such as higher property or rent values.

Rehabilitate-operate-and-transfer - A contractual
arrangement whereby an existing facility is turned
over to the private sector to refurbish, operate
and maintain for a franchise period, at the expiry
of which the legal title to the facility is turned
over to the government. The term is also used to
describe the purchase of an existing facility from
abroad, importing, refurbishing, erecting and con-
suming it within the host country.

Rehabilitate-own-and-operate - A contractual
arrangement whereby an existing facility is turned
over to the private sector to refurbish and operate
with no time limitation imposed on ownership. As
long as the operator is not in violation of its fran-
chise, it can continue to operate the facility in per-
petuity.

Project proponent - The private sector entity
which shall have contractual responsibility for the
project and which shall have an adequate finan-
cial base to implement said project consisting



of equity and firm commitments from reputable
financial institutions to provide, upon award, suf-
ficient credit lines to cover the total estimated
cost of the project.

Contractor - Any entity accredited under the Phil-
ippine laws which may or may not be the project
proponent and which shall undertake the actual con-
struction and/or supply of equipment for the project.

Facility operator - A company registered with the
Securities and Exchange Commission, which may
or may not be the project proponent, and which
is responsible for all aspects of operation and
maintenance of the infrastructure or development
facility, including but not limited to the collection
of tolls, fees, rentals or charges from facility
users: Provided, That in case the facility requires
a public utility franchise, the facility operator
shall be Filipino or at least sixty per centum (60%)
owned by Filipino.

Direct government guarantee - An agreement
whereby the government or any of its agencies
or local government units assume responsibility
for the repayment of debt directly incurred by the
project proponent in implementing the project in
case of a loan default.

Reasonable rate of return on investments and
operating and maintenance cost - The rate of
return that reflects the prevailing cost of capital
in the domestic and international markets: Pro-
vided, That in case of negotiated contracts, such
rate of return shall be determined by ICC of NEDA
prior to the negotiation and/or call for proposals:
Provided, further, That for negotiated contracts
for public utility projects which are monopolies,
the rate of return on rate base shall be deter-
mined by existing laws, which in no case shall
exceed twelve per centum (12%).

Construction - Refers to new construction, rehabil-
itation, improvement, expansion, alteration and
related works and activities including the neces-
sary supply of equipment, materials, labor and
services and related items.» m
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The privatized water distribution

in metro Manila

Col. Angel Efren J. Agustin (Ret.)

Acting Chief Regulator, Metropolitan Water Works and
Sewerage System Regulatoring Office, Manila, Philippines

Abstract

The Metropolitan Waterworks and Sewerage
System (MWSS) ranks among the oldest esta-
blished water supply and sewerage agencies in
Southeast Asia. The transfer of MWSS service
obligations to two private Concessionaires on
August 1, 1997 was claimed at that time to be
the largest water sector privatization program in
the world. Today, MWSS continues to exist as
a wholly government owned corporation and the
Regulatory Office (MWSS-RO) was established to
monitor and enforce the Concession Agreements
during the 25-year concession period.

This paper presents the experience of the
MWSS-RO in the past fouryears that it has beenin
operation, a period of steadily building up its ins-
titutional capabilities. The task requirements will
be considerably strenuous shortly and MWSS-RO
urgently needs to enhance work process, concep-
tually and methodologically, and upgrade staff
capabilities accordingly. The immediate task
is the first periodic comprehensive performance
assessment and rate adjustment exercise due in
2002.

The paperdescribesthe capacitybuilding supports
provided by MWSS, as well as the Government, for
the MWSS-RO to strengthen its capabilities.

One comes in the form of a World Bank assisted
Public Performance Assessment (PPA) Project,
which was conceptualized to provide the
MWSS-RO with a systematic tool for evaluating
the performance of the Concessionaires based on

monitoring and evaluation by MWSS and inde-
pendent observers, using Concessionaire data
and Consumers’ perception of service from sur-
veys. This involved a role for the National Engi-
neering Center of the University of the Philippines
(UP-NEC) as an independent and unbiased obser-
ver of performance measurement.

A consultant group carried out a Pilot PPA Project
for MWSS-RO in the period November1999 to June
2001, covering 100 Barangays in Metro Manila.
The full-scale PPA Program, which will involve the
entire concession areas is planned to commence
in March 2002, and shall be carried out over the
balance of the Concession Agreement period, on
a continuing, regular basis.

Another capacity building program that is in line
for the MWSS-RO is in the form of a Technical
Assistance (TA) to be provided by the Asian Deve-
lopment Bank (ADB) starting early next year. The
long-term goal of the TA is to strengthen MWSS-
RO’s institutional capacity to efficiently regulate
Concessionaire performance, thereby ensuring
people in MWSS service areas have better access
to water of better quality at a reasonable cost. The
immediate objective of the TA is to help MWSS-RO
undertake the first five-year periodic performance
measurement and price adjustment exercise due
in 2002 (to be overseen under the TA), as well as
the current priority tasks, smoothly and efficiently
in accordance with the Concession Agreements.

The paper also describes the current status of
Metro Manilawaterdistribution underthe privatized
operations, using Concessionaires’ Service Perfor-
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mance Information and the Performance Measure-
ment results generated by the Pilot PPA Project.
Finally, the paper dwells on some key points that
represent the vision of the future Metro Manila
water distribution under the MWSS-Concessio-
naire partnership.

Introduction

The privatization of the Metropolitan Waterworks
and Sewerage System (MWSS) is linked to a review
of the water and sanitation sector by the National
Economic Development Authority (NEDA) in 1994,
which concluded that private sector participation
would improve the management of potable water
supply systems in the Philippines. This led the
NEDA Board to issue Resolution No. 4, which spe-
cifically encouraged private sectorinvolvement. In
recognition of the limited capacity of the public
sector to improve water supply and wastewater
services, and after passage of the National Water
Crisis Act (R.A. 8041) in June 1995, the Executive
Branch assumed special powers. The Actaimed to
improve overall water resource management and
to address specific problems within the MWSS,
which at that time supplied approximately 65% of
Metro Manila’s population with potable water and
approximately 11% with wastewater services. The
rapid growth of Metropolitan Manila and its vici-
nity gives rise to the high demand for these servi-
ces, including related infrastructure. Based upon
the Water Crisis Act, and the premise that priva-
tization would create strong incentives for impro-
ved performance, the MWSS began a process that
led to the award of long-term Concession Agree-
ments to two private consortiums.

The concession agreements, 1997-2022

On August 1, 1997, MWSS awarded two similar
concessions under 25-year agreements to the
Manila Water Company, Inc. (MWCI) for the Eas-
tern Concession Area and Maynilad Water Servi-

ces, Inc (MWSI) for the Western Concession Area.
The division of Metro Manila into two service
areas will prevent monopolization of water and
wastewater services and promote comparisons of
services quality.

Of general concern in the privatization is the effi-
cient and effective delivery of water and wastewa-
ter services at costs that are affordable to the
users but at the same time provide reasonable
rate-of-return for the investments of the private
Concessionaires. There are provisions in the Con-
cession Agreements that address these concerns
and the MWSS-Regulatory Office was created for
the monitoring of the Concessionaires’ compliance
to the terms of the Concession Agreements.

Mandate of the MWSS- regulatory
office

The Regulatory Office (MWSS-RO) was esta-
blished under the jurisdiction of the MWSS Board
of Trustees. No change has been made to the
MWSS Charter in this connection. The powers
and responsibilities of MWSS-RO are set out in
the Concession Agreements. Certain decisions
by MWSS-RO, such as those affecting the level
of standard rates, require final approval of the
MWSS Board. MWSS-RO’s mandate to regulate
water services is confined to the MWSS service
areas and within the framework of the Concession
Agreements. With the Concession Agreements
already in place, the regulatory functions of the
MWSS-RO as defined therein will remain in place
throughout the concession period.

An autonomous regulatory body for water in a
broader context was not established at the time
of the MWSS privatization, as the urgency of the
matter preclude the necessary legislative chan-
ges. Asaresult, essential upstream matters, such
as broader water resource management among
various purposes and the availability of water
to meet service obligations under the Conces-
sion Agreements have been kept outside the
Concession Agreements and consequently, the



MWSS-RO tasks. MWSS-RO and the Government
however understand the need for such an inde-
pendent regulatory body.

The need to strengthen regulatory
capabilities

Since the privatization in 1997, a number of chan-
ges have occurred in external conditions. The local
currency has devalued against the US dollar from
approximately PhP 26 at the commencement of the
Concession Agreement to about PhP 50 at present.
The event triggered requests for an extra ordinary
price adjustment (EPA) for excessive currency fluc-
tuations. The El Nino phenomenon caused water
shortages in 1997-1998, giving rise to a need for
EPA on the grounds of force majeure. MWSS-RO
decisions on these were not fully satisfactory to
the Concessionaires and further actions ensued,
including arbitration. These are common contrac-
tual disputes, and not an indication of shortco-
mings in MWSS-RQO’s performance.

Nevertheless, these events made MWSS-RO aware
of the need for more sophisticated work process of
international standards. The current procedures,
which were developed largely with MWSS-RO’s own
efforts, proved to be a tool of limited use in han-
dling regulatory tasks involving experienced inter-
national operators. Considerable staff time has
been spent to verify methodologies, consider alter-
natives, or explore new approaches. Such process
is inevitable where the Concession Agreements
have only general stipulations, e.g. performance
penalties. The difficulties have been compounded
as the MWSS case is the first of its kind in the
Philippines and few MWSS-RO staff had practical
experience in similar tasks before. Indeed, the
Concession Agreements expect MWSS-RO to use
outside experts extensively, especially in the early
years of the concession period.

In its effort to address current priority tasks
effectively, MWSS-RO had already tapped outside
experts to provide the following services:

¢ Development of Asset Condition Reporting
System and Audit of Concessionaires’ Asset
Condition Report - completed on June 14, 2001

¢ Flow Instrumentation Audit and Water Balance
Study of MWSS Headworks System - on-going

Urgency and relevance of improved
business process

MWSS-RO also considers that enhanced work pro-
cess needs to be developed by 2002, when the
first 5-year comprehensive performance measu-
rement and price adjustment («rate rebasing»)
exercise becomes due. The exercise will mark
a key milestone event, as it will set standards
and precedents not only forthe subsequent perio-
dic performance measurement and rate rebasing
exercises but also for all related matters that may
arise from time to time during the remaining con-
cession period of over 20 years. A major concern
at present is service performance, which need to
be validated, mainly in service area coverage and
service hours. The MWSS-RO tasks in this regard
have become complicated because of the delays
inthe provision of raw water by MWSS as provided
for in the Concession Agreements. The resulting
performance assessment will have direct implica-
tions on the rate rebasing.

Government assistance

Given the regulatory work already underway for
the privatized MWSS operations, the Government
requested the Asian Development Bank (ADB)
to provide technical assistance (TA) for capacity
building support for regulatory work with particu-
lar attention to the MWSS-RO.

The TA will help MWSS-RO examine the current
work processand enhanceit conceptually, functio-
nally and methodologically, and also strengthen
staff skills accordingly so that MWSS-RO can per-
form its tasks smoothly and efficiently.
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The World Bank has also provided assistance to the
MWSS-RO in handling customer service regulations
through the Public Performance Assessment (PPA)
Project. It focuses on the Concessionaires’ perfor-
mance in meeting service obligations, such as ser-
vice coverage, service hours and water pressure,
from the viewpoint of customer service regulation.
The TA will complement the PPA and focus on the
financial regulation area, legal affairs and part of the
technical and customer service areas outside the PPA.
The long-term goal of the TA is to strengthen
MWSS-RO’s capacity to efficiently regulate Con-
cessionaires’ performance under the Concession
Agreements and to help establish independent
water regulatory mechanisms. Its immediate
objective is to help MWSS-RO undertake the first
periodic performance measurement and price
adjustment exercise due in 2002, as well as the
current priority tasks smoothly and efficiently in
accordance with the Concession Agreements. The
first periodic comprehensive performance measu-
rement and rate rebasing exercise next year will
be overseen under this Technical Assistance.

The innovative public performance
assessment (PPA) project

Following the privatization process in 1997, the
MWSS Board of Trustees decided that the
MWSS-RO needed a systematic framework to
strengthen its monitoring activities. Therefore,
the Public Performance Assessment (originally
Audit) Project was established as a means to eva-
luate the performance of the Concessionaires.
The PPA was envisioned to utilize independent
observers to monitor, evaluate, and report on the
performance of the Concessionaires to MWSS and
other stakeholders, including the public. This
responded to some concerns that service would
decrease in certain locations or for certain user
groups as a result of privatization.

The World Bank provided funding for the PPA and
its pilot implementation in Metro Manila. A con-
sultant group for MWSS-RO carried out the Pilot
Project in 100 Barangays of the concession areas

in the period November 1999 to June 2001. The
World Bank encouraged the MWSS to undertake
the first full implementation of this type of Project
in the world. In line with this initiative, the MWSS
Board of Trustees decided to take a leadership
role in encouraging high quality privatized water
service provision through the PPA.

The PPA was conceived to independently monitor
and evaluate the performance of the two Con-
cessionaires in delivering water and wastewater
services. The results of the PPA will assist the
MWSS-RO in its decision-making process, pro-
vide the Concessionaires with valuable opera-
tional and business planning information, and
increase public awareness. This type of perfor-
mance assessment has been proven effective as
a complement to traditional monitoring and enfor-
cement mechanisms of public utility agencies in a
number of countries.

The creation of new performance information by
location from both service providers and service
users and the greater availability of this informa-
tion to the public is intended to act as a system for
improving service decisions, as depicted in Figure
1. The use of both provider and user information
provides a cross check on the normal data provi-
ded by the utilities on performance. It also focu-
ses the analysis more closely on the service that
the users are receiving at the end of the pipe.

Performance Indicators for Water Distribution

PPA performance indicators were developed from
a combination of sources including World Bank
research in other countries, Office of Water
Services (OFWAT), concessionaire contractual
obligations, and the analysis of the available per-
formance data. The performance criteria esta-
blished for the PPA are:

e Network Quality

e Water Quality

Risk of Communicable Diseases (Health Quality)
e Service Quality

¢ Coverage

As discussed earlier, the performance criteria are
evaluated from two different points of view -
that of the Concessionaire and that of the User/
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Customer. For each perspective, performance
indicators were identified in five performance
categories and these are presented in Table 1.

Each performance category is composed of a set of
elementary indicators that are based on different
data sources. These indicators are first computed
from a set of quantitative physical measures. Pro-

vider-level information is more quantitative since
these are based on physical measurements of water
and network quality. Consumer-level information
relies upon the consumer perception of the service
quality that is, usually, presented in a qualitative
form (although the questions are phrased with refe-
rence to quantitative measures whenever possible).

Network Quality

Water Quality

Risk of Communicable
Diseases (Health Quality)

Service Quality

Coverage

Continuity of supply (24 hrs.)

Risk of contamination due to low pressure
Daytime pressure indicator

Nighttime pressure indicator

Total coliform count
Residual chlorine concentration

Confirmed cases of cholera and typhoid fever
Suspected cases of cholera and typhoid fever

Promptness of effective response to complaints
Resolution of complaints

Percent population with connections
Percent population with multi-house meter service
Percent population with public tap service
Percent establishments with connections

e Continuity of supply

e Supply interruptions

* Daytime pressure indicator
* Nighttime pressure indicator

o \Water smell
e Water color
o Water taste
e Sand and foreign bodies

e Percentage of users with complaints
¢ (Courtesy of concessionaire

e Effectiveness of complaint resolution
e Speed of resolution of complaints
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The PPA methodology has the objective of rating
performance on acommon basis by convertingthem
to a common scale allowing the comparison of pro-
vider versus consumer-level indicators. The ratings
are made on a five-point scale (very good, good,
fair, poor and very poor). Each level of the scale is
assigned a numeric value (1 to 5) that is used for the
computation of combined indicator values.
Statistical measures were used to determine the
performance ratings (e.g. no failures of water qua-
lity measures was rated «very good», while one
failure in 12 months was rated «good», etc..)

The PPA system of performance indicators and
their interactions are shown in the flow diagram

1 Lol o i I

in Figure 2. This figure shows how indicators are
aggregated and combined to accomplish a range
of performance reporting objectives.

The Consumer-Level performance indicators are
based on consumer responses to a set of survey
questions that reflect perception of service provision
while the Provider-Level performance indicators are
elaborated through review and analysis of Conces-
sionaire data (e.g., Progress Performance Reports).

The synthesis of these service quality indicators,
both qualitative and quantitative, will provide the
bases for establishing criteria from which Concessio-
naires’ service performance is evaluated and rated.
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Provider-Level Data

The Pilot PPA database contains post-privatiza-
tion data on telemetry pressure gauging and water

quality from MWSS and the Concessionaires for
1999 and the first quarter of 2000. These data
represented approximately 1,248 water sampling
points and 227 telemetry gauging points esta-



blished in the entire East and West Concession
Service Areas. Monthly monitoring of drinking
water quality parameters is recorded and repor-
ted for each of the water sampling points. Hourly
pressure measurements were made for each tele-
metry gauging point. These existing data provide
coverage of the two concession areas for network
pressure and water quality situation in the ser-
vice areas. The data were cleaned by eliminating
inconsistencies prior to data analyses.

User/Consumer-Level Data

User-level data in the PPA is primarily gathered
through Consumer Surveys. The design and tes-
ting of the surveys represents a major effort and
contribution of the PPA to improved performance
data for MWSS use.

Consumer data was based on a survey of 10,000
households in 100 barangays of the Concessio-
naires’ service areas. The barangays were selec-
ted to represent the Metro Manila area in their
composition.

To implement PPA data collection for service qua-
lity rating and baseline development, a statisti-
cally sound sampling strategy was developed to
obtain a 95% statistical level of confidence for
any inference level or generalization. A two-stage
sampling design with stratification was formula-
ted to select barangays per business area and
to select households per barangay based on
the sampling guidelines prescribed in the 1997
NSO Household Family Income and Expenditures
Survey.

Combined Indicators

Once the individual indicators are calculated for
performance measures at the Provider and User-
Levels, they are combined to measure perfor-
mance at the barangay level. After the rating
system is applied at the barangay-level for each
elementary indicator, a rating of each perfor-
mance categoryis obtained by weighting each ele-
mentary indicator within the same performance
category. Two weighting systems were adopted:

¢ Stakeholder assessment through an interview
process for the provider-level indicators; and

® Processing specific value questions from the
survey for the consumer-level indicators.

Finally, a third weighting system was created to
combine the different performance categories to
obtain overall performance for both provider- and
consumer-level indicators. This weighting system
also used stakeholder interviews to determine
the weights.

Aggregated Performance Indicators for Political
Areas

The combined ratings for each performance cate-
gory were aggregated at municipality-level for 17
municipalities and forthe Concession Areas using
a fourth weighting system. The weight for each
barangay was derived from statistical analysis
of the socio-economic make up of the barangay
compared with the larger political area.

Results of performance measurement

Figure 3 shows the results of the aggregation of
ratings by Municipality, while Figures 4, 5, 6 and
7 illustrate the ratings for each category and the
overall rating from a geographical point of view
(color-coded maps). The Network Quality combi-
ned rating shows only one City with a poor rating:
Pasay. Four municipalities are rated good: Mala-
bon, Marikina, San Juan, and Valenzuela, while
the remaining two more rated fair (see Figure 4).
As far as water quality is concerned (see Figure
5) the great majority of municipalities present a
very good rating; while the remaining five munici-
palities: Manila, Muntinlupa, Navotas, Pasay and
Pateros are rated good.

The combined rating for service quality is the same
as the user’s rating since the Pilot Project has only
user data for this rating (service quality for the
provider-level will be added in the full implemen-
tation of the PPA). Seven municipalities present
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a poor service quality rating: Manila, Marikina,
Muntinlupa, Parafiaque, Pasay and Valenzuela,
the remaining ten municipalities show a fair rating.
The overall combined rating shown in Figure 6 has
been created using a weighting system where ser-
vice quality represents 10%, network quality 26%
and the remaining 54% is water quality. There-
fore, water quality dominates the ratings.
According to these weights the resulting overall com-
bined rating (see Figure 7) shows all Municipalities
with a good rating except Muntinlupa, which pre-
sents a fair rating. It seems that this rating system,
which was derived from the user survey response,
favorsthe highestrated performance category, which
is also the most important for the consumers. This
means that the Concessionaires are correctly focu-
sing on water quality performance first.

It is interesting to note that, in some significant
cases, the consumer perception of service is more
related to the change in service since privatization

than to the level of service as measured from the
Provider. For example, there are cases where a
relatively high level of service is not rated as high
by the consumers, since it has become expected
to be high. Instead, a small decrease in service in
this case is rated as fair or poor service. This effect
tends to occur in high-income communities.

On the other hand, those households with poor
service in the past, who have experienced an
improvementin service, give theirservice a higher
rating than they would from a purely objective
measurement. This effect tends to occur in low-
to-medium income communities.

The map presentations were used to effectively
communicate the results of the performance
assessment to the stakeholders during special
fora. This proved to be a better way for stakehol-
ders to absorb a wide range of data showing com-
parative ratings.

Fig 3 : Overall Combined Performance Ratings at City/ Municipality Level
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Fig 4 : Combined network quality ratings
Metro Manila area (MWSI/MWCI)




Fig 5 : Combined water quality ratings
Metro Manila area (MWSI/MW(CI)
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Fig 6 : Service quality ratings
Metro Manila area (MWSI/MWCI)
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Fig 7: combined ratings
Metro Manila area (MWSI/MWCI)

Y
W
5
. » 2
e

B s Fiationgs

Ll |

PRS5-204-A




Public consultation and disclosure plan

The PPA has an inherent public character. Its
objectives, scope, approach and results are
imbued with public interest. A public institution
such as the MWSS undertaking a public-oriented
project like the PPA has a duty to let the public
and various stakeholders know about the what,
why, how, where and when of PPA.

The dissemination of information about PPA to
the stakeholders is a means for generating public
awareness, knowledge, understanding, accep-
tance of and support for PPA. The success and
sustainability of PPA depend on the support of
its stakeholders. This supportin turn requires an
informed public.

Towards this end, a Public Consultation and Disclo-

sure Plan is being carried out by MWSS-RO, thru:

e Regular and continuous PPA dialogue and con-
sultation with a wide range of stakeholders,
such as consumer groups, civil society, govern-
ment and non-government organizations, busi-
ness sector, media and the academe;

e Presentation of Performance Measurement
Results to municipalities by way of «Barangay
Roadshows», wherein results of the Pilot PPA
Project are disclosed to the 100 barangays
covered by the pilot surveys.

e Public access to PPA Data Viewer at the
MWSS-RO offices

* PPA Performance Page on MWSS-RO Website
(part of Transition Program)

® PPA Performance Display in Concessionaires’
Business Area Offices (idea stage)

Institutionalized PPA in MWSS-RO

The experience in the management of the Pilot
PPA Project has given the MWSS-RO valuable insi-
ghts and perspective about a useful technology
for monitoring the performance of the Concessio-
naires. The MWSS-RO is now very much encou-

raged in its role as a regulatory body that it has
in the Project a practical tool for improving water
service performance through objective monito-
ring and feedback.

The President of one of the Concessionaires,
during one of the stakeholder workshops, cited
the potential of the PPA information system as a
«Partnership Tool», and that it could be used as
a framework for exchanging information between
MWSS and the Concessionaires with the purpose
of improving water distribution service.

The positive reaction of the public during Baran-
gay Roadshows and the encouraging responses
of a wide range of stakeholders during PPA pre-
sentations indicate that it is indeed, in the best
interest of the MWSS-RO that it avail itself of the
full potential of the PPA.

In its effort to institutionalize the PPA System in
MWSS, the MWSS-RO has initiated the creation
of a regular PPA Department. It is also currently
implementing a PPA Transition Program (Training
Activities for the managers and staff of both
MWSS-RO and Concessionaires involved in the
PPA), in preparation for the planned commence-
ment of the full implementation in March 2002.

Measures of performance

The past four years of the Concessionaires’ ope-
rations saw great improvements in the delivery of
water and wastewater services when compared to
the pre- privatized MWSS level of performance.
Over the past four years, there was a significant
increase in the number of customers connected
to the water system, population served and the
volume of water distributed to customers. Con-
versely, there was a substantial increment in the
amount of capital investments that went into the
development, improvement and maintenance of
facilities and services. Following is a presenta-
tion of available data to illustrate these improve-
ments.
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Combined East zone West zone
Service Area 1,274 sq.km 1,955 sq. km 1,415 sq.km 540 sg.km
Staff 7,628 3,997 1,540 2,457
ot oscost | [ 1657860000 Gusziutas | oguaz | 507 o6
Annual Capital Php |1,258,464,000 | 3,528,929,075 | 554,937490 | 2,973,991,583
Expenditures usD$ 47,716,084 70,748,378 11,125,451 59,622,927
e | T8 |50 st | o | 2 oun
Average Tariff Rate Php 8.95 2.95 6.58
(per cu.m.) usD$ 0.34* 0.06** 0.13**
Note : * - 1996 USD = Php 26.34, **- 2000 USD = Php 49.88
Combined East zone West zone
Population 10, 610,000 11,253,627 3,700,00 7,553,627
Water Production 2,800 MLD 3,734 MLD 1,734 MLD 2,000 MLD
Connections 779,380 951,798 339,491 612,307
Service Coverage 67% 88% 83%
Water Availability 17 hrs/day 21 hrs/day 21 hrs/day
Non- Revenue Water (NRW) 58% 44% 66%
. Staff /1,000 Connections 9,8 3,7 4,3
100 Performance measurement results ¢ Areas of Service improvement include munici

of the pilot PPA project palities where new pipes were laid, and where
water improvement programs for depressed
areas were carried out by the Concessionaires.

e Water Quality ratings are consistently good.

e Network Quality including hours of service is

e There has been substantial improvements in a major area for future improvement in some
water distribution service in Metro Manila since surveyed barangays in eleven Business Areas.
MWSS privatization. e Service Quality as measured in the survey is

® 10,000 households in the PPA Pilot Survey another major area for improvement with over
think service is : 50% of barangays showing poor rating.
better 33% e QOverall performance of the Concessionaires in
same 55% 100 surveyed barangays was rated mostly good
worse 12% to very good (82%).

(Conducted in 100 Barangays in the concession
areas in Metro Manila as of June 30,2001)




Combined Ratings of Performance for both
Consumer and Concessionaires showed:
1/barangay very good

94/barangays good

4/barangays fair

1/barangay poor

o/barangay very poor

Vision of the future metro Manila
water distribution

Based on the provisions of the Concession Agree-
ments and the goals of both the MWSS-RO and
the two private Concessionaires, the following
key points represent the vision of the future Metro
Manila water distribution:

Independent MWSS-RO with a developed work
process of international standards, performing
its tasks smoothly and efficiently.

The Public Performance Assessment (PPA)
System institutionalized in MWSS and serving
the legitimate interests of all Stakeholders in
water and wastewater service performance.
Concessionaires’ successful and satisfactory
compliance of their service obligations in accor-
dance with the Concession Agreements, as well
as other institutional requirements pertaining
to the improvement of the quality of the envi-
ronment and the promotion of public health and
sanitation conditions in Metro Manila.
MWSS-RO and the Concessionaires harmo-
niously working together in delivering impro-
ved water and wastewater services to the
equally satisfied consumers in Metro Manila
and the entire concession areas.

The MWSS privatization as a successful public-
private partnership in water and wastewater
service provision, the lessons learned and good
practices replicated by local and international
utility systems. m
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Water supply in low-income areas
West zone metro Manila

Lisette Provencher

Maynilad Water Services Inc.

Background

General data

At the beginning of 1997, there has been an inter-
national tender for the concession, over 25 years,
of the water and wastewater services in Metro
Manila. The Philippine government divided the
service area into 2 zones, and awarded them to
the winning bidders - Maynilad Water Services
Inc. (MWSI) for the West zone, and Manila Water
Company Inc. (MWCI) for the East zone.

Maynilad Water Services Inc. is a consortium
formed by Benpres Holdings Corporation (a Phi-
lippino company - the flagship company of the
Lopez Group of Companies) and Ondeo Services
(former Lyonnaise des Eaux).

As part of the concession agreement, Maynilad
has to expand the services in a given timeframe.
The so-called «blighted» areas were not covered
by the water networks. People in these areas
used to take theirwater from public faucets, water
vendors, illegal connections, shallow wells, rain
water, and so on.

As per the 1997 survey, 40.6% of the population
of the Philippines was below the poverty line
(51.2% in rural and 22.5% in urban zones).

When connected to Maynilad network 27

When not connected (average) 8

When not connected (as in F. Carlos, QC) 13.5

Based on a more recent survey (1999) in the West

zone, we have:

* 35% of households lives in «blighted» areas

* 18% of households is illegal occupant of the
plot where they live

* 3% of the households uses public faucets

e globally, households devote 2.1% of their
budget to water

® 20% of the population earns less than 1,550
PhP/month/capita ($1 a day); this represents
around 1.5 M inhabitants.

For this 20% of the population, we have:

® 62% of households lives in «blighted» areas

® 36% of households is illegal occupant of the
plot where they live

* 47% is connected to a network (public, private,
directly or indirectly connected)

® 30% is sharing a connection

* 7% of the households uses public faucets

® 32% is supplied by neighbors and vendors

The price of water in Metro Manila in 1999 was:

e Residential connection to MWSI’s network: 6.4
PhP/cu.m.(average residential tariff)

® Private network: 12.3 PhP/cu.m. (average over
the concession area)

* Non-connected: 50 PhP/cu.m. (average overthe
concession area).

141.80 1.8% 5.35
329.70 4.5% 39.60
1,125 83.33
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These figures show that, when they are connec-
ted to the network, people consume more and
pay less for a better quality of service (no need to
spend time to get the water) and for a better qua-
lity of water.

Concession agreement

The concession agreement recognizes the possi-
bility of supplying water through «public stand-

pipe».
MWSI policy

A policy for water supply to depressed areas has

been set up in September 1998. This policy iden-

tifies three levels of services:

1. Public faucet- level | - Local Government unit
endorsed

2. Public faucet- level Il -
ciation requested

3. Individual Metering scheme

NGO/Community asso-

¥ ‘k _aﬂ'. T "-.' ". {

The Barangay Water Association or the Commu-
nity Water Association (CWA) may provide labor
requirement and materials subject to and con-
formity with MWSI specifications in the installa-
tion of Public faucet I&ll. Billing for public faucet
I&II shall be based on bulk selling at a specific
public faucet rate*. For the payment of water bills,
the Barangay Chairman/President of the CWA and
their respective Treasurer shall be jointly and
severally liable.

MWSI is currently billing for 402 public faucets.

Bayan-tubig project

MWSI realized that the request of the people,
even in the blighted areas, was for individual
water connections, and not for public faucets. The
water bill did not appear to be a problem, as the
price is much lower than what they use to pay for
water.

The «Bayan-Tubig»2 project was launched in order
to meet the requirements of our customers. In
most cases, people ask for an individual connec-
tion. They do not want a public faucet or other
type of communal system.

It seems that this choice is related to the actual
management of public faucet. In many cases, the
«manager» of the faucet, when this is not an asso-
ciation, applies high cost for water. In the case of
associations, in some areas, there might be «poli-
tical fight» for the control of the public faucet.

The cost and the control on their water supply
seem to be the two major elements for their
request for individual connections.

In order to satisfy the needs of our customers,
taking into account the fact that most of these
areas are squattered (without property titles) and
in many cases, it is impossible to reach each
individual house, the «Bayan-tubig project» was
developed.

! Each public
faucet water
service shall be
based on monthly
water meter
readings at the
rate of the
domestic
consumption
block, which
correspond to the
average
consumption per

household.

2 Bayan Tubig =
Water for the

community



The general framework is the following: of the network is either above ground or on the

ground, or partially covered or attached to a wall.
The underground line is built up to where it is  This line goes up to a battery of meters. From the
possible. When it is not possible to bury the pipe  meters, each homeowner makes his own plastic
(because it is too narrow, for example), the rest  connection, above ground.

Limit of
4 The area
Battery of 4. Above ground
meters

plastic pipes
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2. Underground water line

\

1. Existing main line




Depending on the area, this scheme can be modi-
fied, and the pipes can be buried up to the battery
of meters.

Since the beginning of the concession, the total
number of connections increased by 105,630 and
the «bayan tubig» connections represent 51,820
house service connections (HSC). Overall, 49%
of the new connections has been done through
the «bayan tubig scheme», spread in the different
areas of the concession.

Geographical implementation of the connections

ACaM
B

-=' e

Business area HSC Installed
Central 24,242
Northeast 22,140
Northwest 6,541
South 5,139
Total 58,062
e
North-East

Roosevelt and
Novaliches; 22,140
house service
connections

North-West
Malabon, Navotas,
Valenzuela and
Upper/Lower
Kalookan; 6,541
house service
connections

Central

Manila (except San
Andres and Santa
Ana); 24,242 house
service connections

South

Pasay, parts of
Makati, Paranaque,
Cavite City and
towns of Rosario,
Imus, Noveleta and
Kawit; 5,139 house
service connections



* Mwss =
Metropolitan
Waterworks and
Sewerage System,
the public entity
managing water
and sewer in Metro
Manila before the

privatization.

NEWS RELEASE February 17, 1999

MAYNILAD WATER LAUNCHES BAYAN-TUBIG PROGRAM

Maynilad Water Services, Inc. the private water
concessionaire serving Metro Manila’s West
Zone, has launched the Bayan-Tubig program
which aims to provide water service to low
income and depressed communities.

In ceremonies held today in Novaliches, Quezon
City MayorIsmael Mathay Jr. and Maynilad Water
president Jose Gabriel Olives inaugurated 224
newly installed water connections in Tarhaville
Subdivision a blighted area located in Sta. Lucia,
Sauyo, Novaliches. Each of the homes received
a water meter, and the convenience of steady
water supply at strong pressure.

«Residents of Tarhaville have long waived for
their own individual water connection. With the
Bayan-Tubig program, communities such as ours
can now enjoy clean, safe water direct to our
homes», Barangay Captain Luciano Galvez said.

Bayan-Tubig enables Maynilad Water to fulfill
its social commitment of providing quality serv-
ice to low income communities and depressed

Case study

Carlos project, Barangay Apolonio Samson/
Baesa,QuezonCity(NortheastBusinessArea-
Roosevelt Branch)

Background

This 2.5-hectare land of national government pro-
perty is located at the dead end of F. Carlos St.,
Bgy. A. Samson and Baesa, Quezon City.
Roughly 6,000 men, women and children dwell in
this vast area where Meralco Electric Towers are a
common sight.

Blue-collar workers such as carpenters, laborers,
and vendors are the breadwinners for each family.

areas. The program was designed to be afford-
able and offers easy terms. Underthe program,
usual requirements such as the presentation
of property rights, land titles, and transfer cer-
tificate titles are waived.

Customers can apply for a service connection by
paying a minimum installation cost of P3,698,
which can be made on installment over sixmonths
or 12 months. Applications are processed on site
through a Maynilad Water representative.

«Bayan-Tubig also weeds out illegal connec-
tions by making the users of Maynilad Waterour
legitimate customers», Maynilad Water presi-
dent Olives said.

Before Tarhaville was connected, residents got
their water by illegally tapping on the water
mains, or purchasing water from vendors who
charge high rates. lllegal connection result in
wastage due to water leaks and possible con-
tamination due to seepage whenever the water
pressure is low.

Some have small-scale businesses like sari-sari
store, bakeries, eateries and repair shops of small
electric equipment.

Five (5) associations namely: F. Cena, NAMAFCA,
Tanglaw, SAMAKAPA and Friendship each with
its own set of officers are considered neighbo-
rhood associations whose function is to unite
every family for the good of the community.

Water supply

Before the project, 40% of potable water needs
were covered by 6 MWSI’s public faucets, inheri-
ted from MWSS* time. Each household would get
one hour of water (from public faucet through a
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hose) every otherday. The cost was 15 Pesos/hour
or a minimum of 225 Pesos/month/household (15
Pesos x 15 days).

The difference of the potable water needs (60%)
came from water vendors, selling water from ille-
gal water connections. Each household would get

one drum (200 liters) per day. Cost was 25 to 30
pesos per drum or 750 to 9oo Pesos/month per
household (25 to 30 Pesos x 30 days).

Other water needs (washing, etc.) were supplied
from manual shallow wells (the barangay F. Carlos
has several), rain water, etc.

The overall estimated cost and consumption is the following:

Consumption (cu.m./month)

Faucet 7.5
Vendors 6
Total 13.5
MWSI: For the same consumption
of 13.5 cu.m.

sy,

225

900

1,125 83.33
73.36 (including fixed charge, sanitation
charge, CERA, but excluding VAT of 10%) 543

With the high cost of water affecting their meager
income, a much cheaper and alternative source
from the MWSI was then considered. Represen-
tatives from the associations came to MWSI to
request for a water network.

Campaign and implementation

Meetings with the different associations were
conducted discussing the procedures of registra-
tion and pricing in July and August 1999.

The connection charge, as prescribed in the con-
cession agreement was representing 3,500 PhP
in 1999. An installment program over 12 months
was proposed to the people who needed it. Even
with the connection charge, the households were
still paying three times less for the water than
what they used to pay (348 PhP/month vs 1,125
PhP/month).

Mass registration and application processing of
about 700 families responded and paid the down
payment. It was on September 16, 1999 that the
project started. A 422 linear meter 150 mm@
PVC main pipe was laid. The layout was comple-
ted and the hydro-test passed on September 25,

! Tariff as of

October 2001



1999. A contractor was utilized for the activity. In-
house teams were then utilized to install 2,500
linear meters of 50 mm @ Gl pipe to serve as late-
rals or tertiary mainlines. Water meters were sub-
sequently hooked-up from these tertiary mains.
As of October 31, 1999, 884 water service connec-
tions were installed. The first bills were delivered
on November 14, 1999.

Conclusion

This example shows how the private sector can
deliver services to the urban poor. As a private
operator of a public service, MWSI is dedicated to
serve all its customers, the poor and the rich.

Happily for Maynilad Water Services Inc., both
partners Ondeo Services and Benpres share the
same vision, as expressed by the Founder of the
Lopez group of Company, Eugenio Lopez:

«Public service is the only reason for our exis-
tence. Profit alone is not enough of a reason to go
into business. But if we can serve people, then |
think our growth and success will follow. If we take
care of our customers, then they will take care of
us. This is the kind of culture a company should
have.» m
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Water and sanitation project in Paradise

Village City of Malabon Philippines

Michael Castaneda

Technical Assistant, Water and Sanitation Project,
Médecins sans Frontieres - Switzerland, Manila, Philippines

Introduction

Médecins Sans Frontiéres - CH or Doctors with-
out Borders is a private international non - gov-
ernmental organization. The organization was
founded in 1971 and the main objective of its
humanitarian action is to assist and protect pop-
ulations in danger, with those most under threat
given highest priority. MSF counts 18 sections
and is active in over 8o countries worldwide. The
MSF movement was awarded with the 1999 Nobel
Peace.

MSF Switzerland started its activities in the Phil-
ippines in 1997. In the year 2001 the work focuses
on three programs: A Pharmacy Cooperative in
Sulu, Street Children Program in Manila City and
a Water and Sanitation Program in Malabon.
Since February 1998, MSF has been working on a
water and sanitation project, in the slums of Mal-
abon, in collaboration with different local part-
ners. The goal of the project is to improve health
and sanitary conditions of the communities living
in such precarious areas such as Paradise Vil-
lage and People’s Village in Malabon, which are
located north of Metro Manila.

Actually, the Letre road slum, in Malabon is a
swampy area, previously a marine pond under
sea level. These slums are flooding every year due
to the rainy season from June to November and
high tide.

Most of all, stagnant and polluted water are evi-
dent due to the lack or poor drainage system
which is visible the whole year. This project is
divided into two aspects. The social aspect of the
project foresees a sanitary education program for

the community and the creation of a group called
«Committee on Health and Sanitation» (CHS),
which is responsible for the implementation, con-
struction and maintenance. The technical aspect
of the project undergoes the building and reha-
bilitation of the drainage system to throw of
the stagnant and dirty water. The channels are
built with the community’s participation during
the construction and supervision as well. In the
future, this «Committee on Health and Sanitation»
should be able to assume the maintenance of the
drainage system and solid waste management/
garbage collection.

The main achievements are the construction of a
bridge across the Letre road to Paradise Village,
the repairs and construction of 1200 linear meters
of canals and alleys in Paradise Village Phases |
and Il and the construction of 1272 linear meters
of canals and alleys in People’s Village Phases |
and Il (On - going).

This program can be efficient only if the popu-
lation are conscious to health and environment
problems and willing to participate in improving
their situation.

Water and Sanitation Program

In February 1998, MSF - CH with partnership with
a local NGO, LINGaP Foundation Inc., started a
Water and Sanitation Project in Paradise Village
Phases | and Il, which is a part of the Letre slum in
Malabon. LINGaP Foundation introduced MSF in
the community after which proposed the project
and actively participated in the implementation.

1M1
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Metro Manila, which is located on an estuary, flood-
ing is a major problem for the region especially for
the cities or municipalities in the north of the area:
Caloocan, Navotas, Valenzuela and Malabon.

The city of Malabon is one of these affected by
the regular flooding. A large slum area is situated
in this city. The slum community of Letre road was
previously a marine pond that was filled up with
garbage. It is composed of two barangays in Mal-
abon that comprises around 64,000 inhabitants.
The two sectors are composed of Barangay Ton-
suya: Paradise Village Phases | to VI, LUPA, PPA
and DAMATA and Barangay Catmon: Dulong Her-
nandez (NADHAI) and People’s Village. About 70
- 75 % of this community belongs to the poor or
below the poverty line. Majority of them are infor-
mal settlers or squatters.

The sanitary conditions are critical in the area.
Drainage problems are particularly serious during
the rainy season from June to November and high
tide. This phenomenon is not only a nuisance for
the inhabitants but it can also be of public impor-
tance. Since the area is below sea level, polluted
floodwater from nearby rivers and neighboring
facilities enters the village adding to the waste-
water, which can lead to the contamination of
drinking water thereby causing water borne or
vector related diseases. Stagnant and contami-
nated water can be observed throughout the year
as a result of ineffective drainage, which serves
as a breeding place for mosquitoes. The inap-
propriate treatment of the population also aggra-
vates the sanitary condition of their community.
The typical housing structures are made of gal-
vanized and light materials. Thirty percent of
the population belongs to the middle and upper
income bracket group relative to the rest of the
population. The houses of this group are made
up of concrete hollow blocks and galvanized roof-
ing materials. While the seventy percent, their
houses are made of lumber with second hand
roofing items. Houses of the families living near
the waterways are built of light materials.

The community availed of waterthrough theillegal
network. There are individuals who earn money
by selling water to the neighborhood. They use
plastic pipes to connect the people source of

water. These pipes are often in bad shape and
runs through the stagnant water. The existing net-
work is not only a threat to the public health but
it is more expensive than the water provided by
MWSI or Manila Water.

The project focuses at Phases | and Il of Paradise
Village and People’s Village. These communities
are chosen as project areas because of MSF’s
criteria. The most important criterion to be fol-
lowed in choosing a project area is the legality
of the land. Which means the residents should
be landowners through the Community Mortgage
Program or other land acquisition process.

Objective

The main objective of this program is to improve
the environmental sanitary conditions of the com-
munities in hazardous residential areas in Para-
dise Village and People’s Village by construction
of a water drainage system and by education and
by increasing the public awareness about hygiene
problems.
The project is divided into three specific objec-
tives. These elements assure the possibility to
achieve the main objective:
1. The construction of the water drainage system
2. Education and public awareness on hygiene,
maintenance, environmental problems and
solid waste management.
3.Investigation of the areas, stakeholders and
the legalization process for land ownership.

Specific Objectives
Construction

¢ Toeliminate areas of stagnant waterand reduce
the amount of flooding events by construction
and renovation of 1200 m of drainage canals
and alleys in People’s Village Phases | and Il.

¢ To improve and add extensions to the drainage
system in Paradise Village | and Il in order to
reduce the inconvenience of run off waterin the
neighboring border areas of Paradise Village.

e Renovate the Mothers’ Clinic in Paradise Village.



Education and Public Awareness

¢ To educate and increase the public awareness
about hygiene, maintenance, environmental
problems and solid waste management in the
communities of Phases | and Il of Paradise Vil-
lage and People’s Village.

Map of the City of Malabon

e To recruit, set up and reinforce a community
group called the Committee on Health and
Sanitation who will take responsibility for the
hygiene, maintenance, environmentalproblems
and solid waste management in the Phases |
and Il of Paradise Village and People’s Village.

13
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Investigation

¢ To determine the geographical boundaries of
the study area.

¢ To identify and meet the various public private
parties which have to be involved in the pro-
gram in order to achieve success.

* To increase the understanding of the MSF team
regarding the legalization process for the land
acquisition.

Strategy

The following strategies are used in the
program:

Action, Public Awareness, Networking

The program will be carried out in accordance with
three complementary and interactive axes: action,

public awareness and lobbying. The ‘action’ part
of the project concerns the construction and
repair of the drainage system. Training the lead-
ers and educating the community pertaining to
topics such as environmental problems, then dis-
eases that can be caused by these problems and
the solutions for these environmental problems,
will achieve ‘Public Awareness’. ‘Networking’ is
done with Maynilad Water Services Inc., in urging
them to build legal water system in the area. Net-
working is also directed towards the local author-
ities such as the city government of Malabon.
This is in respect to the maintenance and reha-
bilitation of the waterways around the Letre road
slum.

The project has a realistic and clearly defined
objective: to build drainage. With this as our sup-
port and framework, we must involve various
elements of society: the community, local author-
ities, private companies and associations, and
show each one that is it possible to improve the
situation of the people who lives in hazardous
conditions. Construction of the drainage system
provides the necessary credibility to mobilize the
residents about water and sanitation problems.
Public awareness and education are vital to the
participatory nature of the work and is essential
for the future canal maintenance.

Community Participation

Community participation is the most important
strategy for the project. It is essential that the
community participate throughout the project
to ensure ownership of the project because at
the start of the project we want to build part-
nership with them. Community participation is to
be present at all stages of the project: planning,
decision, implementation, supervision and evalu-
ation.

The program preference is to work with commu-
nities, which is paying for the lot they are occu-
pying through the Community Mortgage Program
or through any of the government’s scheme of
land legalization. Ownership of land will assure



the long-term benefit for the people as well as the
maintenance of the project. Moreover, the home-
owners’ participation is at its best when they
know that they are the real beneficiaries of the
program and they are part of the development of
their community.

The homeowners’ association and its leaders
is MSF’s target partner in the community. How-
ever, it is also important to organize and to
structurenCommittee on Health and Sanitation»
fromthehomeowners’association,whichassumes
responsibility in the implementation and future
maintenance of the project thus capability build-
ing of the group, decision - making, supervision
and management are installed through training.

Partners

¢ Local Authorities
Networking with the LGU is essential in the
project because they have program gaining
towards community government.
The City Government of Malabon:
Mayor’s Office
Engineering Office
Community Affairs Office
Health Office
Planning and Development Office
Department of Social Welfare and Develop-
ment (DSWD - Malabon)

K K K ¢ ¢ K«

e Other Partners

Working with NGOs/Sectors/Agencies during

the implementation of the program:

¢ Paradise Village and People’s Village:

3 LINGaP Foundation Inc. (Lingkuran sa Ikau-
unlad Na Ganap ng Pamilya) who introduced
MSF in the slum and deals with the social
aspect of the project (Par adise Village).

3 Department of Public Works and Highways
(DPWH - Third Metro) for the construction of
the bridge.

3 Maynilad Water Services Inc. (MWSI) for the
installation of the potable water system in
the area (Phases | and Il Paradise Village and

People’s Village)
3 Likhaan Foundation a medical NGO in charge
of Mother’s Clinic in Paradise Village Phase I.

At present, MSF is tapping other resources for
the development of the program. We plan to con-
tact with private consultants, who specialize in
water, sanitation and environment. It would be of
great help for MSF to work with local profession-
als, which could carry out the technical evaluation
of the project already completed. An appropriate
specialist could contribute to a great extent his
expertise, new techniques, contact with local net-
work and knowledge of the context and of the
problems.

We are also in contact with the academe. We
have obtained much information through meet-
ings with professors and students. This develops
into public awareness work and advocacy.

Beneficiaries

The beneficiaries are 654 families in Paradise Vil-
lage Phase | and Il with a population 5000 people. In
People’s Village Phase | and Il, our beneficiaries are
511 families with a population of 3700 residents.

Accomplishments of the Program:
Paradise Village and People’s Village
Phases 1 and I

From June 1998 to September 2001, the water and
sanitation program was implemented in Paradise
Village and People’s Village Phases | and Il. In this
period, MSF and its partners were able to rede-
sign and reconstruct the bridge that was block-
ing the existing man made waterway (Paradise
Village). We also constructed and repaired the
existing drainages and alleys and conducted sev-
eral trainings on health and sanitation with the
community (Paradise and People’s Village). All
accomplishments were achieved through commu-
nity participation. Maynilad Water Services Inc.
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and MSF were able to work hand in hand in the
installation of legal water supply system and the
drainage construction. For the future, we plan to
implement solid waste management in one of our
community.

Indicators of the accomplishments of the pro-
gram in Paradise Village and People’s Village
Phases |l and Il are:

® 1240 meters of drainages were constructed and
covered with metal grills. 591 meters in Phase |
and 649 meters in Phase Il. (Paradise Village)

e 1272 meters of drainages were constructed and
covered with metal grills. 698 meter in Phase |
and 574 meters in Phase Il. (People’s Village)

* 934 meters of alleys were concreted. (Paradise
Village)

* 1097 meters of main road and alleys were con
creted. (People’s Village)

¢ Construction of the entrance bridge to Para-
dise Village Phases | to VI, Dulong Hernandez
(NADHAI) and the neighboring areas.

e 310 families have direct connection of their
wastewater to the drainages. (Paradise Village)

e 450 families have direct connection of their
wastewater to the drainages. (People’s Village)

* 500 families (3750 people) have legal access to
potable drinking water. (Paradise Village)

* 522 families (3700 people) have legal access to
potable drinking water. (People’s Village)

¢ 300 people from the community were involved
in the drainage system construction. (Paradise
Village)

® 1020 people from the community were involved
in the drainage system construction. (People’s Village)

® 180 people attended the trainings on Health
and Sanitation. (Paradise Village)

e 110 people attended the trainings on Leader
ship, Basic Waste Management, Facilitation of
Meetings, Policy making for Canal Maintenance
and Hands - on for Secretary and Treasurer.
(People’s Village)

e 350 people attended the focus groups (street
meetings) regarding basic health and sanita-
tion. (Paradise Village)

e 250 people attended the focus groups (street
meetings) regarding basic health and sanita-

tion. (People’s Village)

e Turnover of the Drainage System in Paradise
Village last July 2001 and in People’s Village
last August 2001.

An improvement of the area can be judged by

observation. No litters are around and the com-

munity keeps the alleys and main road clean. m
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Public-private-community partnerships
in management and delivery of water

to urban poor: the case of metro Manila

Arlene B. Inocencio

Philippines Institute for Development Studies, Manila

Abstract

In the Philippines, the Public-Private-Community
Partnerships (PPCPs) are serving the poor with
water through public faucets, group taps, bulk
water, and individual connections. The removal
of technical and institutional barriers in providing
water in urban poor communities or informal set-
tlements in Metro Manila has allowed delivery of
different forms of water services in these areas.
This delivery of service results in benefits to the
poor which include access to and availability of
safe and better quality water, much reduced cost
to households, increased per capita consump-
tion contributing to better health and sanitation,
and freed-up time which households now use for
more childcare, income earning activities, and
even more leisure.

The principal partners in this PPCPs are the gov-
ernment as represented by the residual water util-
ity and the regulatory office as well as the local
government, the private sector as represented by
the two private concessionaires of the water util-
ity, and the local associations and non-govern-
ment organizations. Participation of the different
parties ranged from small, informal and imme-
diate as in the contribution of labor or mobiliza-
tion of a community, or capability building and
empowering of a community, to more substantial,
formal and continuing such as the concession
agreement between the water utility and the pri-
vate concessionaires, the management of a mini
water distribution system or a billing and collec-
tion contract.

There are indications and good reasons to believe
that provision of water for the poor and poor
communities can be a potent tool for alleviating
poverty as it impacts on health, income and con-
sumption, and gender and social inclusion. In
this sense, the PPCPs which are delivering water
to the poorare contributing to poverty alleviation.
The valuable lessons learned in the case of Metro
Manila maybe operationalized and improved to
comprise good practices applicable to otherwater
utilities in other areas.

Introduction

Residents in major poor communities in Metro
Manila are often illegally squatting on private or
public lands left vacant either because they are
reserved for future use or are isolated, danger-
ous or unhealthy and lacking in basic infrastruc-
ture. These squatters are as a policy excluded
from formal provision of basic social services. In
place of formal provision of a basic service such
as water, criminal gangs and profiteers operate a
distribution system which takes advantage of this
lack of access to the legal system. In these poor
or unserved communities, the vulnerable groups
are getting lower quality water often from water
tenders or vendors sourcing legally or illegally
from the Metropolitan Waterworks and Sewer-
age System (MWSS) main lines or from private
wellswhich are severaltimes more expensive. Two
household surveys conducted in 1995 and 1998
in Metro Manila by David and Inocencio (1996,
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1999) indicated that the majority of low-income
households do not have individual piped water
connections but are mostly relying on vended
water. Thus, many poor households live in areas
within the pipe distribution network but are still
not served by it.

With the forged public-private partnership in the
privatization of MWSS , some policy changes
have been effected in provision of water in poor
communities. Because the poor in major squat-
ter areas were technically not illegible to apply
despite indications of interest and in some cases
filing of application forms, illegal tappings in
these areas are prevalent, thus contributing to
non-revenue water (NRW). Encouraged by the
experiences in other countries which show that
serving poor communities can make good busi-
ness sense, the private concessionaires came out
with special water supply programs intended for
these communities. These programs which pro-
vide water connections to the poor contribute to
reductions in NRW and increases in revenues, and
at the same time also address the service cov-
erage expansion targets. The nature of service
innovations introduced through these programs
in squatter communities varies from individual
connections to a shared meter to public faucets
which deliver water by hose to a bulk water for a
whole community.

This paper reports the different forms or types of
water (and sanitation) services provided for the
urban poor, highlight the public-private-commu-
nity partnerships forged in the provision of serv-
ices and the role of each partner, and draw some
lessons which can be used in improving said
services and replicating them in other areas. To
achieve these objectives, key informants were
interviewed as well as a number of households in
selected major depressed areas. A focus group
discussionwas held in one poor community which
benefited from the water connection program of
one concessionaire to add on to the information
obtained from individual households and also
validate what the private concessionaire claimed
they have done.

Where Are the Poor Getting Water?

Prior to the MWSS privatization, the poor in
depressed areas in Metro Manila obtained water
mainly from water vendors and public faucets.
Today, while vended water and public faucets
remain, group taps, bulk water and individual
connections are already available.

1 Vended Water

e thissource continues to be important even after
privatization

e it is, by far, the most expensive water with
prices ranging from about Pioo to P250 per
cubic meter (cum)

A water vendor which uses a tricycle to deliver water in

20-liter containers from a roadside source.

e its quality is doubtful as water may be sourced
from illegally tapped mains or lines of MWSS or
from a shallow or deep well that can be con-
taminated

e it is the least convenient source since water
is either picked up from the source or deliv-
ered by a water carrier in 20-liter containers
using a wooden or metal pushcart, bicycle, tri-
cycle or jeepney with a small water tank
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Public Faucets

the old MWSS served depressed areas mainly
with public faucets

the private concessionaires continue to serve
unconnected households as the MWSS conces-
sion agreement provides for the establishment
of public faucets with no installation charges
for every 475 people within depressed areas
(one faucet serving up to over 50 households)
that are not yet given piped connection
Maynilad has a total of 402 public faucets while
Manila Water has 533

they are less expensive than vended water with
prices ranging from about P25 to P5o per cubic
meter while the water tender pays the east con-
cessionaire P3.98 per cubic meter

these are either managed and operated by
an individual, barangay officials or community
associations/community-based organizations

Group Taps
group taps are installed through the «Tubig

Para sa Barangay» program of one concession-
aire where land title requirements are waived

and connection fee installment is allowed up to
3 months

2 to 5 households form groups and share one
mother meter and may opt to install individual
submeters with one household acting as the
leader doing collection and remittance of pay-
ment to the concessionaire

Manila Water already has 6,577 connections
(including some individual connections) as of
December 2000 official figures

water is less expensive than from public
faucets at an average price of P5.08 per cum

The picture shows the mother meters of the group taps

provided by Manila Water in Barangay Old Balara, Quezon

City (photo is courtesy of Balara Business Area, Manila Water

Company, Inc.).

4 Bulk Water Supply

a) community-managed water connection

one concessionaire introduced this to squatter
or poor communities as an alternative to group taps
requires active participation of the community
a community-managed mini water distribution
systemthat servesits membersthrough metered
pipes and is billed as a single account with one
mother meter for the entire community

the community does meter reading, billing, and
collection for all its member-households who
were each given individual connections with
respective submeters

cheaperthan vended water but more expensive
than group taps at an average price of P6.24 to
P6.65 per cubic meter. Final prices to house-
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holds are a little higher than what the commu-
nity pays the concessionaire since the com-
munity pays for its meter reader, billing and
collection activities, and token honoraria for
the overseers.

b) privately-managed water distribution

® a private subcontractor provides some water
infrastructure investments required to distrib-
ute the water it gets from one concessionaire

e serves areas not yet given individual connec-
tions due to remaining institutional problems
and bears a substantial amount of risk, as dem
olition can occur anytime and the local govern-
ment cannot guarantee anything

¢ resells water to households at rates a little
lower and more convenient than vended water
as distribution is done through long hoses

5 Individual Connections

* «Bayan Tubig» (Maynilad has already 10,200
individual connections as of December 2000)
and «Tubig para sa Barangay» waived land
titles and spread connection fees over 3 months
to 2 years

e this is the most convenient (no more queuing
for long and/or odd hours) and the cheapest,
with the average price to households in the
east sector of P3.08 (and about twice as much

L

=

Battery of water meters just under the electricity meters.

in the west sector) for a 30-cubic meter con
sumption in one month

* households pay the same price as all the rest
in a service area

Forms of Partnerships and Benefits Gained

Private sector participation in the water sector in
the Philippines has encouraged various partner-
ships in water provision for the urban population
especially the urban poor. With the privatization
of MWSS in 1997, different forms and levels of
partnerships became instrumental in extending a
basic service to poor households. A number of
important lessons can be gathered and learned
from them in terms of addressing the needs of the
poor and poor communities and alleviating pov-
erty in the process:

One is the public-private partnership exemplified
by the relationship of the MWSS and the two
private concessionaires. Another is the private
and community partnership between the con-
cessionaire and the community, with the latter
represented by community associations and lead-
ers. Partnerships with the communities can range
from formal (forged through a mini water distri-
bution system or a water bill collection contract
or the sanitation and sewerage project provision
of land) to less formal that mainly involve the
community at the beginning of the project imple-
mentation. Another partnership is that between
private (Manila Water of Maynilad) and local gov-
ernment where the latter is represented by the
barangay officials or the municipal/city officials.
Yet another level is that of private, nongovern-
ment organizations (NGOs) and community part-
nership as in the case of a Maynilad project in
a Malabon village where the NGOs were instru-
mental in facilitating connections and providing
a sanitation and drainage system. Private-pri-
vate partnerships where the other private party
is a subcontractor, and private (subcontractor)-
local government unit (LGU) partnerships are also
other forms of partnerships in the provision of
water for the urban poor.



In almost all cases, both concessionaires have to
work with barangay or area association officials.
Most of the coordination and linking is done with
the barangay and/or association officials who do
the community mobilizing so the concessionaires
can have the opportunity to market the service,
i.e., explain the project, convince the community
to unite and cooperate in the project by agreeing
toregularizeillegal connections, and extendingall
necessary support. Barangays also give endorse-
ments for the issuance of an environmental cer-
tificate of conveyance (ECC) by the Department of
Environment and Natural Resources (DENR) which
facilitates the granting of ECC.

Community meeting conducted by Manila Water staffs (photo

is courtesy of Balara Business Area, Manila Water).

The roles of the city/municipality is mainly in
giving permits to dig and fill. In some cases, the
city/municipality shows more support by grant-
ing global permits which greatly facilitates water
project. In other cases, the municipality/city
waives the excavation or digging fees while the
barangay may also forego the permit fees. Some-
times, the city/municipality provides financial
support for some materials as in the sanitation
and drainage project in Malabon or in the water
projects of Manila Water in Marikina and Pasig.

Meanwhile, the NGOs’ role is primarily on informa-
tion, education, and communication campaigns
as well as community mobilization.

While the partnership by Manila Water with
another private entity in water reselling is far from
ideal, it made possible the provision of an alter-
native source of water for certain communities
after the MWSS was privatized. The alternative
source serves as an improvement to the existing
provision in the area served. The private partner
shouldered the investment requirements to put
up storage and preservation tanks, pipes and
faucets in distribution points and long hoses
that reach bathrooms and kitchens of households
which otherwise would have a long wait because
of the large capital required to bring better water
service to households. Note that the area was
serviced before by public faucets which were
decommissioned by the old MWSS because of the
nonpayment by the barangay officials operating
them.

On the whole, the form, level and degree of part-
nerships formed differ from area to area depend-
ing on the local conditions. Participation of
parties can be small, informal, and immediate
as in the contribution of labor and construction
materials, ormobilization of the community, capa-
bility-building and empowering of the community,
or can be more substantial, formal and continuing
such as in the management of a mini water dis-
tribution system or a billing and collection con-
tract.

Benefits from the Partnerships and Factors
for Their Success

From the interviews of households and the focus
group discussion, it is clear that the serviced
households have benefited in terms of: (1) access
to and availability of safe and better quality water;
(2) much reduced cost of water per cubic meter;
(3) increased per capita consumption which is
higher than the 30-70 liters per capita per day
average for households buying from vendors; and
(4) freed-up time from queuing which households
now utilize for income-earning activities, caring
for the children and more leisure. For households
still without connections in depressed areas but
were served by the water projects of both conces-
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sionaires, the benefits were in terms of slightly
reduced prices (in some cases) and greater con-
venience since they do not have to walk far any-
more to get water. Moreover, there is hardly and
queue since they now buy from households just
next to them.

The above benefits to the poor and poor com-
munities have been realized through the relaxa-
tion of earlier stringent technical and institutional
requirements such as the waiving of land title
requirement and allowing of installments in the
payment of connection fees spread over 3 months
to 2 years in providing water service connections
by both concessionaires. In turn, such policy
reduced cost of connection and paved the way
for regularizing illegal connections in squatter
communities which in turn resulted in reduced
non-revenue water. This differentiated service
approach (adapting technology) for the poor
raises the quantity as well as quality (relative to
the time before provision) of services delivered in
poor communities.

Meanwhile, the success factors in local com-
munity participation and partnerships in water
and sanitation and sewerage services provision
include the (1) presence of a strong NGO or peo-
ple’s organization (PO) that contributes to the
implementation of water projectsinthe depressed
areas, and (2) cooperation and support from the
barangay officials. In instances where there was
some resistance from certain parties who were
operating the public faucets or running the ille-
gal water distribution, the majority of the commu-
nity members provided support and protection
to the construction workers with assistance from
the local police.

For specific Maynilad projects, what contributed
to their success were the (1) effective coordina-
tion with city and local officials; (2) effective infor-
mation dissemination to the beneficiaries of the
Bayan Tubig Program; (3) cooperation from the
residents; and (4) gaining of public confidence by
making goods the promise to provide water (May-
nilad 2001).

Poverty Alleviation and Water Provision

There are indications and good reasons to believe
that provision of water for the poor and poor com-
munities can be a potent tool for poverty allevi-
ation. Lack of water and sanitation impact on
poverty through four channels: (1) health; (2)
education; (3) gender and social inclusion; and
(4) income and consumption (Bosch, Hommann,
Sadoff, and Travers 2000). In the case of the poor
in Metro Manila, the lack water and proper sanita-
tion has certainly affected income-earning poten-
tials due to time spent in collecting water that
could have otherwise been used for more produc-
tive activities, or due to poor health, or lack of
opportunity forbusinesses requiring waterinputs.
As gathered from the interviews of poor house-
holds, the provision of water by the two conces-
sionaires has given them not only water but more
time in their hands. In addition, while house-
holds used to spend so much on water and divide
whatever is left for all the other basic needs,
with their reduced water budget now, households
can spend more money on food and the other
needs. In the squatter areas in Metro Manila
which have been given water by the concession-
aires, the sprouting of small or micro enterprises
is striking. For instance, in one Maynilad Bayan
Tubig project which serviced a group of house-
holds along a creek in Manila, a candy-making
business, which requires substantial water input,
is said to have flourished with the current avail-
ability of clean and reliable water.

In the water projects of Maynilad, the collabora-
tion or partnership directly contributed to employ-
ment through the concessionaire’s agreement
with its private contractor to hire local workers
in the project construction, design and supervi-
sion of the work. In this sense, the provision of
water contributes to poverty alleviation, albeit in
a non-sustainable manner. The livelihood oppor-
tunity for the community-based organization that
will be implemented through the billing and col-
lection contract may be more sustainable and will
benefit not only a few workers or households but
the whole community itself through the commu-



nity projects that will be undertaken by the asso-
ciation from the commission or payment from
Maynilad.

With regard to social inclusion, the residents in
the poor communities that now have water con-
nections feel that they have become a legitimate
part of society, receiving the same services that
the rest have been enjoying. The water service
has given some sense of self-esteem and has
encouraged manyto pursue furtherimprovements
in their standard of living as evident in the chang-
ing of house structures into more permanent ones
and maintenance of a cleaner environment.

Opportunities for Improvement

To ensure that the benefits gained from the partner-
ships are sustained and even improved, areas for
refinement and strengthening must be considered.

On Partnerships. In the case of the community
running a mini-water distribution system, there is
a need to properly empower the community asso-
ciation while at the same time provide it with the
right incentives to make the arrangement more
equitable and sustainable. Specifically, discounts
fortechnical losses may be granted. The discount
should take into account the reduction in nonrev-
enue water plus the savings in the billing and col-
lection costs on the part of the concessionaire. An
example, which has been applied in computing
charges for public faucets, is the 10 percent reduc-
tion in total consumption of the community.

The MWSS regulatory office should also be able
to monitor prices charged by the major partners
of the concessionaires in distributing water, and if
necessary, regulate. Part of the empowering and
capability-building is the technical assistance in
tariff-setting and subsequent adjustments. In the
longer term when the service area is almost com-
pletely served, however, the concessionaire can
choose to take over the operation and convert the
mother meter or bulk water into individual connec-
tions. An alternative option would be to charge the
community the price which would approximate indi-

vidual connection charges so members would not
be paying at least twice as much. The point is that
while the immediate and deliberate effort to serve
the poor is laudable, there should be plans and
preparations for more long-term arrangements.

At present, the private subcontractor distributing
water in «high» risk areas has unregulated price.
A system must be set up to regulate prices by
retailers of this type especially if water being
distributed is obtained from one of the conces-
sionaires. In the present set up, the MWSS
Regulatory Office is tasked with monitoring and
regulating prices charged by the concessionaires
with the basic idea of protecting the consumers
from monopoly prices. Since the prices charged
by the private subcontractor are borne by the
final consumers, they must then be regulated to
ensure that reaping of monopoly profits is not
merely passed on from the private concessionaire
to the private subcontractor. However, regula-
tion must be balanced with enough incentives for
private subcontractors so that they are encour-
aged to continue to provide capital investments
and bear more risks. This type of arrangement
is especially relevant in areas or communities
where the concessionaire is not willing to go into
because of too much risk exposure or high initial
investment/infrastructure requirement.

With the disadvantage and higher cost of billing
and collection in squatters area, going into a bill-
ing and collection contract with an area associa-
tion that has a tested track record appears to be
promising. First, the contract will minimize cost as
well as the risks on the part of the concessionaire.
Second, it may also serve as an incentive for the
community, through the association, to protect the
concessionaire’s interests by reporting leaks and
illegal connections to minimize nonrevenue water.

On Water Pricing. The present rising block tariff
structure which applies an increasing unit charge
to successive blocks of consumption is supposed
to ensure that a basic level of consumption is
affordable to all consumers while providing a
strong incentive for conservation at high levels
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of use. This principle of the progressive water
price structure of MWSS water, however, ends up
having regressive effects on the poorer house-
holds who have to rely on shared water connec-
tion or bulk water with residential rates or public
faucets. Paying for bulk water would mean large
total consumption charged with higher rate due
to the stepwise rate structure, and the poor there-
fore pay higher prices per cubic meter of water.
David (2000) suggests that the pricing policy
must be evaluated more broadly as a means of
establishing the correct level of incentives so that
adequate water, sewerage and sanitation service
may be provided to all at the minimum cost and
the price the consumers are willing to pay. For
equity, an adjustment formula to connections
serving multiple dwellings especially in poor com-
munities may be applied to approximate average
price for individual connections. However, given
the complexity of implementing this proposal, tar-
geting to provide individual connections before
the end of concession may be more realistic.

On Role of Government and Regulation. With
regard to the impacts of privatization, the initial
assessment of David (2000), done just a year after
the privatization of MWSS, on the requirements to
fully realize the gains of the privatization is still
very much applicable four years hence. Accord-
ing to David, attainment of the full potential gains
from the privatization will depend on the «ability
of the Regulatory Office and the residual MWSS
to enforce the contractual agreements such that
potential problems arising from possible weak-
nesses in the contract design and changes in the
underlying assumptions, data, and analysis used
in developing the contract and the technical and
financial bids» can be anticipated and necessary
adjustments in the contract and mode of opera-
tion be implemented. David further stressed that
the «willingness of the Regulatory Office and the
residual MWSS to adopt a more integrated and
holistic approach in dealing with the inherently
interrelated issues of water supply and sewerage
planning and operations, demand management,
pollution control, and watershed and groundwater
protection» is critical. Anotherimportant factoris

the «government’s ability to undertake the neces-
sary institutional, regulatory, and policy reforms
in the water sector to ensure effective coordina-
tion of policies and programs and establish appro-
priate incentive and control structures for more
efficient, equitable, and sustainable management
and utilization of water» (David 2000).

In practice, the price of MWSS water has been
politically determined and ultimately even decided
by the President of the Philippines (David 2000).
A recent example is the bid of Maynilad to raise
its tariffs to cover for foreign exchange losses that
amounted to close to P3 billion. Without such
increase, the concessionaire’s viability is severely
threatened. This bid was acted upon only after the
May elections. It was deemed a high political risk
to raise water prices just before an election as it
would adversely affect the administration’s party
candidates. Still, no final decision has been made
as of this writing, with the concessionaire pushing
for a large onetime increase while the President
prefers gradual and spread increases. This expe-
rience clearly illustrates the government’s strong
invtervention in the water sector especially in the
cse of MWSS which has been historically heavily
subsidized. Inview of this, the government’s cred-
ibility as a long-term contractual partner or regula-
tor may become a deterrent for future or expanded
private sector participation in water. Credibility is
critical to keeping the private sector interest and
willingness to invest in the sector.

On Poverty Alleviation. As illustrated in the water
programs for the poor with public-private-commu-
nity partnerships, there are indications that such
programs can contribute to poverty alleviation.
The valuable lessons learned in the case of Metro
Manila may be operationalized and improved to
compromise good (if not best) practices applica-
ble to other water utilities in the country. A well
designed water and sanitation program that explic-
itlytakes intoaccountthe situation and preferences
ofthe poorand the interests and possible contribu-
tions of other stakeholders and potential partners
can become a potent tool in alleviating poverty.
Given a range of choices, many poor households



will preferindividual connections ratherthan public
faucets or vendor type service for conveniene and
consideration of cost. Providing a range of service
levels for different consumer groups that includes
a low-cost approach should be aimed in the imme-
diate term. The approach should offer innovative
engineering and community involvement. How-
ever, there should be plans and preparations for
more long-term water provision that should be
more equitable and sustainable.

Community support at the outset of the project
can facilitate design and implementation. Thus,
the extensive experience of NGOs in mobilizing
community participation in depressed or poor
communities should be tapped.

Conclusion

Finally, a participative type of service based on a
partnership with the poor, LGUs, NGOs, and pri-
vate sector may succeed if partners are realistic
and flexible. Partnerships take time to be forged
since it takes time to design responses that meet
needs and goals of major players. It is therefore
clear that partnerships formed in the provision
of water, especially for the poor and poor com-
munities, is a continuous process and would
«need trust and patience and a willingness to
compromise to achieve the objectives» (Franceys
2001). H
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Manila

Discussion

Introduction

Benjamin V. Carino

Before | open up the floor for some questions and
discussions, let me focus on a number of issues,
which | hope will serve as a framework for our dis-
cussion.

First of all, on the issue of PSP and privatization,
| think there is a complete consensus among the
papers. | do not hear anyone, even from the Indo-
nesian side, saying that it is not a good thing.
There is unanimity that it is a phenomenon and a
policy that must be encouraged.

In the Philippines context, there are two major
pragmatic reasons to resort to PSP and privatiza-
tion, beyond the need to mobilize private sector
resources.

e The first one is the fact that the government is
financially constrained, it is facing very serious
financial constraints. Our budget deficit is mind-
boggling. Just before | left for Hong Kong, the Sec-
retary of the Department of Finance called me and
asked me if | could generate 15 billion by selling
some of the assets of the government to cover
up some of the deficit. | said this would not be
easy since the property market is down, prices
are down and that it would not be easy to sell gov-
ernment land assets at this time.

¢ The other pragmatic reason is that the record
of the government, and | do not mind saying this
despite the presence of representative from the
government in the panel, in managing utilities and
services, has been almost like a straight-line fail-
ure. One could speak of the Philippines National
Railways (it is near bankruptcy) and the public
enterprises: they either have gone bankrupt or
they are close to collapsing. One could also speak
aboutthe Philippines long distance phone system,
which was managed by the government fora while.

During that period it was very inefficient. It would
take months just to get your phone repaired. Then,
of course, the MWSS, and | do not mind saying this
in the presence of its own representative here.
There was a joke about MWSS in the past: Among
households in Metro Manila, only 50% have piped
water connections, among households with piped
water connections, only 50% have working meters,
and among those metered households, only 50%
of them are read, and among the meters read,
only 50% are billed and among the households
billed, only 50% of the amount is collected. This
joke reflects the kind of negative perception that
people have about MWSS. There is no question in
my mind that the concessionaires are now doing a
much more efficient job.

There is a downside to PSP, which may not neces-
sarily apply to the water sector, which is in many
ways, unique. The concession and BOT models
may not necessarily apply to the advantage of the
poorest segments of society. In fact, there are
some contexts in the Philippine society, where
privatization, PSP or BOT schemes have led to
a pricing structure that has been harmful to the
poorest segments of society. One could speak
of road projects, for example. Road projects are
done with BOT schemes, but there is a very high
toll fee now because a road project is very expen-
sive and « cost recovery», of course, is the name
of the game for as long you are dealing with the
private sector. In our Medium Rail Transport (MRT)
System, some of the proposals would now lead
to a price structure, which I think, is way beyond
the affordability level of the poorest segment of
society. In the case of water supply, it seems to be
working the opposite way: that the PSP and Pri-
vatization, through the entry of these concession-
aires, is leading to a situation where, in fact, the
poorest segments of society are benefited.

There is now a petition for price adjustment and
this has been a source of controversy on the part
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of one of the concessionaires. | think that the
reason is obvious. The MWSS was substantially
exposed to foreign exchange risks, and this raises
the question of the advisability and soundness
of funding a social service, a service that is sup-
posed to be socialized to begin with, through for-
eign loans. You borrow when the foreign exchange
rate is 26 to1, and before you can pay the loan,
the exchange rate is 52 to 1. So you are effectively
doubling the amount of the loan, and that eventu-
ally has to be passed on to consumers.

More basic concerns, at the level of the LGUs.
I liked the pointraised by one of the panelists, who
said that economies of scale could be achieved
if the LGUs did not operate on their own. In other
words, LGUs should not try, especially smaller
LGUs, to solve the problems all by themselves.
It makes a lot of sense for LGUs to cluster them-
selves and some clustering arrangements would
be made in dealing with the water supply prob-
lem. | think that there should be a lot of econo-
mies of scales to begin by doing that. It is not
feasible for LGUs to be trying to solve their prob-
lems on their own, especially the smaller LGUs.
Local autonomy should not be a hindrance to col-
lective actions by the LGUs.

Some of the problems that the LGUs confront
simply defy political boundaries. In Metro Manila,
one could speak of the pollution of the rivers.
There is no way that you can solve the pollution of
the passage rivers that cut across political bound-
aries without all the LGUs cooperating. There is
no way you can solve the traffic problem without
all the LGUs coming into some agreement on how
to deal with it. The road system in Metro Manila
simply cuts across the fractionated political struc-
ture of the metropolis.

At the LGU level, | think one of the papers raised
the point that they just do not have the financial
resources to be able to manage the water system.
| think the flip side of this argument is that the
LGUs are not doing nearly enough, (one could
perhaps exclude the fourth and fifth class LGUs)
in improving their tax collection. The local gov-
ernment code, which is the code that devolves

substantial powers to LGUs, also devolves sub-
stantial taxing powers to LGUs and the record
is that the LGUs are not exerting nearly enough
efforts in improving their financial standing. Many
of the LGUs rely only on the so-called IRA, Inter-
nal Revenue Allotment, which is a national allo-
cation from the national government. The ratio in
most LGUs is something like 80/20, 80% alloca-
tion from the national government and only 20%
local revenue. | think, that this ratio could easily
be reversed because there are now a few cases
in some municipalities, Calamba, for example,
where the ratio is reversed: 20% national govern-
ment allocation and 80% local revenues. In our
own studies, we have found out the LGUs have
simply developed a dependency syndrome. They
simply rely on the releases from the national gov-
ernment, and they are not doing a good job of
improving their tax base and collecting revenues
that are due to LGUs.

Also, on institutional arrangements, | would like
to raise this question: was it really a good idea
to divide Metropolitan Manila into 2 zones for
the concessionaires? | know the main reason for
coming up with two zones, with two concession-
aires independent from each other. Was it a good
idea to do this from the perspective of economies
of scale and the need for coordination? | do not
know. | know the purpose of having two conces-
sionaires is to avoid monopoly and to encourage
competition to some extent. But there is some
perception of inequity on the part of the public in
the sense that those in the West sector say, «Why
are we paying higher prices than those in the East
sector?» To me the reason for that is obvious, the
West sectoris older, that means older pipes, older
infrastructure and, beyond that, bigger popula-
tion. This is not easy to explain to the consuming
public. They belong to the same metropolis, why
are there differences in standards, services and
even pricing? | think that this is an issue that has
been raised by many consumers. On hindsight, |
do not know if it makes sense to have two zones
rather than simply to have given it to one conces-
sionaire, given the fact that the metropolis is a
single, social and economic unit.



Finally, the pointthat water supply must be related
to other services, water supply cannot be treated
in isolation, it should be part of an overall urban
development plan, and this is where capacity
building comes in. The LGUs in the Philippines
are now required to submit a so-called compre-
hensive land use plan, and only 10% of them
have complied with this requirement. | think that
the provision of water supply services must be
related to an overall plan of the municipality and
specifically, it must be related to projections of
land uses or an overall land use plan.

This morning | raised a point with some of my col-
leagues: what is wrong with limiting piped water
to so-called class B water, not necessarily drink-
ing water, potable water. The point is that there
are at least 3 reasons for this perspective | hear
from water experts. One is that we are wasting a
lot of good drinking water for flushing the toilets,
laundry, washing the car, etc. You drink the water,
you spend a lot of money chlorinating it but then
you use it for flushing the toilets etc. The percep-
tion is that piped water is not clean in any case.
A lot of Metro Manila consumers are not drinking
MWSS despite assurances thatitis potable. There
is always that fear that the pipes are old that the
water is colored, and even if we say the water is
potable, they rely on bottled water. So, people
play it safe. The other reason is the cost involved
in treating the water. You need to have bureauc-
racy, treatment plants, chlorinating processes,
etc.

Discussion

Foreign loans, local loans?

Question: how is the decision made to go to
foreign loans or to local loans?

Perhaps local loans are done in the case of
scarce scale or amount of the capital required
by some Water investments (Tubig Water for
example), which are probably much less than
what is required by MWSS. In the case of Tubig
Water (local loan), it was possible to manage
well despite the financial crisis because since the
beginning of the operation, they tapped the local
banks instead of going to foreign banks. Is it pos-
sible for smaller capital requirements to go to
local banks than go for foreign financing?

Benjamin V. Carino

| was not raising this issue as a policy of the
concessionaire, but as a policy of MWSS in the
past. | think that MWSS, before the concession-
aires came in, really relied on substantial foreign
loans for financing some of their infrastructures
investments. Given the current exchange rate, |
can understand the request of one of the conces-
sionaire for a price adjustment.

Marie-Alice Lallemand Flucher

| am from the bank DEXIA, and we offer loans
for local infrastructure boards. When you finance
local infrastructure, the best would be to find
local loans, in the domestic currency because
repayment will be done from tariff in local cur-
rency. But when you did a big amount of credit
for big investment like the investment you did in
Metro Manila or in Jakarta, then you cannot find
any long-term loans in the country and you have
to mix local loans, domestic money and hard cur-
rency. You just have to make a good combination
between both. For the time being, for instance,
all banks are not lending much to Asian countries
because we think that our loans are at the market
rate, and they are too heavy for local infrastruc-
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tures in your countries, so we are just waiting for
the situation to be better, to improve and then
we can again mix local loans and foreign loans.
There is a good point for Philippines, because you
now have a development bank and specialized
banks giving loans for local infrastructures. They
can givein local currency and we are working with
them on technical points, to help them to improve
their process and then to give loans locally. It is
always better to have domestic money as we have
created in France to give loans to France and it is
beginning to work very well. This experience can
be used for foreign countries but we always try
to work with a local bank, because it is the best
way.

Tariff, tariff adjustments

Question: is the tariff really favorable for
the poor?

Lisette Provencher

47% of the poor people is connected to network,
which is quite high actually; it does not mean they
are connected directly to Maynilad network, it
can be a private network or they can be indirectly
connected meaning that they either share connec-
tion, or they buy from the neighbors or something
like this. We have 30% sharing a connection, 7%
using public faucet, and 32% supplied by neigh-
bors and vendors. More important, if we look
again for this population, we saw that when they
are connected to Maynilad network, they con-
sume 27 cubic meters per month. When they are
not connected, they consume 8 cubic meters per
month. In a survey done in 1999, we learned that
those people who are connected were paying 2.80
dollars permonth. When they were not connected,
they consumed less and they paid much more,
6.60 per month. Of course, the personnel income
dedicated to water was higher, up to almost 5%
when they were not connected and, compared to
the cost of per cubic meter, of course there is a big
difference by being connected or not being con-
nected. So, | think that in fact the poor people

can pay for water because they already pay a lot
for water. In addition, when they are connected to
the network, they have good quality water, which
is not the case when they buy it from vendors or
other sources.

Previously, again this is very specific for F. Carlos,
40% of their potable need water was coming from
public faucet, and they used to have one hour of
water every other day, and they used to pay 225
pesos per month per household. The difference
for their water need, they took it from water ven-
dors, so they used to buy 200 liter drum and
they would pay 750 to 9oo pesos per month for
this water, and of course they used shallow wells
and rainwater. So, if we look more specifically
at the case of F. Carlos, the difference between
being connected and not being connected is much
greater because before they were spending 125
pesos per month and once they are connected,
they spend 74 pesos per month including all the
sewerage, sanitation and all of this.... The project
was implemented in 3 months and we have some-
thing like 880 new customers in this area.

Arlene B. Inocencio

As shown earlier, in fact, charging a lower rate
for the first block, or the first ten cubic meters
and below is not necessarily benefiting the poor
because of the shared connections which put
the poor households in say 40 cubic meters or
higher consumption level. Effectively, the poor
are paying the higher price per cubic meter with
the consumption of the two or more families reg-
istered in just one meter. | think the point here
is not the need of the poor for a subsidized price
because before privatization they were already
paying much more than those connected - up to
10 times to 20 times more by buying water from
vendors! After connection, which occurred with
the privatization, the price households in squat-
ter communities pay was definitely several times
lower than it before privatization. In the case of
shared connections, the subsidized price for the
first 10 or 20 cubic meters does not benefit the
pooratall. Iwould even argue that providing sub-
sidies can be anti-poor because the low or subsi-



dized price means fewer revenues for investment
for service expansion. Privatization is now provid-
ing water for more people including the poor and
while increase in coverage is not that substantial
yet, a segment of the poor has now access to this
piped water paying much lower prices than they
used to pay.

Unnamed speaker

| just want to give an example of tariff in water.
It is in South Africa where everybody pays the
first amount of water at the same price. Then,
the bigger is the amount, the higher is the tariff
because we think that rich people consume more
than the poor people. Maybe that is an experi-
ence we could experiment somewhere else.

Col. Angel Efren J. Agustin

Question: this morning in the Jakarta presenta-
tion, it was told there was no tariff adjustment
because of political intervention? What about the
Manila case? Within 3 years, what the percentage
change for the tariff adjustment? Is there a lot of
flexibility for you to change the tariff?

Tariff Adjustment: Per our Concession Agreement,
and it has been made known to the people that
there would be no price increase for the next five
years. However, there is a provision in the Conces-
sion Agreement that allows the Concessionaires
to ask for extraordinary price adjustment (EPA).
This request should be submitted to the Regula-
tory Office (RO) not later than the 31st of March
of each year. The EPA petition should be based
on any of the 11 grounds provided in the Con-
cession Agreement. These grounds are extra-ordi-
nary events that occurred in their operation such
as foreign exchange rate problems, change in law
or regulation, etc. All these grounds will be dis-
cussed by the RO and their merits evaluated. The
collegial decision of the Regulators will be submit-
ted to the MWSS Board of Trustees for approval.
If the concessionaires will disagree with the deci-
sion, then we go to arbitration. The latest increase,
which has been a bigger problem to the Regula-
tors and the MWSS management, was made to
save to save the privatization because one of the
concessionaires is on the verge of collapsing.

Lisette Provencher

Just a point to explain when Mr. Agustin was
saying that we were just about to collapse. That
is right. We were in a situation where the revenue
of the concession was lower than what we had to
refund for the financing of the debt. We do not
talk about any rate of return here.

Col. Angel Efren ). Agustin

If we let go off this concessionaire, who will oper-
ate the concession? No businessman would take
over a business that is losing. Assuming some-
body agree to takeover, there would definitely be
a scheme for higher tariff than the existing one.
Possibly higher than the one the concessionaires
are requesting.

Benjamin V. Carino

I think that point here is that the regulation is very
critical but at the same time it is a very delicate
balancing act. You, obviously, cannot over regu-
late especially the price structure to a point where
your concessionaire would collapse. But on the
other hand, you want to protect the consuming
public. So, these are two things that you must
balance in any type of regulation activity.

The Regulatory Office

Kris Tutuko: in the normal conditions, who is
responsible for not increasing the tariff?

Col. Angel Efren ). Agustin

The determination for increasing or decreasing
the tariff is the sole responsibility of the Regula-
tory Office. The result however is subject to the
approval of the MWSS Board of Trustees.

Benjamin V. Carino

The quick answer to the question really is that
there’s supposed to be no price adjustment in the
next 5 years under normal conditions. It is only
under extra-ordinary conditions that price adjust-
ment should be considered.
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Manfred Giggacher

You said that one of the major challenges for the
future perhaps is that you are going to try to
create or achieve independence for your Regula-
tory Office (RO). So, what are the ideas that are
being discussed about achieving that independ-
ence? As has just been said, the balancing act is
a fine tuning act and it is very critical.

Col. Angel Efren ). Agustin

We were employed by virtue of the Concession
Agreement, we were hired as Regulators because
itis in the Concession Agreement. Our security of
tenureisalsodefinedinit. We can be removed from
our position only by the decision of an Appeals
Panel. Lately however, two regulators have been
asked to submit their resignation because of loss
of confidence. My colleagues are still contesting
this. The only way by which we can really be
independent is through legislation. Right now we
cannot exercise full independence because as |
said we hired through the Concession Agreement
whose provisions are subject to different interpre-
tations by the Concessionaires and MWSS.

Kris Tutuko

1) Is the decision from the Regulatory Office final
and binding to the private partners and the gov-
ernment ornot because your presentation men-
tioned a dispute that went to arbitration. Who
is the winner?

2) Before PSP, the operator is the government
water supply company and what is the role of
the governmentwith the supply company? What
is the status of the employees of government’s
water supply company? What is the solution for
poor people in order to pay lower prices and do
you want to develop individual connections
eliminating the all system?

Regardingyouragreement with MWSS: Is there any

way you could promote transparency to the long-

term benefit of the people in the Philippines?

Col. Angel Efren ). Agustin

On the first question: Is the decision of the Regu-
latory Office final and binding? The answer is yes
unless this is questioned in the Appeals Panel.

On the last arbitration, who is the winner? The
answer is we won on some grounds but we also
lost on other grounds. On the second question:
Before PSP - MWSS is a government owned and
controlled corporation. Its employees are there-
fore government employees. There is only one
tariff rate. There is no distinction between the
rich and the poor. If you consume less, your rate is
lower but if you consume more, you will be charge
a higher rate. On transparency: As mentioned in
the provisions of the Concession Agreement, the
RO can ask for any information from the conces-
sionaires which we think is material to our moni-
toring and evaluation of their performance. Since
the RO is a government office, any report that we
received becomes a public document. In addition
to this, we have the Public Performance Assess-
ment system or PPA and the public participates
in the evaluation of the performance of the two
concessionaires. | have presented the results of
the pilot project but the full implementation will
still be on February 2002. This will be a continu-
ous project until the end of the concession. For
the public to know how the two concessionaires
are operating, we do a Barangay information cam-
paign once a week.

Aloha Samoza

Water Regulatory Commission: We know that in
the Philippines, it really takes a long time for a
legislation to be passed in Congress. Minimum
would be three years and the government has
anticipated that this act, the establishment of an
independent Water Regulatory Commission, will
take at least 3 years. The government is now look-
inginto an interim arrangement, which would clar-
ify the roles of the existing economic regulatory
bodies, namely: the MWSS Regulatory Office, the
National Water Resources Board and the Local
Water Utilities Administration. There is really a
need to delineate the responsibilities of these
regulatory agencies and define underwhose juris-
diction the water utilities will be regulated. We
did have a Public Services Commission before,
dating back to 1932, whose regulatory functions
were transferred to the existing regulatory agen-
cies, but some of which needs to be clarified in



view of the entry of the private sector into the pic-
ture. So, we really have to undertake reforms in
our regulatory laws.

Overcoming the land title issue for
poor people and risks

Manfred Giggacher

Question: | concur exactly with what you said, it is
a very fine balancing act that is required.
Concerning the issue of connecting the poor: | am
very impressed with what has been achieved in
Manila in relation to connecting the poor, espe-
cially in relationship to overcoming the land title
issue. That is the biggest problem we’ve got in
Jakarta. Itis a major hurdle, because normally one
of our internal concession requirements, is that
before we connect anybody they have to prove
that they actually own or legally rent the land on
which they live. So, who takes the risk on that
because it is a substantial risk, from one day to
the next, you can connect an entire impoverished
area and make perhaps not a massive invest-
ment, but certainly a considerable investment
and then, because of some government decision,
thatimpoverished area is demolished, as in some
cases in Jakarta today. So, who takes the risks for
that type of thing?

Lisette Provencher

On the risks regarding the fact that people can
be resettled, the risk is taken fully by the conces-
sionaire. At the same time, nothing in the conces-
sion agreement was forcing the concessionaire to
do so. We do not do it for charity, we do it because
it makes sense from a business point of view. It
represents at least 20% of our customers, so it
is a market. Once they are connected, they take
as much water as the other customers, so they
are good customers and we want to reach them.
In addition, in many of those cases, we avoid to
have illegal connections, not only that with illegal
connections, we loose the water, the money, but
we also have a big risk of contamination of the
network with all those illegal connections running

in the water all around the place. For us, when
we take all of this into account, we consider this
risk that exists, is a risk that we are ready to take
because we think that from a business point of
view, it makes sense. Actually, from the short-
term experience that we have, the major risk we
have seen is not to have those people moved and
resettled (because we checked that they will not
be resettled in at least a timeframe of 5 years) but
itis fire. Because those slums, when fires come in
there, they disappear in one night. We had some
of those areas which were equipped and then you
come there after, and nothing is left. Today, this
is more this than the fact that they might be reset-
tled. It means also that we really need to have the
lowest cost for the investment, and that is why we
make above ground investments, we take pipes
that will bring the same service to the people but
we try to have the lowest investment cost, so
that we can depreciate over 5 years. So if after g
years, they are moved, that’s good because you
can equilibrate the cost.

Small scale environmental
technologies

Today, we talked about traditional forms of provi-
sion, of infrastructure for water. What strikes me,
from an environmental point of view, is that the
alternatives of small-scale neighborhood-based,
both for treatment and provision of water is not
being talked about. So, | am wondering whether
the large concessionaires that are speaking here
or the governments are considering things like
solar acoustics, small-scale environmental tech-
nologies that are, quite frankly, a lot easier.

Arlene B. Inocencio

Smaller neighborhood-type solutions

In the last year, instead of going for the big infra-
structures or sewerage projects, the Manila Water
Company, one of the two concessionaires of the
MWSS, embarked on a community sanitation type
of system for small subdivisions or villages or
for medium-rise residential buildings, many of
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which were established by the government. This
system establishes on-site communal water treat-
ment plants. This project is currently ongoing.
So far, this system has been completed in one
upper-middle income village of about 115 house-
holds. This small treatment facility is now opera-
tional and treats =the wastewater generated by
the 115 households. Of course, | do not know yet
how cost-effective this system really is since it
is still under observation. Nevertheless, Manila
Water has already a done all the preparations
required including community work, project plans,
etc. for the establishment of this communal type
of sanitation system in number of medium-rise
residential buildings in its service area and is just
awaiting for release of WB funds intended for this
project.

On the experience from South Africa, perhaps
this applies to a number of households in Metro
Manila. But as earlier said, these subsidized
prices for the first few cubic meters are not nec-
essarily benefiting the poor because in the poor
communities many households are sharing con-
nections. What can be done however to improve
the plight of the poor, is to at least aim for equity,
that is the poor paying the same price for the
same unit of water is to address the problem of
shared connections.

On formal studies on cost benefits for providing
water to the poor, | do not know of any such
study. Since the privatization of MWSS took place
in 1997, maybe | can show you some indications
that there are possible benefits. No quantifica-
tion was actually done. However, | am aware that
those who are benefiting from the programs now,
having no water for the past 10 or 15 years, are
too willing to pay the price for the piped water
which can be used to infer the benefits from such
programs. That is, these households must prob-
ably be getting as much value in terms of the ben-
efits they obtain from the water connection as
the price they are willing to pay which include not
only the monthly water fee but also the connec-
tion fee. Since the effective price of water after
connection is lower than when water was bought

from vendors, the total benefits from exceed the
price they are now paying to the private conces-
sionaires.

Linkage between the water supply and
the sewerage services.

Manfred Giggacher

I would like to ask the question about the linkage
between the water supply and the sewerage serv-
ices. Traditionally, in the past, when the govern-
ment was normally providing those services, they
usually imposed a tax for sewerage services. On
one of my slides (Slide 21 - Balance of Economical
Costs) when | talked about subsidies, subsidies
were normally funded via the taxation revenues.
Normally, taxation revenues are far removed from
the actual service that is being delivered. It is a
very dangerous situation to be in, because people
do not understand the value for service they are
receiving. So, | am trying to understand how this
pricing on your water bills, including the sewer-
age components, actually pays for the investment
that is needed for the sewerage. Because the
investment that is required for a sewerage plan is
normally 3, 4, 10 times the investment that is nor-
mally required for the water infrastructure. How
does one relate that to the actual service as being
delivered? Certainly, nobody can be disconnected
from a sewerage system if they do not pay.

Lisette Provencher

For sewers, this is something else. Sewers today,
when someone is connected to the sewer net-
work, they have an additional 50% on the water
bill. There are a lot of problems with the sewers.
One of them being the financing of those huge
amounts of money. This money has to come com-
pletely from the tariff since we do not have any
grants. It means that today when people ask us
what do we do with the 50% that we have for
those connected, those 50% in fact are used for
expansion of water today, because this is what
we are doing. Tomorrow, when water will be fin-
ished and when we will be starting the expansion



of the sewers, it means that the water will be for
the sewer. The bottom line question is that the
rate you will have, at this time, is it acceptable
for the people. So, we are now going through this
exercise, because we are starting the rate re-bas-
ing exercise to review all those plans and the tar-
gets. Of course, we’ll have to discuss the targets
for the sewers because it means that if you want
to make this investment, you need to have this
level of increase in your tariff. Are we ready to
have it or not? This is really the question. But it is
not considered, but it might be considered also,
you can have something that is a mixture. You can
have grant to decrease the cost you will charge
to your customers, if the government wants to
increase not that much the tariff; the government
can support a part and you can at this moment
have a tariff that would be lower to be supported
by the customers themselves. But to come back
to the final point that is if people will pay or not,
actually the problem that we have is that there
is a regulation that says that once the sewer is
there, people have to connect. Except that they
do not connect and no one is enforcing the regula-
tion. And if they do not connect, we do not charge
them. So, what we are saying today, not only to
the regulatory office, but also to everyone that
we meet. For us, this is a priority, if we do not clar-
ify this point, there is no way that we will make
investment if we are not sure that we can repay
for this investment. And | am not talking about
people not paying their bills, | am talking about
not being able to bill them because they are not
connected, and we cannot force them to connect.
So, this is one of the major points with also the
general problem of misunderstanding of what are
sewers and what is water treatment. | would say
that generally speaking, because of ecological
trends, all people want to have wastewater treat-
ment. When you talk about wastewater treatment,
everyone agrees. But they do not want to have
sewers because they do not want to change their
internal plumbing system, they do not want to
have an additional 50%, they do not want to have
their streets opened for 3 years, they do not want
to have the disturbances. So, today we do not
have really the feeling that people are aware of

what it means to go from 20% to 66% of cover
range on sewers, not only generally speaking for
the population but we do not also feel a very high
political will to do it. Because even if we have the
finance, even if we have the money to do it, even
if we know how to do it, even if we are ready to do
it, if we do not have the support of all the govern-
ment levels, we will not be able to do it. To make
sewers, it creates a lot of disturbance all over the
place. Today, to have an excavation permit for
water, when you open just half of the street, it
is something that is very difficult so if the LGU
does not want to support the disturbance that
will happen with sewers, we will not be able to
do. If the Department of Health does not want to
enforce the regulation, we will not be able to do
it. If the Public Estate Authority does not help us
to find sites, because this is also a big problem, if
we want to make water treatment plant, we need
to have sites, and to find sites today in Manila is
not an easy thing. There are plenty of problems
like this, beyond the problem of finance itself. |
think we will need to have a huge communication
program, not only for the population but also for
the political and administrative levels to tell that
even if we have the money, even if we want to do
it, we will need their full support to do it. This is
sure that for the concession of Manila, this is the
major part of the investment over the concession
is on sewer and | would say that the final success
after 25 years will be measured on sewers, if we
would have been able to do it or not.

Class B water

Ms. Lye Lin Heng

| just wanted to address a point you made Dr.
Carino, which | think is a very good point, which
is « what’ s wrong with class B water?». In Sin-
gapore, we have the same problem, we are using
class A water for washing cars, flushing toilets...
Recently, we have started using class B water for
the industries. Of course, we have to establish
the system. Because it is a very small country, it
is very easy to plan. We have very comprehensive
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land use planning, so our industrial sites are very
well demarcated. It is quite easy to actually have
a treatment plant for water, and you do not have
to treat it so well for general industries. So indus-
tries use class B water but at the same time we
have very intensively cleaned water, triple AAA
water for high-tech industries. We have experi-
mented with flushing with used water, bath water
...etc Apparently that did not work. The usual com-
plaint is that because the water is not treated, it
starts to smell. | understand that in Hong Kong,
they did try to use seawater for flushing toilets.
In Singapore, water from the tap is very clean but
we have the same perception that bottled wateris
better. So, we import a lot of bottled water, which
adds to our problem of waste. There are tons of
plastic bottles and in Singapore, we incinerate
almost all of our waste. . The good news is we
have just started to encourage recycling among
domestic users in a big way. We really have to
educate the people and | think that if you speak
to the Health Authorities, they always say that
bottled water is really not as good as tap water
because several minerals are not there. | just
wanted to share my experience with you.

Unknown speaker

The overall problem is like this: if you had two
networks, one could be with water that is a bit
treated or not treated at all, and the other one
with better treatment. The problem, in fact, is
from the financial point of view. The big invest-
ment is on the network; it is not on the treatment.
So, it is only in very small territories, like Singa-
pore or Gibraltar (in Gibraltar, they have to make
desalination for their water and it is a very small
place, they have a double system, a double net-
work). But as far as | know, these are the only
places where it is done because it is too expen-
sive to have two networks. So, it is only a finan-
cial matter, itis less expensive to treat more water
even if it does not need to do so. It is less expen-
sive than to build two networks.

Col. Angel Efren ). Agustin
Of course, the idea of using class B water would
be a good idea, but that would be good for those

areas, which are still developing their system.
Right now, Metro Manila, for example, has spent
so much forthe treatment plants. We have 4 treat-
ment plants in Manila. From what we have seen,
their expenses for purification of water is very
small compared to what they are spending for the
development and operations, to distribute this
water to customers. And so, it is only for those
who are intending to develop their water system,
but for a developed system, it may not be a bright
idea because of cost and what will we do with
the treatment plants, where the government has
already put up, as a matter of fact, possibly some
of the concession fees they are paying is actually
repayment for the loans for the construction of
these treatment plants.

Benjamin V. Carino

As you can see, we still have a long road to travel
in the Philippines.

As you know, the reason for PSP is that there is
some profit. What is the internal rate of return for
this kind of project?

The concession fee is defined in the concession
agreement and itis not dependent on the income.
Basically, it is a fixed amount, and it could only
be affected by the consumer price index. We ini-
tially started with 100 million per concessionaire
and it has increased through the years based on
the consumer price index. That answers your first
question. m
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