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tnterview with HLE. Ek Sonn Chan

Edited by Jan Willem Rosenboom and Pierre
Thevenot

February 2009

We spoke with H.E. Ek Sonn Chan -the General
Director of the Phnom Penh Water Supply
Authority- on January 14 2008 to ask about his
vision for improving water supply in small towns in
Cambodia. Ek Sonn Chan informed us that this
subject is truly the responsibility of the Department
of Water Supply at the Ministry of Industry, Mines
and Energy, and that our discussion would just be
based on his personal opinion. The foreword
below is based on this discussion.

“There are a number of donors and organizations
in Cambodia that try to help Cambodia to improve
access to water supply for people, and |
appreciate that very much. At the same time, if we
talk about improving the situation further or faster,
we need to ask how we can do that.

There are many secondary towns in all provinces
that do not have a water supply, and the strategy
of the ministry (MIME) is to encourage private
suppliers to set up systems at the commune level.
A number of private suppliers exist already, and
let me give you an example of what is possible:
One former PPWSA meter-reader who retired set
up a small water supply business not so far from
here. Only about 300 connections, and he is
running it together with his son. He told me that
the technology of his business is not so difficult
and also not so important; the most important
aspect is how to manage the business- how to
control leaks, how to set up a biling and
collections system that keeps his customers
happy, how to keep good records. Those are ali
things he learned while working for us; he is quite
successful and makes a reasonable profit from his
business.

in my vision, it is really possible to bring many
more people like that into this business as private
providers. But to make that happen, we have to
have improved regulation. The operator | just

mentioned told me he is worried about the
licensing term. The ministry issues licenses only
for a short time (one to three years), which makes
it easy to not renew it when the licensee does not
respect the terms of the contract. But | think that is
not really the way. The contract already states
very clearly that if you violate the conditions, the
government has the right to stop your business—
there is no reason to enforce that through a short
licensing period.

If you look at PPWSA, we use high quality pipes
and materials, and we depreciate our materials
over a period of 50 years; in some countries they
use up to 70 years. Even if you take a small
operator who uses low-quality, low-cost local
materials, his system will still function for about 15
years. So giving a license for up to three years
only makes no sense; investing in this business is
for the long term. You need to provide an operator
with a license long enough to give him the
confidence he can recover his investment. And in
this context, even ten years is still short; better
would be fifteen years or longer. Once you do that,
you get two advantages: First, there will be many
more investors ready to come forward, and
second, prices come down as the risk is less.

Step two is that the authority to issue licenses for
these small systems needs to be decentralized. |
believe that the Minister is supportive of having
licensing authority at different levels, depending
on the size of the system. Decentralizing authority
in this way will bring a further two advantages. In
the first place, it will bring forward local investors
willing to set up small water supplies. Obviously
the small towns will never attract big international
investors, and the small supplies will bring
opportunities for local people. In the second place,
it will lead to more people taking responsibility for
improving water supply. Having a very centralized
licensing system is like you only have one head
thinking about the problem of access to water.
Once you give licensing authority to the commune
level, commune chiefs will see it as their
responsibility to improve service provision, and
suddenly you have many heads thinking about
access to water. We'll have a boom in water
supply provision.
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Once you have opened the door to more
investment in the water business, of course there
are further steps that need to be taken. First of all,
it will be necessary to put in place clear and
transparent procedures for the selection and
bidding process to choose a provider in an area.
Provincial and local authorities will need to
develop an overall plan, to decide where to focus,
what to do first and so on. The actual process for
obtaining a license should be simple, and the
contracting conditions should be appropriate to the
local situation. Issuing a license should not take
five or ten stamps from different departments;
better to have one larger meeting with the person
authorized to issue the license and the local
department heads and community
representatives. Once the meeting agrees to
move forward, just one person signs and stamps
the agreement. Being realistic about conditions is
also important. Take water quality for example.
We have very comprehensive national drinking
water quality standards, but | would say they are
unrealistic for small suppliers to meet. If you make
it a condition that the provider meets the national
standards, this represents a huge risk to the
investor. Better to agree on a number of high
priority water quality parameters (such as
bacteriological quality and presence of arsenic)
that can be controlled and measured by the simple
instruments of the operator. Likewise, intermittent
service should be acceptable; no need to specify
24 hours coverage. In this kind of regulation you
cannot go too high, it needs to respond to the
needs at each stage. In terms of the form of the
contract, better not to talk about concessions,
BOT or whatever, it will be for life. Let us
acknowledge that the supply will stay private; the
government will not get involved at the commune
level.

In an environment like this, there are all kinds of
things PPWSA is willing and able to do to support
water supply development. The easiest starting
point is to talk about training. We can set up
training courses —and even have our own facilities
to do so— especially when there are well defined
problems like leak detection or chemical dosing.
We know those are common issues for the small
operators, and for example in leak detection and
repair we have a few clever solutions that are low
cost, and can be easily applied by them.

Then there is the water tariff, which is a sensitive
issue for many people. To start with, the tariff
should of course be based on a sound
understanding of the costs of producing the water.
However, many operators don’t know how to
determine their costs, and instead look at the
prices charged by other utilities even if this is the
incorrect way to go about things. There is a joke in
Cambodia that goes something like this: “The
money | get after | sell something is 100% profit,
because everything | was going to spend, | spent
already”. Costs and profit are hard to understand,

and at the end of the day, an investor may have
money left over that he thinks is a profit, while
actually it represents only depreciation and in the
long run, he gets back less than he invested. |
think we need to help them to know how to
calculate their costs in a very simple way. This is
where PPWSA can help as well, as our staff can
assist in determining the cost to produce water.
Tariff regulation should then leave room for tariffs
to be set at full cost recovery level, with an
acceptable level of performance, plus a
reasonable profit margin. Some people say that in
this case tariffs will become very high, but | don’t
think so. In some places, water tariffs are very
high because of their bad performance: high water
loss, low collection, too high profit margin etc. This
reflects lack of experience, know-how and control.
And the alternative is very risky; if investors
cannot make a profit; this is dangerous for the
future of the water business. So this another area
for good regulation.

For the small investors, it is hard to pay for a
consultant to design a system for them, but | like
the countryside... if there is a promising commune
that wants to work on a water supply, with a sound
local investor, our staff can help with design and
technical questions.

These small systems are of course very different
from the sort of operation we run, but that does
not mean we cannot help; as | said we just have to
focus on what the actual problem is, and be clever
about finding appropriate solutions, and we have
the experience to do that. Copying our approach
to using block tariffs to support poor households
for example is not a good idea for small providers;
administering a block tariff is difficult without a
computerized billing system, and if you have a
large proportion of low income customers it may
be difficult to make a profit (because the lowest
tariff does not make a profit, but is cross-
subsidized by the ftariffs in the higher blocks).
However, subsidizing the connection for poor
consumers —which is the other component of our
social strategy— rather than subsidizing the
consumption is the right way. We can even help
operators access funds that are available from
AIMF, World Bank and others to do this.

When we started the rehabilitation of the PPWSA
water works, there was a lot of pressure to only
consider private sector solutions, because there
was a lot of negative experience globally with bad
performance by public utilities. Now things are
changing, people don’t say public is bad anymore.
Public or private, it is black cats or white ones.
What is important is to catch the mouse. | think we
can make something happen and show it. If the
board allows us, we could even be co-investors in
a small private system, and this would give some
valuable pilot experience about supporting local
sector investment.”

Phnom Penh, 14 January, 2009
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The involvement of the rural private sector in
water supply in Cambodia is unique to the country.
The presence of this private sector allows other
entities to respond to new demands from people
living in the larger villages for household water
supply, which the State is not yet able to address.
These entrepreneurs operate on a merchant
basis, lacking an institutional structure which is still
being created. Their business is most often based
on pushcart delivering water barrels at the house
of villagers or more recently on small piped
networks usually distributing raw surface water.
Service is rough; the water quality is uncertain, but
the users are satisfied with this service, because
for them, it constitutes another alternative to the
already considerable choice of water supplies
available—ponds, wells, boreholes, and rivers.
Their demands focus more on a practical objective
(a supply in the household) than on a sanitary
one, even if surveys show that villagers have a
good understanding of health risks associated with
water.

The MIREP’ program, launched in 2001 to
transform these very basic initiatives into basic
services, began as a pilot project supporting one
entrepreneur in the implementation of a small
piped water system. Through the implementation
of 14 small scale water supply systems, the goal
was to enhance a qualitative improvement of the
water service in some Cambodian small towns
through the transformation of rough and informal
merchant services to a basic water service
supplying drinking water to an extended
population under a formal institutional
arrangement.

The MIREP program was designed as a pilot
project, aiming simultaneously to:

= develop the main components of such a
basic water service (designing technical options
adapted to small piped water systems, proposing
institutional arrangements to formalize the local
public/private  relationship,  reinforcing  the

! Mini Réseaux d’Eau Potable (Small Scale Piped Water
Supply System)

capacities and knowledge of local stakeholders
including the users);

= analyze the potential for  the
professionalization of water supply entrepreneurs
in the small towns;

= develop and make available technical
and methodological references that were validated
through project implementation and that could
contribute to the reflection on a policy for water
supply in Cambodian small towns.

The emphasis of the project was to promote, as
much as possible, the participation of the local
private sector, (understood in the widest sense of
the term), with the constant aim of attaining a
service which will meet national and international
standards of water supply and quality.

In order to move forward, the MIREP program
made a choice, in particular linked to its proximity
to the Ministry of Rural Development, to assist the
nascent  involvement of communes in
decentralization, to strengthen provincial power
through the process of decentralization, and to
respect the cultural heritage of those who devised
and financed the project (the Syndicat des Eaux
d’lle de France), greatly influenced by the French
model of contracting of water supply services by
the communes. In this process, MIREP focused
continuously on innovation and technology
transfer, specifically regarding the creation of
innovative treatment stations and the training of
local builders and entrepreneurs.

It is this course of action which this document
seeks to describe:

= firstly, the existing situation consisting of
private initiatives offering rough services;

= the MIREP system of supervision based
on the progressive support to the different
stakeholders involved: the provinces, the
communes, the private sector, the users;

= the technological and institutional options
that were selected;

= and lastly, the reactions and
transformations of these stakeholders to the
program implementation.
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The figures confirm the validity of the
participation of the local private
sector

14 systems were installed in 4 years within the
MIREP framework, 4 more than had been planned
at the beginning of the project. Out of these 14
systems, 4 are existing ones that were enlarged in
order to serve a whole town, and the others are
completely new systems, set up by local or
regional investors. In overall, 12 local
entrepreneurs were supported and trained to set
up and are now managing the piped water
systems.

At the end of 2005, a few months after the start-up
of the last water systems, the number of
households connected to MIREP systems stood at
3,673, or about 21,000 people, or 61% of the
households in the areas to be served. The
average levels of consumption from the system is
currently on the order of 40 liters per person per
day, with strong seasonal variations, since the
users have other sources available to them—wells
and boreholes—especially in the monsoon season
when rain water is abundant. The price of the
water averages around 0.50 US$/m3, and the
connection costs for customers are on the order of
15 to 18 $US per household.

All told, nearly $620,000 US in investment was
mobilized to complete these water systems, of
which 66% came from the local private sector,
31% in the form of subsidies, and the rest from
public participation. The regulation of the piped
water systems was assured by the development of
local public-private contracts between the local
entrepreneurs and the communes, in the form of
divestiture, concession, rental or leasing.

These figures show that the private investors are
well attracted by the water sector, are willing to
professionalize themselves and welcome the
formalization in a common framework, meanwhile
they are able to match with the population’s
expectations.

Creating a space for the local private
sector

MIREP’s logic has not been that of systematically
defending the local private sector, and the limits of
this participation have been clearly set out in this
document, but defining a space where the local
and national private sector can, with the help of
local resources, provide a service to the
population without the country falling into debt in
the long term. This participation presents an
alternative to the high-end technical and financial
solutions that often ignore the experience acquired
by local private parties, their investments, their
relationships with the population, and their ability
to evolve toward professionalization.

The specifications have a great impact with
respect to the participation of the local private
sector. The desire for “modernity” often hidden
under objectives of sustainability or public health,
impose “deluxe” standards having no basis in
reality, and which may be a barrier to local
initiatives.  The example of Smau Kney and
Chambak described in this report show that, for a
similar population, the difference of standards and
specifications may bring about a relation of
investment costs from 1 to 7.

In order to flourish, local private participation will
therefore need a space, well-defined and even
limited by existing standards, by attractive
investment models, by flexibility in the designing
standards, but obviously with no compromise on
the quality of the water.

Contractual modalities must
“convince” the local private sector

In spite of itself, MIREP has been a point of
tension between the supporters of centralized
versus decentralized governance. MIREP’s option
was to choose a local contracting process, one
that provided continuity of relations between the
local private parties and their environment. This
model of legal framework attracted private
entrepreneurs as much by its logic of construction,
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of consultation, and of transparency (quite
different from the unilateral licensing system,
which is often arbitrary in its decisions, of short
duration, and onerous in terms of its transactions)
as by its legal basis, which is uncertain in the hazy
institutional framework of the Cambodian water
sector.

The validity of the decentralized model in the
regulation of the private sector has yet to be built-
up. The commune councils do not yet constitute a
sufficient counter-force to regulate local systems.
They are not encouraged by a population unused
to making demands or expressing opinions
publicly, badly served by an institutional
arrangement that does not precisely define their
role with respect to services, and ill-convinced
themselves of the worth of elective offices when
compared fto the social success of the
entrepreneurs. It is possible that, for lack of
means, the program did not emphasize this
component enough, but it is appropriate to
recognize that the commune project ownership in
this domain is premature as long as the conditions
of minimal competence in the communes are not
met.

Yet, giving up on involving the communes in water
service would be an error, because the signs of
involvement are encouraging: the attracting of
local entrepreneurs, the mobilization of funding,
the replication of private-public contracts at the
local level, and the good level of transparency are
all important bases for the participation of the local
private  sector. Supported by decentralized
authorities, such as the provincial rural
development committees, one could expect
sufficient middle-term involvement by the local
elected officials, if the national regulation system
leaves them some room for exercising their
competence.

Even if, in the best of cases, the connection rate
approaches 100% in the dry season, the use of
water from the system in the villages is not
exclusive. The practice of combining piped water
from the system with other water sources, mainly
rainwater and pond water, reduces the potential
for positive impact on health. The water fees,
which are high when measured against income in
the population, plus a relative ease of access to
free water sources explains this situation.

Universal service, which would mean the whole of
the population having access and using the piped
water system in a systematic and exclusive way,
is a matter of reducing scaled costs which is not
possible in the case of the management of
systems in the small towns, and also supposes
factors of adjustment with the urban zones,
especially through cross-subsidizations.

The objective of public health in the villages
cannot be considered apart from a holistic
approach to the problem of water, with support
and regulation covering not only the piped water
system but also the other sources cof water
available to the population. While MIREP, like
numerous sectoral projects has focused its
attention on setting up the systems, it would be
necessary to integrate all elements of potable
water conveyance in the small towns concerned.

Jean Pierre Mahé (2005)
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Written by the former project manager of MIREP,
this document describes the story, the approach
and the results of the MIREP project. This
afterword aims at providing some hindsight from
operational aspects, focusing on the essential
choices that founded this project, and to adopt a
more institutional viewpoint on this experience.

The MIREP project aimed at setting up piped
water systems in small towns of Cambodia, and
anchoring an operational and institutional scheme
in the prospect of scaling up the approach. This
option responded to several observations:

- As intermediary grey area between villages —
supplied by domestic systems or community
wells — and cities — already equipped with
public piped water systems — small towns
have been left behind by water supply policies

- In these small towns domestic access to
water is reduced, because of water scarcity
and little time dedicated by local people to go
and fetch natural water. A spontaneous
private, water supply service has emerged in
these areas: water cart vendors (“push-carts”
filling up domestic jars for water storage), but
also local entrepreneurs pumping surface

water and supplying water through small
distribution network to households, with local
authorities backing

- These private initiatives illustrate the
emergence of a paying water supply service;
households show more and more interest in
direct at home water supply service; the
concept of piped water supply exists,
involving local investment ranging from 2,000
to 10,000US$. However water supply by
pushcarts is expensive and small piped water
systems are limited to relatively dense and
well-off areas while the problems of pollution
are emerging and the legal status of
entrepreneurs remains precarious.

Consistent with the new water supply policy in
Cambodia, in 2000 Gret and Kosan Engineering
supported one of these local entrepreneurs for the
construction of a water treatment plant. Based on
this experience and knowledge of private- and
water sector dynamics, the MIREP project started,
with the objective to set up 14 good-quality piped
water systems involving local entrepreneurs,
within a clear contractual framework established
with the Government and the communes
(Cambodian local authorities).

MIREP project consisted in a qualitative
transformation of the water service: from an
informal and unregulated service to an essential
service, operated by the local private sector within
a contractual framework. Main changes brought in

™ By Philippe Lavigne Delville, Director of the Scientific department
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by the project are: extension of the distribution
networks beyond town centers, accessibility to the
poor (at least, decrease of the costs), ensuring the
production of treated drinking water, contracting
with provincial and commune authorities.

MIREP’s objective was to promote small-scale
piped water systems improving existing facilities:
underground pipes, water meters for payment
according to consumption, water tower for greater
area of supply, and, above all, water treatment
plants to guarantee safe drinking water. Indeed,
even though at first the taste of chiorinated water
was not appreciated by the people (who prefer
rainwater), it was considered essential for public
health to develop microbiologically safe water.

Besides the necessity of providing drinking water,
these small piped water systems are justified by
their low cost for users. It is now well recognized
that poor people are excluded from piped water
systems and pay high cost for water when
traditional supply schemes get impossible”. In
these small towns one cubic meter of water sold
by push-cart is twice as expensive as informal
pumping networks. Despite the high investment
cost, MIREP piped water systems set up cheaper
cubic meter tariffs than the lafter, thanks to the
coverage area and the contractual management of
tariffs.

Furthermore, MIREP’s objective. was not to
reproduce international standards for piped water
system design, which would have raised all costs,
and bred pernicious effects like dependency on
external funding, higher cost for users, and
obstacles for poor households’ access. Technical
and design options were decided according to
different needs: ensure water quality and system
quality, anticipate future water demand without
oversizing the system, and limit investment and
operational costs in order to maximize access to
the service. Thus in comparison with other piped
water systems in Cambodia, MIREP investment
cost is 5 to 8 times lower, and the household
connection fee is half the usual cost.

Local private sector participation in essential
services has been debated often, focusing on
capital cities’ water concessions and the

" UNDP 2006 report on human development, Beyond
Scarcity. Power, poverty and the Global Water Crisis,
confirms on a large sample of countries this empirical
observation made by Gret for several years.

involvement of multinationals. In the case of
MIREP, the will to involve local entrepreneurs for
the management or even the investment in piped
water systems results from the observation of
existing, local dynamics and the orientations of the
national policy towards water supply. It is also
inferred that the local private sector is efficient for
this kind of responsibility. Cambodia has been
characterized by entrepreneurial dynamics,
notably in the electricity and water sectors,
responding to public interest and therefore
satisfying the users. Moreover the commune
authorities were only recently elected and have
been unable to manage such a service, even to
contribute to the initial investment.

Then the PPP (public-private partnership) concept
made its way. But this ferm includes a broad
choice of realities, according to the institutional
frameworks, the responsibilities of involved
stakeholders, the relationship established between
them, and the regulation capacity. In fact this term
does not say much about the interactions
emerging between the public and the private
sphere. Indeed the local entrepreneurs - already
involved in small water services or mobilized
through MIREP — have nothing in common with
the multinationals collaborating with large cities in
developing countries. Even though most piped
water systems under MIREP have consisted in
divestiture, several contractual solutions were
offered, from leasing to concession, allowing
adequate negotiation on institutional choices,
according to the responsibilities that the commune
felt able to handle.

The content of the contracts was carefully
elaborated and discussed, even though all
stakeholders did not have the same capacity to
fully understand such a recent scheme, and
rooting a contractual framework requires
experience over a longer timeframe. PPP
principles relied on interests convergence: while
private entrepreneurs committed to invest and
connect a certain number of households to a
good-quality, affordable and continuous water
service, local authorities guaranteed a safe
investment recovery through the contract, formal
negotiations, legal recognition and access to
credit. For local authorities, the advantage was to
extend a water service coverage at a low cost
(only the treatment plant required subsicy, to say
30% of the total cost), to ensure good water
quality and acquire a control and regulation role.

Thus entrepreneurs invested much more than they
used to do for informal networks, as they trusted
the proposed framework or their capacity to assert
their own interests. It is too early fo draw
conclusions, but several elements can be
highlighted: the connection of poor households
follows a slow process in some of the small towns,
but so far the water service has been delivered
without breakdowns or interruption; the water tariff
has been respected and the entrepreneurs have
not systematically taken the opportunity of
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renegotiating the tariffs after oil price increase;
entrepreneurs show some will of
professionalization that is differing between
investors living in the served area and operators
living outside the service area. Even though higher
than before72, the investment cost remains quite
low (around 30-40,000 US$ in total, 60% financed
by the entrepreneur) and represents a source of
income for business people or retired managers
looking for a regular, sustainable income rather
than optimal profit.

In 2000 the main orientations of the water supply
policy, including the mobilization of private
investment, were fixed, but the methods of
implementation were not. The Ilegal and
institutional framework was under construction
(the water supply policy was signed in 2003) and
the process is still ongoing today. The framework
defining the PPPs was made for big investments
and was centralized. Besides the decentralization
process and the creation of communes were latent
— the elections were held in 2002. This situation
was an advantage as well as a constraint. The
advantage was the opportunity to pilot an
institutional scheme, and then contribute to the
discussions on the different political choices to
make. MIREP suggested a more decentralized
system than the piped water systems of big cities
run under the responsibility of central authorities.
Thus, even though they were recent and quite
weak, the communes were at the heart of the PPP
contract. The provinces were given the role of
coordination and supervision. The provincial rural
development committees gathering the technical
agencies supporting the communes have a
confirmed technical expertise and ensure local
proximity. The provinces highly committed
themselves, showing a strong interest in the on-
going dynamic and the powers conferred on them
compared to the central level. Such a pattern
seems to work, and could possibly be integrated in
the water supply policy if the Government finds it
relevant (the same prevails for contractual and
technical specifications issued from MIREP).
Beyond the competition between national and
provincial level authorities, it seems that the new
PPP framework widens the contractual options
and plans some delegation at the provincial level.

Simultaneously this situation of anticipation also is
difficult, as it forces us to act and decide within an
unclear framework, to suggest choices that, even

™ This also made evolve the general profile of

entrepreneurs, as a certain number of owners of
information piped networks were not selected and
were compensated for the loss of their water
business.

though discussed, do not get rooted in institutional
terms. This situation was a big issue, as the status
of small towns and the responsibility- of water
supply were not officially stated, between the
Ministry of Rural Development (MRD), responsible
for rural areas, and the Ministry of Industry, Mines
and Energy (MIME), responsible for urban network
systems. The MIREP project started under the
supervision of the MRD and the sharing of
responsibility between MRD and MIME was
formalized only in 2005. This did not facilitate
political dialogue on institutional options at the
central level. ideaily such a project should have
been part of a wider process of water supply law
preparation, under the ownership of MIME and
through reinforced technical and political dialogue
with the Government. The time frame of all on-
going processes made this ideal not possible,
even though many dialogues were held’®. This
perspective is more conceivable within the new
PACEPAC project, carrying on the same
objectives.

As Jean-Pierre Mahé explains, the “MIREP
programme was born from the idea of
transforming local private sector initiatives into a
basic water service:

= Water matching international water
quality standards;

= Geographical coverage matching the
small towns population affected by the
lack of water and the pollution of
traditionally used water sources;

» Individual access (connection) to the
highest number of inhabitants, with
alternative services for the poorest;

= The setting up of a regulation framework,
defining the service conditions through a
common agreement between users, local
authorities and the private sector”

Beyond the evolution of the water system (piped
network, treatment, house connections), the
nature of the service is concerned. The situation

™ About the articulations between experimental projects
and elaboration of the sector policy, cf. Kibler, J.F. et
Perroud C., 2003. Vers une cogestion des
infrastructures hydro-agricoles. Construction
associative et réhabilitation de poiders : I'expérience
du projet Prey Nup au Cambodge. Paris : Editions du
GRET; Matthieussent S., Carlier R. et Lavigne
Delville Ph., 2005, Un projet d'électrification rurale en
Mauritanie (1995-2000) : Alizés Electrique : histoire et
enjeux d'une tentative de construction d'un service
durable, Etudes et travaux en ligne n°6, Paris. Ed.
Gret, 154 p.
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switches from an informal private service
delivering raw water to a hard core of customers
with no guarantee of supply, to an extended
service, of which the quality is guaranteed, and
implemented within a contractual framework
negotiated with the communes and the provincial
authorities.

The qualification of “basic service” or “public
service” depends on two major issues:

= Access for the poorest. is the service
large enough to be qualified as “public™?

= Regulation: are  the share of

responsibilities and the capacity of
regulation of public authorities effective?
Can the users influence  the
implementation of the service?
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The first piped water systems now have been
operating for 3-4 years and the most recent for
one year. It is therefore too early to measure
effects that can be assessed only over a long
period. However it is worth noting a connection
rate close to the objectives after two years of
service (differing a lot according to the sites), and
the absence of any problem in the service and the
bill recovery. On average 61% of houses located
in the central part of the small town are connected.
The connection concerns more central locations,
business and handicraft activities and wel-off
households, even though the Iatter prefer
rainwater and have important water storage
capacity. Isolated or/and poor households do not
connect so easily, depending on their distance
from the service central area and the willingness
of the entrepreneur to connect these households
in the short term (as the entrepreneur has a
contractual deadline for connecting this
population). Some people remain excluded from
the service, at least for some time, despite the
setting up of community stand pipes and the
development of water sale by connected
households.

The geographical exclusion (isolated areas or
houses, depending on the village organization) is
linked to this technique of water supply, and
progressively  disappears, through public
investment. Socioeconomic exclusion is partly
related to the geographical exclusion, according to
the socio-spatial organization of the village. Apart
from remote or dispersed areas, this exclusion is

™ Apart from this document, this paragraph relies on a
study conducted by Clément Frenoux, 2005, Analyse
de la consommation de I'eau dans les zones semi-
rurales du Cambodge aprés la mise en place du
programme MIREP, GRET, and on an impact study
on recently connected villages (Billard C. et Boursin
J., 2006, IFU/GRET).

not due to the cost of water, as it is cheaper than
other solutions. Yet lower connection rate is
noticed in remote areas than in dense and central
areas. Poor households sometimes do not dare
requesting connection; the obstacle of the
connection fee is not an argument according to
some studies: in MIREP sites the connection fee
is 15-18US$, which is a very low amount
compared to rates in Africa, where connection is a
real issue. But is has also been observed that
entrepreneurs never applied the credit for
connection defined in the contracts; rmoreover
entrepreneurs also invest gradually and usually
prefer ensuring a stable coverage area in the
central part before extending the network. 1t is
anyway too early to conclude on this issue, as the
strategies of entrepreneurs and users keep
evolving. Access to the service also relies on the
regulation capacity of the public authorities, in
case of reluctance to respect all commitments.

It seems that the MIREP approach did not
sufficiently tackle the issue of water resale in
some of the small towns. Indeed MIREP focused
on individual connections, so to say the major
demand for access to water. Reselling water
extends the service, but resale tariffs are much
higher and not regulated, bringing supplementary .
income fo the resellers. So far no clear rule has
been set up for this matter, and neither the
entrepreneurs nor the public authorities have tried
to deal with this. Information to the users about
water tariff, comparison between all water costs,
alternative solutions like community stand pipes
and network extension are probably the most
suitable  solutions to limit this resale
phenomenon75.

Some stand pipes are currently managed by one
household and cover poor parts of the town in the
service coverage area. This temporary solution
presents the disadvantage to make tariff
regulation difficult, as the operator loses the
responsibility for these points. It would be more
consistent to insert this management in the public-
private contract, in which the private operator
decides to manage by him/herself or to contract
out.

Before the new piped water system was
established, households relied on different water
sources (rainwater storage, private wells, ponds,
water carts, etc.). Connected households also
combine several water sources, usually rainwater,
pond and piped water, according to the sources
available, the season and their living standard.
The arrival of the piped water system recuces the
use of water cart vendors (push-carts) a lot,
making them *victims” of the new water service;

™ We could also imagine that some households would
be official resellers, benefiting from wholesale tariff
under regulation. Negotiations with micro-finance
organizations for a credit for connection could also be
envisaged.
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other water sources are still preferred by people,
like boiled rainwater for drinking. Piped water is
used for all other uses, especially in the dry
season. Consumption levels vary between both
seasons, and a slight quantitative increase is
observed. The acceptance of chiorine taste also
develops.

The perception of piped water as a supplementary
solution, combined with other water sources is
normal. This confirms the necessity of realistic
system sizing, based on effective consumption
levels and mid-term prospects rather than
theoretical standards tending to oversize all
installations and overestimate water volumes to be
sold, periling the infrastructure profitability.

The evolution of these two aspects of access to
poor households and users in general will be
interesting to follow in the long term.

MIREP’s contractual framework involves three
contracting parties: the province, the commune
and the entrepreneur. Provinces bring technical
support via rural development committees
(PRDC). The commune councils were created as
the project was starting and were quickly
integrated in the contract, despite their recent
appearance.

The local management is handled by the users’
representatives, initially members of the Village
Development Committees (VDC) *°, or being the
heads of village or volunteers. They are given the
task of monitoring the service quality and transfer
the grievances to the entrepreneur or the
commune.

The content of the contracts always breeds long
discussions. Yet so far the culture of written
contract has not been assimilated in the local
culture. The respect of commitments is more
verbal and depends on power relations. Several
terms and articles of the contract have not been
respected (differed payment for connection,
accounts transparency, regular meetings) but the
contract remains useful to secure the
entrepreneurs’ investment and some major
articles (tariff and service quality) have never been
breached.

The issue of regulation is more problematic. Users
remain quite passive, even when rules are not
respected, like a unilateral review of the
connection fee. Users’ committees, with no
contractual obligations, do not work. Only heads of
village as users’ representatives are quite active,
but more on behalf on their elective function. The

"® This participatory agency was created under SEILA
programme and does not exist anymore. Its role was
fo mobilize local people in a committee and submit
projects related to the development of the commune.

personality of the head of the commune, as well
as his/her commitment in regard with the piped
water service is variable, but is usually more
important in the context of leasing contracts than
private contracts. An example of the limited
regulatory role of local authorities is the absence
of reaction over the issue of water reselling by
some households. This issue is all about a
learning process, but the socio-political situation
and the nature of the contract should not be
neglected.

In reality, during this first phase of implementation
the technical team Gret/Kosan played a crucial
role. PRDCs have developed know-how for project
implementation methods, Govemnors have been
committed to the projects; communes on the
contrary are weaker and the commitment of
political representatives differs from one to
another.

Regulation capacity probably has the highest
potential at the provincial level. During the project
implementation MIREP team played an important
role of mediation and regulation. Now that the
institutional and legal framework is built and
defines responsibilities, the stakeholders can
develop an assimilation of these responsibilities.
Time for learning process again is necessary to
make these functions stable at the provincial and
commune level. First conflicts shall be considered
as a test to analyze the way stakeholders react
and manage these situations, especially regarding
the importance that local authorities attach to the
service quality standards.

Basically, learning by doing shall remain the rule:
the willingness and capacity to respect the
contract and to ensure regulation by the public
authorities will be assessed by observing the daily
management. Trials, errors and adjustments
obviously are to be expected and shall lead to
some adaptations. All stakeholders will feel able to
play their role if they enjoy a necessary
institutional recognition within the public policy
framework and if they receive some support
during this learning process.

dekdok
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Implemented from 2001 to 2005, the MIREP
program was drawn-up to address water supply
issues in Cambodian small towns. Based on
Public Private Partnership (PPP) approaches
through delegated management, the MIREP
program aimed to pilot public-private participation
for financing and operation of water utilities, to
promote low-cost water treatment and supply
technologies, and to test financial mechanisms for
supporting local Small-Scale Private Service
Providers (SPSPs).

In its four years of operation, the MIREP
experience resulted in: the implementation of
fourteen water utilities; the creation of a suitable
environment for private investment, and the
piloting of several contractual arrangements
between private sector and public authorities.
Written in 2006 by Mr. Jean Pierre Mahe, this
publication highlights several outcomes, outputs
and lessons learned that can be spread and
considered in other countries. However, four years
after its publication in French, the present English
version has been updated and reviewed,
incorporating current data as well as changes
observed from past years.

For that purpose, the first part of this
postscript will show the evolution that took place
following the end of the MIREP program and the
current performance of the water utilities. The
second part will identify and analyze the main
constraints and opportunities regarding the
development of water utilities based on public-
private participation. Finally, the third part intends
to lay out a road map for a suitable scaling-up of

PPP approaches in Cambodia.

According to the latest figures available from
GRET, in December 2009 there were between
175 to 1,200 households in the water supply
service area of the 14 towns supported by the
program. It is estimated that the water utilities
served more than 28,000 inhabitants. Six
additional systems have been developed without
external technical assistance, financed directly by
the private water operators. Unfortunately, the
contractual model has not been replicated; only
the technical and economical components were
copied. Others SPSPs have diversified their
activities toward bottled drinking water production
or other services such as electricity supply. Only
one water utility was sold to an existing private
investor. Since 2006, GRET has also been
implementing another program named PACEPAC.
Based on a similar approach to MIREP, it still
promotes PPP at commune level but also includes
a sanitation component. Four more piped water
systems have been installed. Thus, the results
presented here include all sites that were
implemented with the support of GRET in
Cambodia.

77 By Clément Frenoux, Cambodian Watsan Program Manager, frenoux@gret.org.
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Currently, all commissioned piped water systems
are operational, but their performance is mixed.
Indeed, as can be seen from Table "%, a number of
them have largely exceeded their previous water
coverage objectives while others have been
unable to do so. The current situation of water
utilities depends directly on the water market in
place. Indeed, most of sites that have exceeded
their coverage objectives present a mature water
market. The average production and consumption
values are 41 lcd and 34 lcd respectively. This is
quite low but it is in accordance with the design
criteria chosen during the MIREP program. Non-
revenue water averages 13% but varies from 8%
to 29%. This shows that perhaps have the
operators manage their operations well. However,
most of them do not have a head meter in order to
monitor the performance of their utility. The water
treatment process is known and applied but water
quality measurements are rarely done.

During the last 3 years, Cambodia’s water supply
sector experienced several events. Most of them
are external, linked to the economic crisis in 2008.
Indeed, the escalation of prices for oil and
construction  materials  dramatically raised
investment, operation and maintenance costs of
water utilities. In 2009, water tariffs were quite
homogeneous, close to USD 0.60 per cubic meter.
Monitoring of tariff changes showed that the
increase over a three year period is on average
close to 15% or about 5% per year. Looking at
Cambodia’s inflation rate as well as the fluctuation
of energy prices (which played such a strong role
in tariff increases), We see that overall tariff
changes are lower than the inflation rate. Indeed,
when energy costs grew from USD 0.80 to USD
1.20 per liter of fuel, the water price increased
from USD 0.60 to USD 0.70 per cubic meter. After
the 2008 fuel crisis was over, the water price
returned to an average of USD 0.60 per cubic
meter.

The Kingdom of Cambodia and particularly urban
and peri-urban areas are undergoing a rapid
transition due to market development in the
Mekong sub-region and growth in the tourism
sector. It appears that small towns are also
following this growth thanks to the development of
transportation infrastructure, diversification of
economic activities and access to electricity.

Table presents all financial schemes implemented
by MIREP and PACEPAC over the past years.
Disregarding  contractual  differences, the
breakdowns of stakeholders’ participation shows
that: 59% of financing sources came from private
investors; 26% from public subsidies; and 11%

" It is a simple data analysis from the Mirep water
observatory.

from the users. The average total investment cost
per household is estimated at 128 US$.

This table also shows that the average investment
cost of systems is increasing (see: Svay Prateal
commune and Traey Sla commune). However, in
the same period, the average number of
households connected per system increased too,
from almost 500 to close to 1000.

Since 2006, Cambodia has made some progress
in enhancing access to water and promoting
private investment in the water supply sector. After
the MIREP program, several studies were
conducted by bilateral (AFD) and multilateral (WB)
donors on the potential for the development of
private water operators. These studies confirmed
that private suppliers played an important role in
the development of the Cambodian water supply
sector and could continue to do so. However,
figures also show that there are significant
differences among them. Their potential for
expansion is quite large, service standards and
water coverage vary widely, and financial
capacities are uncertain. Most of them are
vendors or resellers but few have developed piped
water networks supplying from 500 fo 1200
households with a technical and business
schemes similar to the ones used by “standard”
water utilities.

The case of Cambodia is quite unique considering
the various typologies of private operators, the
level of financial investment, their demonstrated
initiative and the financial risk taken’®. Most
private investments are spontaneous and supply
water to the community from their own water
sources. Unfortunately, water utilites are
characterized by poor design and construction,
distribution of unsafe water, and low service
coverage (with coverage limited to the more
profitable areas). Most private providers are
uncontrolled, unregulated and remain informal.
Finally, in the Cambodian water supply sector a lot
of uncertainty remains relating to the unclear legal
and investment framework (especially focusing on
the regulatory model and financing modalities);
uncertainty about the number of private operators
and the number of suitable potential sites; a lack
of access to loans; and the technical and
institutional support needed to scale-up.

7 MIME, 2006, Water Supply and Sanitation Project in
Small Towns of Cambodia, Final Report, Volume 1 —
executive summary, AFD, 105p.
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Unclear legal and investment
framework

Since 2004, the Ministry of Industry Mines and
Energy (MIME) has been in charge of small town
water supplies that are privately managed (an
MOU with the Ministry of Rural Development
describes responsibility for community-managed
piped supplies). Several laws and reforms are
under preparation, especially on the establishment
of the water supply authority of Cambodia and on
tariff policy, but the timetable is not clear. As a
result, reform of the water supply sector is yet not
completed. Consequently, the license is the only
official document provided to the private water
operators at the moment. However, the process to
obtain a license is not well documented and tariff
setting is not based on a clear tariff policy. The
fact that the validity of licenses is only three years
or less also generates risks and uncertainties for
licensees. In addition, license conditions are not
clearly defined and do not identify: technical
performance standards; target coverage rate; and
technical standards to respect, except an
obligation to provide safe water to customers.
Furthermore, the proposed legal framework does
not integrate taxation policy. Most of the private
operators don’t pay any taxes or fees. However, it
seems that one condition for developing a suitable
regulatory framework is certainly linked to the
incorporation of taxation in the water supply
policies.

Some figures show that there could be from 300 to
400 private piped water providers throughout the
country. However, the exact number is uncertain
and not based on an in-depth survey. Moreover,
the number of potential sites identified depends on
the technical standards used, the type of
contractual models selected, and the investment
breakdown applied. Therefore, following the water
market in place, the final number couid be lower or
higher than any forecast. On the other hand, the
RGC has not yet developed a water and sanitation
investment plan allowing them to promote this kind
of project to potential donors.

Currently, several private water operators are
facing difficulties in accessing loans. The main
constraints are focused on the high level of
collateral required by the banks in order to grant a
loan. The high amount of interest (12% per year)
is not considered a problem because private water
operators borrow mainly from the informal sector
at a higher interest than banks provide (estimated
at 16% to 18% per year). However, loan
conditions are flexible, the grace period is

revisable and no collateral is needed.
Furthermore, discussions between private informal
“loaner” are easier than with bankers. Recently, a
few private funds expressed growing interest in
this kind of model but no experience has been
achieved outside the MIREP loan scheme.
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Professionals working in Cambodian are
mainly civil engineers trained in national or
international schools. No course is available in
country on urban water engineering; courses are
mainly focused on rural engineering. As an
example, no hydraulic engineering diploma exists
in Cambodia. Finally, the knowledge and
experience of Cambodian engineers depends very
much on their professional experience and few of
them are capable of designing a water production
plant, or of supporting the construction and
operation process. Besides, few local companies
are able to provide professional consulting
services on design, supervision and monitoring of
piped water systems; - only (expensive)
international consultants provide such services
and skills. Private water providers cannot afford
international consulting services and very often
design their own facilities. Unfortunately, given
the poor quality of construction, every year a lot of
money is invested for a bad result at the end.

Passing from a pilot experience to a large scale
program is not easy. Indeed, the MIREP pilot
experience required significant involvement of
technical staff, and such an approach could not be
used in a large scale program. Based on its own
experience, GRET would draw up a brief road
map and key points needed to achieve this
transition.

As we discussed, in Cambodia, the number of
potential sites that can be implemented through a
PPP approach is not clearly known and the total
amount of investment needed is very high. For
that reason, we believe that the first step would be
to produce a comprehensive investment plan
showing the amount needed following the
contractual arrangements chosen by public
authorities. In other sectors and in electricity
supply in particular, such tools were developed
and contributed to enhanced access to energy in
many places throughout the country. A possible
benchmarking between rural electricity and water
would to be an interesting starting point.
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Clarify the institutional arrangemenis
and modalities for regulating the
sector

The question is not whether the confract or license
model is the best way to develop and regulate
private investment in water supply in Cambodia.
What is sure is that the duration of the
arrangement should not be too short, in order to
reduce risks and uncertainty and thus fo increase
opportunities for the Cambodian private sector.
Moreover, the contractual arrangements should
integrate technical standards and clear, but
simple, performance objectives linked fo an
affordable tariff that can be controlled at local
level. Furthermore, the modalities for financing the
regulation of the water supply sector are not
defined but several experiences showed that the
main constraints are concentrated on this point.
Shall RGC include the cost of this task directly into
the water ftariff or find other administrative
options?

Develop affordable water
technologies and disseminate them

Several low-cost technologies exist in Cambodia
but no local engineering firm knows them and can
provide affordable service to SPSPs. The water
treatment plant developed during the MIREP
program and improved through the PACEPAC
Program can easily be standardized and
disseminated af local level. We think that it is also
possible to develop standard models of all
technical aspects of water production and supply.
However, engineering skills are still required in
order to control the designs and even more to
monitor the quality of construction works.
Moreover, in order to reduce the first investment
costs and reduce the risk for SPSPs, a modular
approach would greatly confribute fo a national
planning of new investment needed in relation to
the increasing population and water demand.
Build a network of local engineering companies
that can provide technical assistance and training.

Uniock and promote a new model of
access to cregit

Develop the water sector in Cambodia need to
build a national access to loan. However, to
achieve it, several remarks can be identified
namely: the term of loan shall be close to 5 years
as well as the amount of interests should be not
higher than 6% per year. A joint credit scheme
among electricity and water also could be achieve
in order to reduce the risk of loans (electricity
sector generate higher amount of loan and
investment return than water supply sector).
Without the bank expertise, a technical expertise
must be available in order to promote the credit to
the private investors as well as fo validate the

technical and financial viability of the project
deposit. Moreover, for instant, few projects were
totally financed by the private sector and in order
to motivate them an initial subsidy is still required.
While a motivate private Cambodian investors, a
high potential for scale-up this model, several
political and financial decision should be taken
before an eventual development of the sectors.

Clément Frenoux, March 2010
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The main body of this report describes in some
detail a successful approach in promoting
domestic investment in 14 small town piped water
supplies as used by GRET in the MIREP program.
Given the remaining needs in the domestic water
supply sector in Cambodia, the story of MIREP is
well worth telling, for it holds many lessons and
valuable insights in possible approaches to
community selection and participation, system
design and operation, financing and contracting,
and operator training.

At the same time, there has been little in growth in
private water supply investment following the
program and we need to ask ourselves what can
be done to unlock investment and further leverage
the lessons of MIREP.

The Water and Sanitation Program of the World
Bank (WSP) has been working with Domestic
Private Service Providers (DPSPs) in Cambodia
since 2006, aiming to increase financial and
technical inputs from the domestic private sector
to improve the scale and rate of progress towards
the Water Supply and Sanitation MDGs. Activities
are aimed at supporting the development of small-
scale private providers through: (i) the study and
reform of policy and business environments for
smell-scale water supply; and (ii) the development
of programs to improve the conditions under which
they operate, including activites such as
developing a capacity development program for
transferring needed technical and management
skills to DPSPs and helping them to apply this
knowledge; and strengthening the regulatory
environment, including reforming the licensing
regime (to bring it more in line with the contracts
that are being issued).

The DPSP data and analysis presented here are
used to take a look at some of main constraints to
growth and identify some possibilities for moving
forward. The data are primarily summarized from
a study commissioned by the World Bank in 2007
[1], supplemented by data and observations from
the WSP DPSP support program as documented
in [2]-[4], an AFD sector assessment from 2005 [5]

and a recently published re-analysis of the original
World Bank study [6].

We hope that presenting the detailed information
on the MIREP operators combined with a more
broad-brush summary - of the status and
opportunities in the private water supply sector will
be of benefit to the RGC and other stakeholders in
making decisions that will improve the institutional,
business and operational environment for DPSPs.

The RGC has committed itself to reaching specific
targets for water supply in urban and rural areas
by 2015, under the Cambodian Millennium
Development Goals. While the provision of piped
water supply can perhaps be described as an
“urban type service”, most of the existing piped
suppliers service rural areas®’.

® Urban areas in Cambodia were reclassified in 2004.
Under the new definitions (applied commune by
commune) only those communes which (i) have a
population density of at least 200 per square
kilometer, and (ii) have a population of at least 2,000,
and (i} have a percentage of male employment in
agriculture below 50 percent are classified as urban.
In 2008, the urban population comprised 20% of the
fotal.

8 By Jan Willem Rosenboom, Country Team Leader of the Water and Sanitation Program of the World Bank (WSP).

Jjrosenboom@worldbank.org
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Table 24: Water supply coverage figures and
targets, 2000-2015

2000 | 2010% | 2015
JMP JMP Target

Urban Water 64% 81% 80%

Supply
Household 33% 55%
connection
Other improved 31% 26%

Rural Water Supply 42% 56% 50%
Household 2% 5%
connection
Other improved 33% 51%

TOTAL 46% 61% --

While the growth in overall coverage in the past
ten years has been impressive, the increase in
household connections is much less pronounced.
Nevertheless, a first impression is that
Cambodia’'s CMDG targets for water supply
coverage have been reached well ahead of
schedule. The national picture hides vast
differences among regions and income groups
however. Access to an improved water source
varies from 20% in Kep to 93% in Svay Reing; the
richest 20% of people are 22 times more likely to
have access to a piped supply than the poorest
20%. In spite of good progress, much remains to
be done.

Furthermore, national surveys and JMP data
report on access to “improved water supply
technologies” while the 2015 CMDG target
specifies “access to safe water” and the two are
very different. If we were to interpret the CMDG
targets as referring to access to water that has
undergone treatment and disinfection and is
supplied through a piped connection, the
conclusion drawn from the above table would
have to be that at present rates of progress
Cambodia will miss its water supply targets by a
wide margin.

A water supply and sanitation sector ﬁnancin%
strategy developed with assistance from WwsP?
modeled an increase in wurban househoid
connections to a total of 95% and an increase in
rural water supply coverage to 100% using low-
cost solutions. To reach those targets by 2028
would require a total investment of USD 9 billion
(in 2008 prices) or the equivalent of USD 28 per
person per year. More than two-thirds of this is
required for investment in infrastructure; the model
excludes the costs for developing the required

8 JMP figures published in 2010 are compiled from 2008
and earlier data.

% Final results will be released in April 2010

capacity. The RGC urban water supply strategy
estimates that approximately $100 million is
required to attain CMDG coverage targets for
urban water supply, funds which are not currently
indicated as priorities in the National Strategic
Development Plan or the Priority Investment
Plans. The estimate excludes the costs for
capacity building and Technical Assistance
(estimated at a further $31 million by the
government).

The role of small scale private providers is not
explicitly considered in the sector strategy or
financing plans. Yet they play a small but
important role in water supply.

.

T

What do we know about private
o &5 5 3 Lo o *E
suppliers?

ki

A 2007 survey [1] estimated that there were 280
private water supply providers active in Cambodia
(precise numbers do not exist) with a “market
share” as summarized in Table .

As part of the survey, 75 private piped water
suppliers were assessed. The survey concluded
that private operators have been effective at
providing water services in small towns in
Cambodia. It also confirmed earlier conclusions
that water services are a viable business, with
social benefits that can enhance an operator's
profile in society [2]. A number of donor projects
(e.g. MIREP and the World Bank) have resulted in
utilities of a higher standard some of which include
specific efforts to reach the poor.

Data from the operator assessment were used to
divide the DPSPs into three groupings according
to the volume of water sold; small operators are
those selling less than 10,000 m® per year (the
largest group), medium are those selling between
10,000 and 60,000 m® per year while the rest are
classified as large operators (of which there were
only 4). Due to the lack of information about
annual production, 14 of the suppliers could not be
categorized. Table summarizes some of the main
characteristics.

All providers described themselves as private
commercial businesses, and all of them produced
their own water (mostly using surface water
sources) for distribution. In terms of network
length, the MIREP operators fall somewhere
between the small and medium operators,
although in terms of number of connections they
fall between medium and large. In general
however, the survey shows operators that are
predominantly small in all respects, and relatively
inefficient compared to the larger businesses
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Table 25: Private supplier footprint (all data 2007)

Customer base

Estimated % of population

ESt'g‘ S?gs# of Estimated # of Served
. eople served i i
operating peop Rural/small o Among population with Among entire
o Urban (%) access to improved water .
town (%) population
supply
280 70,000 93 7 9% 2%

(the literature suggests that for a “well run utility”
staff to connection ratios can reach 4:1000 or
below; only the large suppliers come close to this).
With increasing size comes decreasing staffing

numbers, increasing

use of

treatment and

Table 26: DPSP Operating Characteristics

household metering (which in any case is high
even for the smaller operators), increasing
operating hours, increasing consumption and in
general a more positive business outlook as
evidenced by business growth and desire to invest
in expansion and/or water quality improvements.

Small Operator (35) Medium Operator (22) Large Operator (4)
Averag\?o?:rr:]iailnprrnoductlon 3.450 22,130 184.680
(range) (290-9600) (12,000-60,000) (96,000-300,000)
Average number of Fuli
Time Equivalent Staff
(per 1,000 connections) (26.7) (13.3) 4.7)
Average number of HH
connections 85 1 310 1,856
(range) (6-300) (100-580) (1,142-2,410)
PrCJtFr)garttlr%r;r\:\tllg}avx?ter 20% 50% 100%
Proportion with 100%
metered connections 74% 95% 100%
Average nnitavtv;)rrsk length in 1,690 6,280 27,590
(range) (60-6,600) (900-14,500) (1,900-71,560)
Average operating hours
per 24 hours 13 17 24
Average percentage
Unaccounted For Water” 22 25 27
Average daily consumption
per connection in liters 125 190 260
AveragSSwSlt?rr]aprlce in 0.47 0.46 043
(range) (0.25-1.00) (0.18-0.43) (0.38-0.48)
Averageﬂ;;‘ca)si:1 cg ggnnechon 16.77 18.63 20,00
Average anag%l turnover in 1,635 10,220 80212
(range) (165-6,300) (2,700-25,500) (38,700-123,750)
T owing  decining 34% 1 37% 7% 0% 75% | 25%
PrOpOl‘tIOrr: (;A)/:r;/zz? to invest 26% 50% 75%
Reason to invest Expand network: 44% Expand network: 45% Expand network: 100%
Water treatment: 22% Water treatment: 55%
MIME: 9% MIME: 41% MIME: 75%
Licensing status DIME: 17% DIME: 36% DIME: 0%
Other/None: 74% Other/None: 23% Other/None: 25%

* Some of the data are too good to be true; particularly small and medium operators have limited ability to estimate UFW
with some assessing (“guessing”} in the 0-5% range.

What changes little across the categories is the
amount of non-revenue water or the price charged
for water (even though price fluctuations are much

larger for the smaller operators than they are for
the bigger ones). As mentioned already, the non-
revenue water figures are not particularly reliable;
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recall that 14 of the operators could not even
provide their annual water production figures. The
relatively constant (and high) water pricing would
suggest that the operators don’t determine tariffs
based on an understanding of the costs of
production, but instead charge either what the
market will bear, or what others in the area charge
for their water. MIREP operator data shown earlier
in this report reveal the same trend. Anecdotal
evidence from conversations with providers and
PPWSA suggest that indeed the knowledge of
water production costs is very limited.

Finally, although medium and larger operators are
more likely to operate with a license from MIME or
DIME, the prevalence of smaller operators means
that overall only 48% of all surveyed private
operators operate with such a license (although all
operators have some form of local agreement with
the district, commune or even the village
authorities even if those are not recognized as
“operator licenses”).

The foregoing sections show that the need for
continued investment is great, and the current
coverage through private suppliers is significant,
but small at below 10% of the population covered
with piped water.

As the responsible ministry, MIME operates public
water supplies in 19 of 23 provincial capitals; the
remaining four are served by private utilities
operating under license. The reality of these
provincial utilities is that they serve a small
proportion of the population at best (estimated at
15%-30%) and most have been unable to expand
their networks significantly (or at all} in the past 15
years (although a number of these public utilities
were renovated with donor funds, some of them
more than once).

At present, MIME does not intend to expand the
public water utilities beyond the current number,
lacking both resources and capacity. The Ministry
encourages private investment in water supplies,
although there is no regulatory framework in place
that offers protection to would-be investors (a
water supply and sanitation law that was drafted in
2004 proposes establishing a regulator. The law
has not yet been submitted to Parliament
however).

According to 2008 census data, there are 2000
rural villages in Cambodia with 300 or more
households and almost 300 rural villages with 600
or more households (see Figure 30). Few if any of
those communities are currently served by piped
water. Physically, the possibility (and need) to
invest in water supply is there; the operators have
shown that it is possible to turn a profit with a few

hundred connections®. Operating at a slightly
larger scale and looking at rural communes as
units, almost 1,100 out of more than 1,400 count
at least one thousand households, while 400
communes have 2,000 families or more. Why is it
that private suppliers are not investing in these
underserved areas on a larger scale?

The urban water supply strategy indicates that
there are two main constraints to growth in the
sector. With a small generalization in the
language, these constraints apply equally to public
(urban) utilities and private small town water
suppliers; first is the absence of a comprehensive
strategy to channel financing into the sector and to
address weak incentives to raise more own-
generated funds from user revenues and domestic
private investors. Second is the capacity of the
providers to absorb increased funding and utilize
resources efficiently towards expanded access to
sustainable services.

Suppliers themselves echo these constraints in
slightly different words. In DPSP workshops, the
three most commonly mentioned constraints to
doing business were:

—

No access to funds;

2. Limited technical and management skill;
3. High costs, particularly due to high
energy prices and corruption.

The Economisti survey among 75 private suppliers
[1] confirmed those findings (Figure 31) with the
exception of the observation on technical and
management skills.

¥ Even though the MIREP experience shows that there
is no direct relationship between profitability and
number of connections. It is possible to make money
with 300 connections, and to lose money with 800.
The presence of economic activity and a more or less
agglomerated village center appear to be better
predictors of profitability, even if there is & boundary
below which the construction of a piped supply
makes no economic sense.
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Figure 30: Number of rural villages exceeding a given number of households

(created from census 2008 data)
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Figure 31: Percentage selecting indicated obstacle as first or second most pressing problem for business

Main concerns from the government perspective
include a desire to regulate the operators and
tariffs to ensure operators meet minimum
technical standards, and provide good quality
water at reasonable prices. The role of the
government in helping providers meet minimum
standards (e.g. through technical and advisory
services) is not very well defined and neither are
the minimum requirements themselves.

The key issues here are in the business and
operational environment.

¢ Business environment

Officially, operator licenses are only
lssued by MIME in Phnom Penh, and technically,
the informal licenses issued at subnatlonal levels
do not confer official “licensed operator” status.

The MIREP operators skirted this issue, since
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there was an agreement with MIME on the
subject. The local contracts signed by the
Provincial Department of Industry, Mines and
energy (PDIME) were recognized as local licenses
(but they were not considered equivalent to
national licenses). At national level, MIME only
issues licenses valid for one or two years, and
licensing conditions and costs are poorly defined.
This uncertainty can drive up tariffs (as operators
seek to recoup their investment as quickly as
possible) and it makes the sector unattractive for
would-be investors; a better match between
license validity and asset life would lower the
investment risk.

RES Many operators mentioned that
they could not access finance to expand or
improve their operations. Generally commercial
loan products offered are short term (6-12 months)
in the form of an overdraft facility. The guarantee
fund established at a commercial bank by the
MIREP project enabled borrowing by small
providers, but this was an exceptional
arrangement. High interest rates, short loan tenor
and high collateral requirements aill hamper
access to debt financing. Loans paid back over a
longer period of time would be more in tune with
the nature of the business (just like long term
licenses make more sense than short term ones)
and would remove some pressure from water
tariffs (having said that, even banks willing to
provide longer term loans may not have access
themselves to longer term credit). Although banks
are extremely conservative in their attitudes to
risk, given current growth in the sector, increasing
competition and the search for new markets,
opportunities exist for the development of
specialized lending products (if warranted by
market size and viability). Based on current cash
flows, it appears that at least some of the existing
suppliers could formulate viable projects to be
financed through loans. Currently there is no
relationship between operafor size (measured as
number of connections or annual revenue) and
debt absorption capacity. This implies that it is
project planning and management that will
determine the viability of planned investments and
that focus on this will increase the number of
bankable projects.

Prowders express the need for
technlcal support for a variety of situations,
including system design, water treatment
improvements (e.g. chemical dosing,
measurement) and leak detection and repair. A
particularly strong component of the MIREP
program was the support provided at the system
design stage, and the training of operators in
system management (including water treatment
and system operation and maintenance).
However, outside the scope of specific support
projects, consulting or business support services
are not available at a cost that providers can
afford (in addition, the willingness to pay for

support is very low among providers). While
provincial government departments (and even
MIME) have expressed some willingness to
provide technical support to suppliers, capacity in
the government is aiso generally low (and advice
provided by government staff is not necessarily
trusted by operators).

iy 7= Even though this is hardly
part of the general business environment, it is
undoubtedly frue that the fuel crisis increased
operating costs, and the effects of the financial
crisis may decrease customers’ ability to pay their
bills. Managing such unpredictable impacts is
realistically more part of overall business
management by the providers.

¢ Operational environment

The operators themselves are not shy
in pomtlng out that they lack essential skills,
relating to both the technical aspects of being a
water supply provider, and the running of a
business in general. Smaller providers tend to
operate without keeping business records and
many do not know how much water they produce
or what it costs to produce it (as evidenced by the
apparent reference pricing among operators).
None are able to perform their own water quality
monitoring, and there is no credible system in
place for the licensing authority to monitor
compliance with water guality standards.

sovernment as service dar. At present,
government is |tself a service provider, it issues
licenses to private service providers and it
monitors compliance with licensing conditions.
This is a system that creates obvious conflicts of
interest, and is not a credible approach to sector
management. Fortunately this is a situation that is
recognized and addressed in the draft water and
sanitation law. Unfortunately however, this law has
seen no progress since it was drafted in 2004.

In the presence of those constraints, and in the
absence of a government strategy actively
promoting expansion in the sector, piped water
supply provision is unlikely to grow significantly
beyond its current levels. Existing operators will
continue to struggle to find the means and the
ways to improve and expand their operations. At
the same time —given the lack of alternatives—
private operators will remain important service
providers, and it is well worth considering what
can be done to improve existing operations and
encourage new ones.

To address some of the issues summarized
before and capitalize on the opportunities, a
number of immediate actions are necessary,
primarily aimed at addressing the uncertainty of
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the business environment and lowering costs
through improving operational management and
record keeping by existing operators. Longer term
steps should aim at systematizing approaches to
technical assistance and capacity development,
as well as improving access to finance.

immediate next steps

The main recommendation is that the planning
and licensing of water services should effectively
be devolved to the commune and district levels,
with the distinction based on size of the proposed
scheme. Technical and planning support to the
communes and districts to enable them to manage
the local sector responsibly should be provided
throu%h the existing DIME offices at provincial
level®™. MIME should develop 10-15 year licenses,
with clear license conditions and minimum
requirements and pricing publicly disseminated.
Looking at the MIREP contracts, simple
performance objectives could include: system
coverage, water quality, tariffs and conditions for
tariff review, connection costs, system ownership
as well as other duties and responsibilities of the
operator and the local authorities. Licenses should
be issued at commune level (for individual village
water supplies) or district level (for larger multi-
vilage clusters). A simple standard operator
contract which clearly spells out rights, duties and
remedies should be adapted for individual
operators. This could include information on OBA-
type subsidies that have been agreed, lease or
other payments, depending on the type of
scheme. The existing experience with the MIREP
project holds valuable insights, as do the World
Bank financed OBA and DBL projects for small
town water supply and sanitation (even if
experience with the latter is partly negative in
nature; standard World Bank contracts for
example proved much too complicated). Long
term licenses alone may lower operator costs and
improve access to finance.

Providing technical support should be aimed at
lowering costs (e.g. lowering water loss, access to
alternative energy sources, benefiting from
economies of scale and increased connections -
for example through an OBA component
subsidizing public standposts or connections of
poor households). The ongoing DPSP capacity
development work by WSP, GRET and VBNK is
providing valuable insights into what approaches
work, and is contributing to better record keeping
and systematized data collection. How to make
technical support more widely available outside of
specific support projects is a non-trivial question
requiring serious further attention. Associations of
suppliers could become the focal point for capacity

% This may be easier said than done; a number of
PDIME  offices may  themselves  require
strengthening. MIME and perhaps PPWSA could play
a role in fulfilling this need.

building efforts, receiving or managing funds for
the purpose. In the longer term, associations could
become the providers of technical assistance to
new operators or other associations.

Beyond the immediate

¢ Supplier associations.

Further lowering of costs and strengthening of
operations can come from the formation of
supplier associations at the commune or district
level. As mentioned before, they can become the
focus of capacity building efforts, but they can
have other advantages as well, for example
through more effective engagement with
government or other utilities (such as PPWSA).
They can lower purchasing costs through buik
supply (e.g. of chemicals) and they can play a role
in advocacy. On the business operations side,
associations can play a role in accreditation of
operators, systematizing data reporting systems
and associated benchmarking efforts. There is
little positive experience with supplier associations
in Cambodia, and few —if any— examples that
operators can follow. Careful encouragement and
support by sector stakeholders could play an
important role in overcoming the hurdles.

¢+ Engage with Phnom Penh Water Supply
Authority.

The PPWSA forms a vast resource of experience,
technical expertise and goodwill. Making use of
PPWSA experience and expertise should be a
“no-brainer” especially given the fact that PPWSA
management seems more than willing to play a
supportive role in the DPSP sector. At present,
more effective engagement is held back by the
fact that there is no “entity” to effectively engage
with (but the formation of associations could
change that) and by the fact that the expertise in
PPWSA is not very accessible. Making the
experience of a utility with some 175,000
connections relevant to a rural water operator with
300 connections requires some creative thinking.

In addition to being a source of technical
expertise, in future PPWSA may be able to play a
role as investor in new water supply projects.
Such a role would require permission from the
board, as at present PPWSA is not allowed to
invest in anything but its own operation and
expansion. As such this is a future strategy
component, but pursuing discussions with PPWSA
on the subject would be worth it (especially in the
absence of appropriate financing available to the
sector, as mentioned earlier).

+ Focus on water quality

Although immediate work could be done (and
should be done) with suppliers to strengthen their
understanding of, and ability to deal with, issues
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relating to water quality, that alone will not be
enough. There is value in working with suppliers
on water safety planning (work that could be
supported by the large number of supporting
publications on the subject freely available from
WHO and IWA). This would arguably lead to
improvements, but without credible systems in
place for independent surveillance such
improvements are bound to be short-lived.
Supporting improved surveillance capacity,
including random testing, on site analysis and free
technical assistance for those operators who
consistently fail water quality tests should be
considered as part of any water quality
improvement efforts. In addition, any water quality
improvement work should include a consumer
education program. This is particularly important
because at present there is little customer demand
for a chlorinated water supply. As a matter of fact,
customers don't like the smell or taste of chlorine,
and some households go to some lengths to
ensure that the water they consume has no
residual chlorine any more (e.g. use the water
from a house connection to fill up a rain water jar,
and then let the chlorine dissipate before using it).
For an operator, it may be hard to resist the choice
not to chlorinate the supply and sell more water.

+ Support MIME

A number of the ideas and recommendations
raised earlier of course imply working with and
supporting MIME, as well as subnational
authorities (such as provincial DIME offices and
Commune Councils). Such support would take the
form of assistance in developing license
conditions and contracts, developing appropriate
minimum technical standards (taking into account
the experience with MIREP and other projects),
and supporting the development of improved
water supply surveillance capacity. In terms of
direct support to MIME for sector reform,
assistance  with the formuiation of a
comprehensive reform package, as well as an
assessment of public sector reform impacts
should be considered. Reform impact assessment
should encompass reforms as proposed by MIME
itself, as well as those currently being formulated
by the Ministry of Interior, such as those described
in the law on the Decentralization and
Deconcentration (D&D).

+ Improve access to finance

it is likely that frained operators with a long term
license, accredited by their local supplier
association, and with proper business and
operational records will find it much easier to

access debt financing than is the case today. In
other words, some of the work currently ongoing,
and other activities proposed in the main body of
the report as well as this supplement may lead to
substantial improvements in operators’ ability to
access finance. At the same time, further financial
products could be designed that better match
conditions in the sector, or serve to remove
obstacles. Offering loans to licensed providers on
easier terms (longer loan tenor, lower interest
rate) were mentioned already. Including an OBA
component subsidizing connections for poor
households would be another example of a loan
product supportive to sector goals.

It is clear that much can be done to improve the
functioning of the current small scale private water
operators, as well as increasing the aftractiveness
of the water sector for domestic would-be
investors.

For that, engagement between entrepreneurs and
government is required (as well as donor support).
At the same time, we need to realize that capacity
constraints on the side of operators as well as
government makes this difficult. Operators want to
run their business, not engage in policy debate.
Most have a practical arrangement with local
authorities and see limited need to engage at
national level. Government is not set up to engage
with a varied group of geographically spread
businesses, and the question of how to engage
remains difficult to answer. Lack of trust between
both sides makes any engagement harder still.

Recognizing the need to move forward in the
absence of clear answers, the current capacity
building pilot program includes a “relationship
building” component between government and
participating operators, creating a safe space for
the exchange of ideas as well as issues.
Hopefully, the experience and materials resulting
from that program can be used to benefit capacity
building and overall reform on a larger scale.

Much data and useful experience exists and has
been documented. All that is needed now if the
political will (and the resources) to apply it.

Jan Willem Rosenboom, March 2010.
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