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Strategic Overview

Data from the UNICEF-WHO Joint Monitoring Programme
indicate that the Philippines is on track to meet its
Millennium Development Goal targets for water supply
and sanitation.” However, with a population of more than
94 million in 2011, there are still some 7.5 million Filipinos
without access to improved water supply facilities and 24
million without access to improved sanitation. Roughly 8.3
million people still defecate in the open and just 3% are
connected to centralized sewerage systems.

Sector stakeholders are looking beyond the MDG attainment,
and sector roadmaps for water supply and sanitation set
out a vision of universal coverage by 2025 for water supply?
and 2028 for sanitation.® Furthermore, the Department of
Health National Sanitation Policy issued in 2009 calls for zero
open defecation in all barangays* by 2022. Without political
commitment, improved institutional arrangements, increased
funding for the sector and the adoption of viable operational
strategies that emphasize sustainable user outcomes and
equity, it is unlikely that these ambitious targets will be met.

To achieve the country’s vision of inclusive growth and
poverty reduction,® improved water supply and sanitation
services are essential. In urban growth centers, reliable
access to adequate water for domestic, commercial and
other uses is vital to sustain economic activities. For the
country as a whole, sustainable access to adequate water
and sanitation services is needed to protect health and

" Joint Monitoring Programme of the WHO-UNICEF, 2013
2 Philippine Water Supply Sector Roadmap, 2nd Edition, 2010
3 Philippine Sustainable Sanitation Roadmap, April 2010

reduce the costs associated with water- and sanitation-
related illness, malnutrition and losses in productivity.

To achieve government targets for 2025 for water supply,
the additional population requiring access is estimated at
2.75 million per year with a total investment requirement of
US$838 million per year. For sanitation to achieve universal
coverage by 2028, the additional population requiring
access annually is estimated at 3.0 million with a total
investment requirement of US$619 million per year.

The obstacles to achieving universal, sustainable access
to improved water supply and sanitation services are
primarily institutional and financial in nature. In particular,
the sector has suffered from a lack of leadership and poor
co-ordination among the many agencies involved in service
provision. Until recently there has been no designated lead
agency for the sector, which complicates planning and
operations. Regulation remains fragmented and is generally
weak, except in the case of the large concessions in Manila,
government-owned water utilities (districts) and for some
private utilities/associations that have a license. In particular,
local governments, who self-regulate their own water
systems, are not held accountable for meeting performance
targets either in terms of service quality or coverage. The
limited capacity of many local service providers contributes
to the problem to sustain and expand service beyond the
urbanised center of municipalities and cities.

4 The barangay is the smallest unit of governance in the Philippines. The country has 41,994 barangays nationwide.

5 Societal goal of the Philippine Development Plan 2010 to 2016
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The water and sanitation sector is not given a high priority on
the national government agenda and annual allocations are
inadequate to improve and expand access to services for the
underserved poor. Only the urban water supply sub-sector
enjoys a near-adequate level of funding, but the bulk of the
resources are reserved for Metro Manila; funding for other
urban centers (both capital and operational) is inadequate,
as it is for both water supply and sanitation in rural areas.
The inequalities in access are starkest and most persistent
for rural areas: 93% of the richest rural households have
access to improved sanitation, as compared to only 27%
among the poorest quintile; and for water supply, 69% of
the richest quintile enjoys piped house connections, while
only 4% of the poorest quintile does, for other improved
water sources the richest have near universal access, and
the poorest quintile remains low at 66%.°

Rural sanitation remains the subsector where access
remains lowest, progress is expected to rely heavily on
household self-investments, and government financing for
communications campaigns, operational expenses and
targeted support for the poor require scale-up to reach the
ambitious goal of the elimination of open defecation in the
next decade. The urban sanitation sector, with a high level
of access to improved and shared on-site facilities, is at
a critical junction where city-level investments in treatment
facilities and septage management are to be prioritized,
alongside adequate institutional and regulatory frameworks.

8 JMP/UNICEF Equity trees, special tabulation based on NDHS 2008.
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While the challenges are many, the prospects for progress
are improving as government has signalled its high-level
commitment to rationalize institutional arrangements for the
sector. It intends to a) clarify leadership and coordination
through appointing a lead department for the water and
sanitation sector, b) separating institutional responsibilities
for service provision through a utility approach, and c)
consolidating regulation, presumably under a future
National Water Resources Management Office, while
during transition expanding the mandate of the National
Water Resources Board. The ongoing institutional review
is expected to help identify which organization would be
most suitable to host the “lead department”. The proposed
new arrangements will help to establish a better enabling
environment for operational improvements within each of
the four sub-sectors. While Philippine government banks
and the Philippines Local Water Utilities Administration
agencies already offer attractive products for water supply
financing, further innovations and leveraging commercial
finance, are expected to help reduce sector financing gaps
in order to reach the universal access goals.

This Service Delivery Assessment was a multi-stakeholder
process in cooperation with government agencies in
the Philippines. Priority action points emerging from the
analysis are summarised on the next page.
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Sector-Wide: Institutions, Financing and Monitoring

Implement new institutional arrangements including an expanded role for the National Water Resources Board as
the sector regulator and its transition to a National Water Resources Management Office, and the establishment of
a dedicated Water and Sanitation Unit as a lead sector agency (hosting department/agency to be identified through
institutional review).

Improve coordination mechanisms between actors at provincial and municipal levels

Establish a national capacity building program, especially to address rural subsectors, by consolidating various
initiatives already in place including the regional capacity building hubs established under DILG

Harmonise data collection systems, standardise the definition of terms and develop a coherent sector monitoring
framework

Establish a collective platform for a multi-stakeholder review process to monitor subsector performance (for
example Joint Annual Sector Reviews)

Increase sector investment, particularly in rural areas where large disparities exist between rich and poor, as well
as funding for “software”, specifically for rural sanitation programs

Align budgeting to support the implementation of long-term strategies and investment plans by public service
providers, and translate these into annual work plans and budget

Introduce key results areas for local water supply and sanitation services to increase local accountability for service
improvements and incentivize LGUs to access additional funding sources including matching grants from national
government and private sector sources

Create a national account for water and sanitation, disaggregated between urban and rural to enable monitoring of
financial flows towards the subsectors

Priority Actions for Rural Water Supply

Enable economies of scale and financial viability in service provision by encouraging the consolidation of small
service providers

Formalize the management of small piped schemes and introduce light-handed regulation including the use of
performance contracts to drive service quality and reliability and incentivize service provision to the poor

Expand the provision of technical support to small providers, combined with business planning services to facilitate
access to finance for system expansion

Operationalise policies for full cost recovery for rural scheme operation to reduce the investment gap and improve
sustainability of services

Enhance rural water supply improvements (piped schemes) via other poverty alleviation programs such as the
Bottom-Up Budgeting Process and the National Community Development Driven program

Develop systems for management support to schemes operated by community-based organizations, through
partnerships with private sector and water districts

Water Supply and Sanitation in the Philippines



Priority Actions for Rural Sanitation and Hygiene

e QOperationalize the Zero Open Defecation program, within the framework of an equitable rural sanitation and hygiene
promotion policy, a capacity building plan, an implementation plan and a monitoring system

¢ Develop a financing strategy for the program that includes public investments to generate household demand for
sanitation, output-based subsidies to the very poor and collective incentives for barangays and LGUs in achieving
Zero Open Defecation

e Strengthen rural sanitation promotion via other poverty alleviation programmes, such as the Bottom-Up Budgeting
Process, the National Community Development Driven programme and target poor households through the
National Cash Transfer Program (4Ps)

Service Delivery Assessment
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1. Introduction

Water and sanitation Service Delivery Assessments (SDAs)
are being carried out in seven countries in East Asia and the
Pacific region under the guidance of the World Bank’s Water
and Sanitation Program and local partners. This regional
work, implemented through a country-led process, draws
on the experience of water and sanitation SDAs conducted
in more than 40 countries in Africa, Latin America, and
South Asia.”

The SDA analysis has three main components: a review
of past water and sanitation coverage, a costing model
to assess the adequacy of future investments and a
scorecard that allows diagnosis of bottlenecks along
the service delivery pathway. SDA’s contribution is to not
only determine whether past trends and future finance
are sufficient to meet sector targets for infrastructure and
hardware but also to identify specific issues that need to be
addressed to ensure that finance is effectively turned into
accelerated and sustainable water supply and sanitation
service delivery. Bottlenecks can, in fact, occur throughout
the service delivery pathway —all the institutions, processes
and actors that translate sector funding into sustainable
services. Where the pathway is well developed, sector
funding should turn into services at the estimated unit
costs. Where the pathway is not well developed, investment
requirements may be gross underestimates because
additional investment may be needed to ‘unblock’ the
bottlenecks in the pathway.

The scorecard looks at nine building blocks of the service
delivery pathway, which correspond to specific functions
classified in three categories: three functions that refer to
enabling conditions for putting services in place (policy

development, planning new undertakings, budgeting), three
actions that relate to developing the service (expenditure of
funds, equity in the use of these funds, service output), and
three functions that relate to sustaining these services (facility
maintenance, expansion of infrastructure, use of the service).
Each building block is assessed against specific indicators
and is scored from 0 to 3 accordingly. The scorecard uses a
simple color code to indicate building blocks that are largely
in place, acting as a driver for service delivery (score >2,
green); building blocks that are a drag on service delivery
and that require attention (score 1-2, yellow); and building
blocks that are inadequate, constituting a barrier to service
delivery and a priority for reform (score <1, red).

The SDA analysis relies on an intensive, facilitated
consultation process, with government ownership and
self-assessment at its core. The SDA in the Philippines is
a joint initiative of the National Economic and Development
Authority (NEDA), the World Bank Water and Sanitation
Program (WSP) and with support of the United Nations
Children’s Fund (UNICEF). Kick-off workshops with
perception scoring were held in the 3rd quarter of 2012,
followed by extensive data collection. Two consultation
workshops were subsequently organized in February and
April 2013 where scorecard results and priority actions were
identified. Initial results have also been presented to the
Inter-Agency Sub-Committee on Water Resources of NEDA
and to the Philippine Development Forum. The Service
Delivery Assessment builds other recent assessments, and
reform initiatives, currently being considered by the Office
of the President, such as the Study on Developing the
Institutional Framework for the Water Supply and Sanitation
Sector and Identifying Investment Plans and Programs.8

" For example, refer to the Africa CSO synthesis report available at http://www.wsp.org/sites/wsp.org/files/publications/CSO-Synthesis-Report.pdf

8 These includes the following: the recently concluded UNDP-MDGF 1919 study on Determining Investment Requirements for the Water Supply Sector (2013),
the study on Developing the Institutional Framework for the Water Supply & Sanitation Sector and Identifying Investment Plans and Programs (2013) and the

study on the proposed National Water Resources Management Office (2012).
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Figure 1.1 Map of the Philippines
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2. oector Overview: Coverage,
Trends and National Goals

Coverage: Assessing Past Progress

The 2008 National Demographic and Health Survey
(NDHS) of the National Statistics Office (NSO, 2009, JMP,
2012a and 2012b) found that about 90% of the Philippine
population had access to improved water supply. Based on
the survey, common sources of improved drinking water
were piped water into dwelling/yard/plot (30%) and tube
wells or boreholes (22%). Access to improved water supply
sources in urban areas (94%) was higher compared to rural
areas (86%). Access to piped water into dwelling/yard/plot
among the urban population (38%) was also nearly two
times higher than their counterparts in rural areas (22%).

Estimates from the Joint Monitoring Programme (JMP) of
the World Health Organization (WHO) and UNICEF are not
very different from the results of the NDHS 2009. The JMP
(2013) shows that access to improved water supply for
2011 was about 92%. However, it indicates a narrower gap
in access to improved water supply between urban (93%)
and rural (92%) areas for the same period.

The 2008 NDHS also found that about 68% of the Philippine
population had access to improved sanitation facilities.
This rises to about 86% if one includes shared facilities as
improved.® Pour-flush toilets to septic tanks (68 % of the total
population) were the dominant facility and access to sewer
facilities remained very low (3%). An estimated 10% of the
population practiced open defecation. Access to improved
sanitation facilities (including shared facilities) was much
higher in urban areas (94%) compared to rural areas (79%).
Access to septic tanks was also more common among the

® The JMP does not count shared toilets as improved facilities.

urban population (84%) compared to rural population (53%).
Open defecation was close to four times more prevalent in
rural areas (15%) than in urban areas (4%).

The JMP (2013) calculated that 74% of the Philippine
population has access to improved sanitation facilities. As
with the NDHS, JMP estimates also reflect higher access
rates to improved facilities in urban areas (79%) compared
to rural areas (69%) in 2011.

Figure 2.1 shows that based on JMP and government
(NDHS) estimates, access to improved water supply and
sanitation has increased over time. Owing to different
methodologies, the increases in the access rates for water
supply with the government estimates are smaller than the
JMP estimates. In the case of sanitation, changes in access
rates do not vary too much but government estimates are
higher than JMP estimates due to the treatment of shared
facilities as improved.

The Philippines is on its way to attaining the Millennium
Development Goals targets for water supply and sanitation
in 2015."° However, the target of universal access by 2025,
which is expressed in the Philippine Water Supply Sector
Roadmap (NEDA, 2010), seems out of reach if present
trends continue. The target of universal access by 2028,
which is expressed in the Philippine Sanitation Roadmap
(DOH, 2009), seems attainable if current trends continue
and if shared facilities are included in the definition of ‘safe
and adequate sanitation’.

© The MDGs for water supply and sanitation state that by 2015, the country would halve the proportion of its 1990 population who did not have sustainable
access to safe drinking water and basic sanitation facilities, respectively 93% for improved source of water supply and 79% for improved sanitation.
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Figure 2.1 Progress in Water Supply and Sanitation Coverage
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Investment Requirements:
Testing the Sufficiency of Finance

This section presents estimates of the financial investments
needed to meet the targets for the four subsectors; namely,
rural water supply, urban water supply, rural sanitation
and urban sanitation. Investment or capital expenditure
(CAPEX) requirements, which are calculated using the SDA
costing tool, represent hardware costs of new facilities and
replacing existing facilities (replacement costs). Estimated
CAPEX requirements are also disaggregated between
public and private/household investments.

Key inputs in the estimation of investment requirements are
(a) baseline and target year coverage rates, (b) population
projections, (c) unit costs of different facilities, and (d)
technology mix at the initial and target years. Coverage
rates for the base year (2008) were taken from the NDHS
2008 while coverage rates for the target years were 100%
in 2025 for water supply and 100% for sanitation in 2028. A
more detailed description of the other inputs along with the
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key assumptions and sources of information are presented
in Annex 2.

The costing tool also requires information on investments
from the various sources - government, development
partners, NGOs, utilities, private sector and households.
The information is used to generate estimates of anticipated
investments for 2012 to 2014 and recent investments for
2009 to 2011. Estimated investments are grouped into three
sources of funding: domestic (government, public utilities,
local NGOs), households, and external (development
partners and foreign NGOs).

Investment data were collected from publicly available
documents and websites such as various releases of the
General Appropriations Act and the Budget of Expenditures
and Sources of Financing. The process was followed by
stakeholder visits to validate the data and to disaggregate
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expenditures as follows: (a) sector - water supply or
sanitation, (b) location - rural or urban, (c) nature — hardware
or software, (d) year, and (e) budget versus actual. A more
detailed description of the sources and limitations of the
information used in the analysis is presented in Annex 2.

Investment gaps are calculated by comparing investment
requirements with anticipated investments and recent
investments.

Table 2.1 presents the annual averages of the CAPEX
requirements and anticipated investments that were
estimated for the Philippines. It indicates that national
targets will be met if about 2.8 million people per year gain
access to improved water supply and 3.0 million people
per year gain access to improved sanitation facilities. Due
mostly to its relatively fast population growth, a slightly
larger proportion of the beneficiaries are situated in urban
areas (around 55%).

The 2.8 million people per year that will need access
to improved water supply facilities translate to CAPEX
requirements of US$838 million per year."" Mostly explained
by relatively high unit cost per capita, CAPEX requirements
for water supply are 35% higher than sanitation. CAPEX
requirements for the urban population are also estimated
to be higher than the rural population because of the higher
number of required beneficiaries and per capita costs.

Table 2.1 also shows that anticipated public CAPEX
for water supply and sanitation is estimated at US$338
million per year and US$296 million per year, respectively.
Combined, these account for about 0.3% of the 2012 Gross
Domestic Product. Domestic funding sources are expected
to provide a very large share (97%) of anticipated public
expenditures,’ with the large majority (95%) of anticipated
public CAPEX targeted at urban areas, even though these
only represent 55% of all people that need to gain access
to achieve the targets.

Table 2.1 Coverage and investment figures?
Anticipated public CAPEX
Coverage Target year Population Annu_al CAPI:;( > . Anticipated  Annual
(2025/  requiring Fequremen 2012-2014 household  surplus
2028)° access ' ) CAPEX (deficit)°
1993 2008 Total Public Domestic  External Total
% % % ‘000/year US$ million/year
Rural water supply 83% 86% 100% 1,343 324 189 29 3 32 23 -269
Urban water supply 93% 94% 100% 1,410 514 315 302 4 306 194 -14
Total water supply 88%  90% 100% 2,754 838 503 331 7 338 217 -283
Rural sanitation 59% 79% 100% 1,171 182 12 1 0 1 20 -162
Urban sanitation 83% 94% 100% 1,811 437 274 284 11 295 163 21
Total sanitation 1%  86% 100% 2,982 619 285 286 11 296 183 -140

Note: a) Columns may not add up due to rounding. b) The target years for water supply and sanitation are 2025 and 2028, respectively. c) This is equal to Total anticipated public CAPEX for

2012-2013 plus Anticipated household CAPEX less Total annual CAPEX requirement.
Source: SDA costing

" Estimates in the current analysis are substantially higher than those presented in the study of De Vera et al. (2013). The differences in the two sets of estimates

are presented in detail in Annex 3.

'2 External sources represent anticipated expenditures of development partners or donor agencies. The domestic private sector is represented by Manila Water,

Maynilad, and some private financial institutions.
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Subtracting CAPEX requirements from the sum of anticipated
CAPEX contributions of the public and households suggests
deficits of US$ 283 million per year and US$ 140 million
per year for water supply and sanitation, respectively. If the
anticipated spending pattern continues, targets are unlikely
to be met. It also means that governments and service
providers are expected to invest even more in water supply
and sanitation after 2014.

The small surplus estimated for urban sanitation and the
small deficit for urban water supply in Table 2.1 should be
interpreted with care. Most of the domestic component of
anticipated public CAPEX is represented by expenditures
of the two private concessionaires in Metro Manila — Manila
Water and Maynilad.'® This implies potentially large deficits
in urban areas outside Metro Manila. The anticipated
household CAPEX for urban water supply and sanitation
are also both larger than the estimated deficit and surplus
for urban water supply and sanitation, respectively. Since
anticipated household CAPEX was modelled in the analysis
as a fixed share of the total costs, the assumption is that

governments are successful in eliciting such investments
by households as user contributions. The key implication is
that the estimated surplus in urban sanitation is shallow and
could easily become deficit should households spend less
than their estimated contribution.’ For the same reason,
the deficit for urban water supply could be much larger than
reported in Table 2.1.

Aggregate and subsector-specific deficits can be reduced
by accounting for omitted expenditures of local government
units, water districts and other stakeholders. While the
extent of the reduction is difficult to determine, it seems
unlikely that the observed pattern can be reversed at least
for rural areas. In addition, although some expenditures in
rural services might have been missed in the data collection,
one needs to considers the fact that the rural sanitation
subsector in particular, but also the rural water supply sector,
are assumed to rely heavily on household CAPEX. The same
arguments hold here, only if government and stakeholders
are successful in promotion and social mobilisation, it will
successfully mobilise these household self-investments.

Figure 2.2 Sector Financing: Required, Anticipated (2012-2014) and Recent Expenditures, (2009-2011)
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Total sanitation
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Source: SDA costing

'3 The details are provided in succeeding chapters. Also note that planned capital expenditures of Maynilad and Manila Water are tentative. The values are still
being reviewed and subject to the approval of the regulatory office of the Manila Waterworks and Sewerage System (MWSS).

' A similar situation could also occur if the MWSS substantially reduces the planned capital expenditures of Maynilad and Manila Water.
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Figure 2.2 indicates that anticipated investments (excluding
the contribution of households) for 2012-2014 in water
supply and sanitation are higher than recent investments
from 2009-2011. While this is a good sign, anticipated
investments still fall short of investment requirements.

Current and future infrastructure would also need to
be supported by an estimated US$342 million/year in
operation and maintenance (O&M) expenditures (Table 2.2).
A large proportion (62%) of this amount is for water supply.
The critical issue here is whether tariffs of the utilities are
sufficiently high to cover operation and maintenance
requirements to support the water supply and sanitation
facilities they need to maintain (and on top of that allow for
depreciation to replace investments and support expansion).
For facilities that are maintained by households, e.g. toilets
and hand pumps, the issue is whether such O&M services
are readily available and affordable for rural households, to
avoid breakdown and collapse.

Table 2.2 Annual operation and maintenance costs

Subsector 0&M US$ million/year
Rural water supply 62
Urban water supply 148
Water supply total 210
Rural sanitation 32
Urban sanitation 100
Sanitation total 132

Note: Totals may not add-up due to rounding

Source: SDA cousting
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3. Reform Context

Since the Philippines’ independence in 1946 until 1955 most
water supply systems were operated by local authorities.
From 1955 to 1971, control of urban water supply was
passed to the national government.’ In the early years of the
Marcos Administration, several Presidential Decrees were
passed that were designed to organize urban water supply
and sanitation service delivery through national agencies
such as the Metropolitan Waterworks and Sewerage System
(MWSS), the Local Water Utilities Administration (LWUA)
and the Rural Waterworks Development Corporation (which
was eventually absorbed by LWUA). MWSS was a service
provider while LWUA and the RWDC were specialized
lending agencies that also provided organisational and
technical assistance. LWUA organized Water Districts
in urban areas and the RWDC organized the Rural Water
Supply and Sanitation Associations in rural areas. The
RWDC was eventually absorbed by LWUA after seven years.

With the devolution of responsibilities on basic service
provision to the local government units (LGUs) under the
Local Government Code in 1991, barangays, municipalities,
cities and provinces were allowed to finance, operate and
maintain their own water supply systems. Since then a
number of management and private sector partnership
models have emerged. The scope for private sector
participation increased further following a Supreme Court
ruling that Water Districts do not have the exclusive right
to operate public water supplies in cases where they fail to
provide an acceptable service to the entire population in the
service area. This has opened the door for private sector
operators (as well as not-for-profit associations) to deliver
services in areas with high demand.

In 1995, the legal basis for the world’s largest water
privatisation was approved through the National Water
Crisis Act. Two years after, two joint venture companies
succeeded in each securing for themselves a 25-year
concession agreement under the MWSS. Halfway through
this agreement, both companies succeeded in negotiating
a 15-year extension to address their urban sanitation
performance targets, extending their service provision
arrangements until 2037.

In 2009-2010, the Philippine Water Supply Sector Roadmap
and the Philippine Sustainable Sanitation Roadmap was
prepared using multi-stakeholder dialogues. In 2011, the
National Sewerage and Septage Management Program
were approved for implementation.

Since 2011, government has introduced a number of
measures designed to resolve the longstanding problems
of fragmented and overlapping institutional mandates and
a lack of direction in the sector. They include the following:

1. In 2011, the Department of Public Works and
Highways (DPWH) was charged to act as lead agency
for the water supply and sanitation sector with the
aim of improving sector performance. A team was
subsequently established with World Bank support to
identify an appropriate structure for a lead water and
sanitation unit, develop an operational plan for water
supply and sanitation and identify targets, investment
plans and programs for the sector. The report and
recommendations of the team were published in
May 2013. Among others, proposals included the

s World Bank Water and Sanitation Program - East Asia and the Pacific (2003-06-06). Management Models for Small Towns Water Supply. Lessons learned

from case studies in the Philippines.
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establishment of a dedicated “lead” Water and
Sanitation Unit (proposed within DPWH). As a follow-
up action, the government is currently in the process
of an institutional review to identify which department
and/or agency would be the most suitable for hosting
the dedicated “lead water and sanitation unit”.

2. A High Level Inter-Agency Committee on Water was
created in 2011 to formulate a master plan for water
resources management.’® The plan was submitted to
the President in April 2012 and contains key proposals
to reconstitute the National Water Resources
Board (NWRB) as the National Water Resources
Management Office (NWRMO) under the Office of
the President, with overall responsibility for water
resources management and the economic regulation
of water service providers.

These measures, if implemented, should pave the way for
improved sector performance by articulating institutional
responsibilities for service provision, consolidating regulation
functions, and assigning responsibility for the overall
planning and management of water supply and sanitation
services unambiguously to a single lead agency. Having
said this, sanitation and hygiene promotion would remain
the responsibility of the Department of Health (DOH) and
national (rural) water supply programs such as SALINTUBIG
with the Department of Interior and Local Government, and
LGUs playing a role in facilitating implementation, while the
role of the proposed lead water and sanitation unit would
be to ensure the effective coordination of water supply and
sanitation planning and progress monitoring.

Milestones in the Philippine water and sanitation sector
reform are summarized in Table 3.1.

'6 This committee is led by the Department of Public Works and Highways (DPWH) with the National Economic and Development Authority (NEDA), the Office of
the President (OP), the Department of Budget and Management (DBM), the Department of Interior and Local Government (DILG) and other concerned agencies

as members.
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Table 3.1 Key dates in the reform of the water and sanitation sector in the Philippines

Year Event

1955  Creation of the National Waterworks and Sewerage Authority ( NAWASA).

1971 Republic Act 6234: Transformed NAWASA into the Metropolitan Waterworks and Sewerage System (MWSS) where it was responsible for service provision in
Metro Manila, whereas other cities and towns were transferred back to local governments.

1973  Creation of the Local Water Utilities Administration (LWUA) and the Water District (WD) Model through Presidential Decree 198. LWUA was capitalised to provide
financial, technical and institutional assistance to urban water service providers.

1974  Creation of the National Water Resources Council attached to the Department of Public Works, Transportation and Communications (later renamed the National
Water Resources Board) to coordinate and integrate water resources development activities.

1975 Presidential Decree 856 (the Sanitation Code of the Philippines) provided for the enforcement of various sanitation policies including standards for water supply,
sanitary facilities, sewerage and sewage management, food processing and servicing, abattoirs, markets, funeral parlors, and industrial hygiene.

1976 Presidential Decree 1067 (Water Code of the Philippines) on resource regulation and mandated the NWRB as the government agency responsible for the
implementation of the Water Code.

1978  Barangay Water Projects. Creation of the DILG Water Supply and Sanitation Project Management Office ( DILG WSSPMO).

1980 Creation of the Rural Waterworks Development Corporation (RWDC) responsible for areas where neither LWUA nor MWSS operates.

1987  LWUA took over the work of the RWDC.

1991  Republic Act 7160 (The Local Government Code) provided for the decentralization of basic service provision and barangays, municipalities, cities and provinces
were authorized to finance, operate and maintain their own water supply systems.

1995 Republic Act 8041 (National Water Crisis Act) provided the legal framework for the privatization of MWSS.

1997  25-years concession agreements were awarded the by MWSS to Maynilad Water Services, Inc (for the west zone) and to the Manila Water Company Inc (for the
East Zone).

2004  Republic Act 9275 (Philippine Clean Water Act) that mandated DPWH to prepare a National Sewerage and Septage Management Program.

2005 Presidential Priority Program on Water (P3W) was approved and implemented by DPWH and NAPC through the adhoc Water and Sanitation Co-ordinating Office.

2009- Multi stakeholder preparation of the Philippine Water Supply Roadmap. 2nd edition in 2010.

2010 Multi stakeholder preparation of the Philippine Sustainable Sanitation Roadmap.

2011 INFRACOM approved the National Sewerage and Septage Management Plan.

2011 SALINTUBIG Program (for the ‘waterless’ municipalities) replaced the P3W; is jointly implemented by the DOH, NAPC, DILG and LWUA.

2011 Executive Order 62. Creation of the Inter-Agency Committee on Water under the leadership of the DPWH.
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4.

INstitutional Framework

Priorty actions for the institutional framework

e Implement new institutional arrangements including an expanded role for the National Water Resources Board as
the sector regulator and its transition to a National Water Resources Management Office, and the establishment of
a dedicated Water and Sanitation Unit as a lead sector agency (hosting department/agency to be identified through

institutional review)

e Improve coordination mechanisms between actors at provincial and municipal levels

e Establish a national capacity building program to address rural subsectors by consolidating various initiatives
already in place including the regional capacity building hubs established under the DILG

The Philippine water and sanitation sector has for years
been constrained by institutional fragmentation that
impedes progress in service delivery and the protection
of water resources. Until recently there has been no single
agency to oversee the sector, but significant efforts are now
underway to address this as outlined in Section 2.

Table 4.1 illustrates the complexity of current institutional
arrangements. Urban water supply services are provided
by a host of agencies including the Metropolitan Water and
Sewerage System (MWSS) in Manila and its two private
concessionaires,'” the Local Water Utilities Administration
(LWUA), that provides finance and technical assistance to
around 600 water districts.® Moreover, there are numerous
small private service providers including housing developers
and water cooperatives. For a number of large service
providers, regulation is done by contract.’® At present the
National Water Resources Board (NWRB) regulates only

7 Manila Water Company, Inc and the Maynilad Water Services, Inc.

small private service providers, while LWUA regulates
some Water Districts, but only those in which they have
a financial interest. There is no agency regulating service
provision by LGUs. The lack of a strong, independent
regulator has impeded the achievement of universal access
to adequate, reliable services and in some cases allowed
poor performance to continue unchecked.

While there is no formal clear-cut distinction between
the rural and urban subsectors, most rural piped water
schemes are operated by local government units with
the support of the Department of Interior and Local
Government (DILG) through the SALINTUBIG Program
for so-called ‘waterless’ municipalities.?’ The Department
of Social Welfare and Development (DSWD) through the
KALAHI CIDDS program?'is a major supporter of rural
water supplies usually for point source or communal water
systems. The Department of Agrarian Reform also funds

'8 Water Districts are quasi private water service providers, officially categorized as Government Owned and Controlled Corporations (GOCC). Under Philippine
Laws, waterless municipalities are those where less than 50% of their population have access to potable water. GOCCs are stock or non-stock corporations
established by a special charter or law for the interest of everyone and subject to the test of economic viability. It is owned or controlled by the government

directly, or indirectly through a parent corporation or a subsidiary corporation.

' This means that the contractual agreements of the private provider and government agency provide for a regulator specific for their area of operation. Such
regulation by contract exists in Metro Manila, Subic, and other LGU-based service contracts.

20 Waterless municipalities are those where less than 50% of their population have access to potable water.

21 The KALAHI-CIDDS Program is a major anti-poverty program managed by the DSWD that has sub-project components that include among others, community
water supply and sanitation projects. The recent MDGF Study on Investment Requirements report that DSWD plans to invest up to PhP 1.9 Billion a year from

2013 to 2019 for rural water supply projects alone.
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some water supply projects as part of the Agrarian Reform
Communities. These schemes are usually operated by
cooperatives and barangay/rural water and sanitation
associations. NWRB is officially mandated to regulate
those private utilities and associations/cooperatives,
however, their current resources are limited to effectively do
so, and likewise small-scale providers lack the capacities
to comply with the regulatory requirements.

Oversight for urban sanitation services in Metro Manila
rests with the MWSS with service delivered through its
concessionaires. Only a few Water Districts and LGUs invest
in and operate sewerage systems. The DPWH National
Sewerage and Septage Management Program (NSSMP),
which was approved in 2011 is still in its infancy, with little
planning, investments and no clear accountability at LGU
level for sanitation services.

Table 4.1 Roles and responsibilities of agencies involved in water and sanitation
Current Roles and Responsibilities of Sector Agencies
Local Government Units e Mandates generally based on the Local Government Code and include resource regulation, water supply provision and economic
(LGUs) regulation of utilities. This includes responsibility for the planning, implementation and monitoring of water supply and sanitation
programs.
e Provision of support to water service providers such as the Rural Water and Sanitation Associations, the Barangay Water and
Sanitation Associations and cooperatives including funding from their development funds.
Local Water Utilities e (Capacity building support to water districts, including technical, institutional and financial assistance.
Administration (LWUA) e Regulation of Water Districts.
Department of Interior and e Management of the water grants under SALINTUBIG Program of the government.

Local Government (DILG) Capacity building support to LGUs.

— Provision of capacity building training to LGUs.
— Coordination of LGU master plan preparation.

— Provision of information to LGUs on available sector programs and financing.

National Water Resources e Resource, Economic and Service Regulation of water service providers.
Board (NWRB)
National Economic and e Coordinates the preparation of national development plans and investment programs.

Development Authority (NEDA)

Monitoring implementation of policies, programs and projects.

Department of Public Works
and Highways (DPWH)

Provision of technical support to LGUs upon request including implementation of piped water supply projects.
DPWH is hosting the Project Management Office for the National Sewerage and Septage Management Office.
They also provide oversight functions over LWUA and the MWSS.

Leads the Inter-Agency Committee on Water created under Executive Order 62.

Department of Finance(DOF)/ e
Government Financing o
Institutions (GFIs)

Financing support for the water supply sector.

Utilities Administration.

DOF oversees performance of GFls like the Development Bank of the Philippines, the Land Bank of the Philippines and the Local Water

Metropolitan Waterworks and e

For water supply and sewerage services in Metro Manila through its two private concessionaires. It also has its own economic

Sewerage System (MWSS) regulatory office, created by contract to regulate tariff and performance of the utilities.

DWSD e |mplements the KALAHI-CIDDS program, a major anti-poverty program of the national government that have water supply and
sanitation sub-projects in rural areas.

NAPC e Coordinates the pro-poor water supply projects of the national government.

22 DOH Administrative Order No. 2010-0021 on the subject of Sustainable Sanitation as a National Policy and a National Priority Program of the Department of
Health (DOH) states as objectives that by 2022, all barangays will be declared open defecation free, all LGUs will have sanitation plans and budgets and with

100% of the population in all cities/municipalities with sanitary toilets.
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The mandates for rural sanitation are not clearly defined, with
two agencies having an operational role. The Department
of Health (DOH) holds lead responsibility and has adopted
a policy objective?®? to achieve open defecation free status
for all barangays, and universal access to sanitary toilets in
cities and municipalities. This policy has, however, received
very little attention so far and little or no funding has been
allocated for its implementation. At the same time, the Local
Government Code assigns responsibility for rural sanitation
to LGUs, though there are no plans, targets or monitoring
systems in place against which LGUs can be held
accountable. Local private sector providers of sanitation
goods and services are neither organized nor regulated.

It is clear from the table that many roles and responsibilities
overlap. For instance, while resource regulation is by
the NWRB, economic regulation is done by a number of
agencies: NWRB, LWUA, MWSS and a number of other
smaller regulatory offices created by contract to oversee
special zones, for example Subic Bay. LGU water systems,
however, are outside the remit of any regulatory agency,

which is a major sector concern given that they serve a very
large number of users.

Following the designation of DPWH as lead agency for the
sector, the team tasked with the development of a new
structure and mandate for the “lead water and sanitation
unit”, and identification of investment plans and programs,
proposed responsibilities for this lead sector agency in
its 2013 draft report, as listed in Table 4.2 below.?® It also
proposed that the lead water and sanitation unit would
be hosted by DPWH. The report also recommended that
a national capacity development program should be
developed for the sector.

With comprehensive proposals developed, the priority now
is for government to adopt and implement the reforms,
complemented by a clear capacity development strategy
and plan. The government is in the process of an institutional
review to provide clarity as to which agency or department
would be most suitable to host the proposed lead water
and sanitation unit.

Table 4.2 Proposed roles of the lead water and sanitation unit/agency (de vera, 2013)

Monitoring e Maintaining a centralized database of information on water service providers, service coverage and selected information on performance levels.

Financing e | ead agency for OBA activities

e |mplementer of source development programs funded by GOP grants

e Allocate government resources for the WSS sector

Planning/Policy/
Programming

Master planning for the sector

CAPEX programming

Policy formulation (in coordination with other agencies)
Setting and monitoring sector targets

Establishing operational standards

Implementation of the NSSMP

Reform
Accountability

Initiating reforms within attached institutions

Establishing reward and penalty systems for service providers

2 De Vera et al (2013)
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5. Financing and its Implementation

Priority actions for financing

e Create a national account for water and sanitation, disaggregated between urban and rural to enable monitoring of

investments towards the subsectors

¢ Increase investments towards water supply and sanitation, particularly in rural areas where large disparities exist

between the rich and the poor

e Align budgeting processes to support the implementation of long-term strategies and investment plans by public
service providers and translate these into annual work plans

¢ Improve local capacity in procurement and other financial management processes to facilitate budget releases.

e Introduce key result areas for local water supply and sanitation services to increase local accountability for
service improvements and incentivise LGUs to access additional funding sources including matching grants from

government

Total investments contributed by different stakeholders
are difficult to track as there is no lead agency collating
this information. Some LGUs invest in water enterprises;
legislators contribute to water supply projects from the
Philippine Development Assistance Fund (more commonly
known as pork barrel funds); and further investments are
made by the private sector (large, medium and small),
water districts, some government-owned and controlled
corporations (GOCCs) and a number of NGOs. The
establishment of a national account for water and sanitation
would enable the monitoring of financial flows for water and
sanitation programs, projects and investments.

Annual allocations for the implementation of various
government programs are approved under the General
Appropriations Act (GAA). Since 2005, this has authorised
an annual investment of PhP 1.5 billion (US$36 million) for
water supply projects in ‘waterless’ municipalities under
the SALINTUBIG Program.?* This allocates PhP 5-7 million

(US$118,000 — 166,000) to each waterless LGU which
then develops proposals for the amount allocated. In
other words, short-term plans are made to fit given annual
budgets, rather than budgets being allocated to support
phased plans to meet town- or district-wide targets. In fact
few, if any, cities outside the capital have a comprehensive
plan for achieving universal coverage. The capacity to
utilize the funds allocated is in any case compromized by
the limited capacity of LGUs to meet project requirements
relating to technical design and procurement.

The Department of Social Welfare and Development
(DWSD) recently disclosed that through the KALAHI-CIDDS
program, a total of PhP 1.9 billion (US$44 million) shall be
allocated annually from 2013 to 2019 for pro-poor water
supply sub-projects. This amount plus the SALINTUBIG
Funds brings to PhP 3.4 billion (US$78 million) the total
amount available for water supply projects annually, up to
2016.25 These amounts, though significant, still fall short

24 For 2012, the Salintubig Program was given a budget of PhP 800 million through the DILG and PhP 700 Million through LWUA. An additional PhP 500 million
was also received by the DILG in 2012 to finance a number of water projects under the Transition Investment Support Plan (TISP) for ARMM. For 2013, a total
of PhP 1.5 billion Salintubig Fund was allocated through the DILG. These budgets are mostly for water infrastructure with DILG allocating 4-5% of project costs

for capacity development.
2 Salintubig Program Funds is a commitment from 2010 to 2016 only.
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of the total annual investments required to meet water
supply universal coverage by 2025 by about PhP 18 billion
(US$424 million).

Previous attempts to rationalize the sector financing
framework were unsuccessful® and instead there are
a number of government institutions and commercial
windows for financing water and sanitation investments
by LGUs, water districts and the private sector. These
remain under-utilized, however, as LGUs are reluctant to
borrow, hoping instead that they can access grant funds
from national projects or the ‘pork barrel’ funds of local
legislators. Moreover, LGUs do not generally prioritise
water and sanitation in local investment plans as they lack
incentives to commit to performance targets during their
three-year term of office.

While accurate figures are not available, there is considerably
more funding available for water supply than for sanitation
and sewerage, with grants, loans and output-based aid on
offer for water supply projects. Since 2005, pro-poor water
supply grants to waterless municipalities were provided to
LGUs and through the water districts either as grants or
soft loans?” with the intention that these would leverage
additional resources from LGUs, the private sector and
other actors. In addition, a Philippine Water Revolving Fund
(PWRF)® operated from 2008-2013 to encourage private
banks to lend to water projects. A total of PhP 4.3 billion
(US$102 million) was allocated to 22 projects, mainly for
source development, rehabilitation and network expansion.

Moreover, government banks, such as the Land Bank and
the Philippines Development Bank, are actively involved—
with support of development partners—in lending to water
districts as well as to the Manila concessionaires, and
have expressed intention to move into market segments
targeting semi-creditworthy water districts and lending for
smaller private utilities.

Private water service providers are generally more assiduous
than their public counterparts in expanding services in urban
areas, partly as a result of their contractual obligations. The
two largest private sector operators are expected to invest
in expansion and efficiency improvements for both water
supply and sewerage.?® Grants established under output-
based aid agreements have also enabled subsidized
connection fees to be provided for poor households in
Manila.®® For rural areas, however, finance is more difficult
to access and many piped schemes not falling under water
districts are subsidised by LGUs.

For sanitation, particularly urban sewerage projects, the
National Economic Development Authority Infrastructure
Committee (NEDA INFRACOM) authorized a 40% national
government subsidy for highly urbanised cities under the
National Sewerage and Septage Management Program
approved in 2011. To date, however, no projects have
been established. Rural sanitation, meanwhile, receives
very little funding from government and is generally
regarded as a household responsibility, taking its toll on
public health.

2 Executive Order 279 of 2004 and its Implementing Rules and Regulations provided for reforms in the financing policies for the water supply and sewerage
sector and water service providers and for the rationalization of LWUA’s organizational structure and operations. LWUA Employee’s Union filed a case in court
where they were granted a Temporary Restraining Order that prevented the implementation of this policy.

27 LWUA provided soft loans to the water districts operating in waterless municipalities.

2 The PWRF was set up by the Philippine government, American aid agency USAID and JICA to leverage concessional financing for water projects by bringing
in private financial institutions. USAID supported the capacity-building program, while JICA provided a 40-year soft loan to be lent on to individual projects. The

fund is administered by the Development Bank of the Philippines.

2 n 2009, Manila Water managed to get Presidential Approval for contract extension until 2037. Maynilad Water’s contract extension was approved in 2010. The
longer concession period will allow the concessionaires to implement a higher investment plan while at the same time lowering the scheduled tariff adjustments

to ensure customer affordability.

30 Manila Water is implementing a Global Partnership on Output-Based Aid funded project under the World Bank since 2007.
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0. Sector Monitoring and Evaluation

Priority actions for monitoring and evaluation

e Harmonise data collection systems, standardise the definition of terms and develop a coherent sector monitoring

framework

e Establish a collective platform for a multi-stakeholder review process to monitor subsector performance (for

example Joint Annual Sector Reviews)

Subsector monitoringis a difficult taskin the Philippines given
the absence (until recently) of a lead agency to coordinate
this important function. Currently, each agency monitors
its own concerns—for instance, LWUA monitors only the
water districts that have outstanding loan obligations with
them, while MWSS monitors exclusively the performance
of their concessionaires. Furthermore, there is concern
about the definition of terms, data collection strategies and
approaches to monitoring and evaluation.

There are several sources of population-based coverage
data including the National Demographic and Health Survey
(NDHS) and the annual poverty indicators survey undertaken
by the National Statistics Office. The Department of Health
conducts its Field Health Services Information System
(FHSIS) survey annually and NEDA regularly collects agency
level information that it collates and integrates in national
plans and reports. An added complication in tracking
progress in the sector is that these surveys do not apply
the same criteria for classifying facilities, and determining
their adequacy as those used by the UNICEF-WHO Joint

Monitoring Programme. For example, government coverage
figures do not specify whether water supplies are safe to
drink, pressure in the pipes is adequate or 24-hour supply
is available.

The harmonization of definitions and adoption of appropriate
criteria for assessing the adequacy of hardware and services
is needed in order for reliable monitoring data that is useful
in planning and tracking progress in the sector to be
produced. Pilot projects are currently underway to establish
performance benchmarking systems for LGUs and for a few
water service providers; these need to be scaled up if they
are be useful for broader sector monitoring.

The absence of a central regulatory agency contributes to
the lack of information on sector performance. There is no
national asset registry system in place and while there is a
water permit process under the National Water Resources
Board, there is no obligation for those operators without a
Certificate of Public Convenience (CPC) to register any new
system that is being built.

31 Compared to the JMP list, no distinction is made in the NSO’s census on whether dug wells or springs are protected or not making them fall in the list of
unimproved sources of water. Rain collection is also not in the NSO list. For sanitation, ventilated improved pit latrine and composting toilets are not in the NSO
list considering that these types of toilets are not common in the Philippines. Water-sealed toilets with other depository in the NSO list would be similar to the
flush or pour-flush to elsewhere category in the JMP list. However, the NDHS and APIS surveys also conducted by NSO use the JMP categories. The FHSIS
reports do not have the different categories of sources of water and sanitary toilets in their reporting.

% Licensed operators hold a Certificate of Public Convenience (CPC) and are registered service providers regulated by the National Water Resources Board.

Water permits are only for resource extraction.
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Much of the available data on urban water supply and
sanitation relate to Metro Manila where the private sector
concessionaires submit regular reports to MWSS. Outside
of Metro Manila, water districts generally report to LWUA,
while for non-water districts, regulated CPC holders of the
NWRB are only required to report every five years.

Responsibility for monitoring rural water supply and
sanitation coverage rests with provincial and municipal
LGUs. The DILG has started to collect this information,
but mostly for the waterless municipalities under their
SALINTUBIG Program.

A proposal to set up an inter-agency, multi-stakeholder
platform for sector monitoring was strongly supported in
the SDA stakeholder consultation workshops. The approval
of the proposed National Water Resources Management
Office provides for the creation of one national, and several
local level, multi-stakeholder platforms for monitoring
progress and for knowledge, information sharing and
collaboration.
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Subsector: Rural Water Supply

Priority actions for rural water supply

Government uses data from the National Demographic
and Health Survey (NDHS) to report on water supply.
This indicates that about 86% of the rural population
(40 million people) had access to improved water supply
facilities in 2008.% The dominant facilities were tubewells
or boreholes (30%) and piped water into dwelling or yard
(22%). While access rates are high relative to rural areas
in other countries, there has been sluggish annual growth
over the last two decades (just 0.2% between 1993

Establish a dedicated rural water supply section within the “lead water and sanitation unit” to spearhead subsector
strategy development, monitoring and coordination

Increase funding to expand access to piped services in rural areas and operationalise policies for full cost recovery
to reduce the investment gap and improve sustainability of services

Enable economies of scale and financial viability in service provision by consolidating small service providers and/
or providing access to finance for system expansion

Formalize the management of small piped schemes and introduce light-handed regulation including the use
performance contracts to drive service quality and reliability and incentivize service provision to the poor

Enhance rural water supply improvements (piped schemes) via other poverty alleviation programs such as the
Bottom-Up Budgeting Process and the National Community Development Driven programme

Expand the provision of technical support to small providers, combined with business planning services to facilitate
access to finance for system expansion

Develop systems for management support to schemes operated by community-based organisations, through
partnerships with private sector and water districts

Figure 7.1 Rural Water Supply Coverage
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Source: JMP (2013); SDA costing

3 This includes households that use bottled water for drinking but have access to improved sources for washing and cooking.
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JMP estimates, using multiple country survey data-sets,
illustrate an annual increase in access to improved water
supply of 0.8% between 1990 and 2011, when the level
reached 92%. With an assumed population growth rate of
1.2% per year, the target of universal access implies that
an estimated 1.3 million people per year will need to gain
access to improved water supply facilities between 2009
and 2025. This is about 70% higher than the roughly 0.8
million people per year who gained access to improved
water supply facilities between 1993 and 2008.34

Meeting the 2025 water supply target in rural areas is
estimated to require US$ 324 million per year capital
expenditures between 2009 and 2025 (Figure 7.2).
Combined with the US$ 62 million per year in expenditures
for operations and maintenance (see Section 2), this implies
total financing requirements of US$ 386 million per year.
These estimates are rather conservative because these
are focused on hardware expenditures and ignore software
costs incurred in delivering services (project management
and transport) and capacity building.

Anticipated investments (i.e. measured as the annual
average for 2012-2014) in rural water supply are likely to
be substantially below the level required. Estimated to be
about US$ 55 million per year (Figure 7.2), more than 90%
of the anticipated investments are expected to come from
households (US$ 23 million per year) and other domestic
stakeholders (US$ 29 million per year), most of which are
represented by the SALINTUBIG program of the DILG.

Recent investments or average annual expenditures for
2009-2011, which exclude the contribution of households,
were also way below the required CAPEX for the subsector.
Having said this, LGU investments are not recorded
systematically hence the exact financial flows to the sub-
sector are unclear.

34 The estimates are based on NDHS access rates.
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Figure 7.2 Rural Water Investment Requirements
(2009-2025)
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While LGUs have a key role in the provision of rural water
supply services, successive studies have found LGU-
operated systems to have the worst performance of all
utilities benchmarked. There are no clear performance
targets or incentives for LGUs and accountability for service
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provision remains diffuse. Underlying these constraints is the
reality that water provision by LGUs is politically driven and
there is no emphasis on professionalizing service delivery
or achieving financial sustainability. Given the current
weaknesses in the rural water supply service delivery, a
dedicated section focusing on rural water supply will need to
be established within the proposed lead water and sanitation
unit. Its role should include strategic leadership; the co-
ordination of national and local investment streams; target
setting and monitoring; and fostering sustainable service
provision through support systems, including strategies for
resilience in the face of climate change impacts.

Figure 7.3 shows the result of the scorecard benchmarking
process. The questions, scoring criteria and evidence are
included in Annex 1.

The country generally scored low in four main areas:
planning, expenditure, output and use outcomes. Within
the enabling pillar, it was noted that there is no nationally
approved policy for rural water supply. The lack of leadership
and fragmentation of implementing agencies leads to
inconsistent service delivery principles, for example on
counterpart financing, and irrational and overlapping grant
schemes. There is no overall investment strategy or plan to
reach universal coverage in rural water supply, neither is there
an annual process that reviews progress in the sub-sector.

Figure 7.3 Rural Water Supply Scorecard
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Scores in the developing services pillar reflect the fact that
data on subsector expenditure are fragmented, service
providers are poorly monitored and details of new facilities
developed each year are not properly recorded, making it
very difficult to monitor progress towards national or local
targets. Programs such as SALINTUBIG, and the national
CDD program do support LGUs with low levels of access
and high poverty rates, however, no regular review is done
to see if these strategies are actually reducing inequalities
in water supply access. In terms of equity of services in
rural areas, the richest rural quintile is 1.7 times more likely
to have access to improved water as the poorest quintile.
However for piped house connection, the richest quintile
has 17 times higher access than lowest quintile.

Turning to sustainability, the score on outcomes is low.
Many schemes do not operate on a full cost recovery
basis, capacities for management, operation and
maintenance are limited and systems tend to fall into
disrepair unless LGUs, particularly at barangay level,
provide additional funds. Many rural operators do not
have regulatory licenses and, being outside of the formal
framework, receive little support through capacity building
and performance regulation. There is no centralised or
decentralised asset register or inventory system, detailing
where water scheme points are located, their condition
and functionality.

Sustaining
Maintenance Expansion Outcomes

1'13 1'5

Output
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Strategies are needed to improve the quality and
sustainability of service delivery and facilitate greater access
to piped schemes by the poor. One element in achieving
this would be to encourage water service providers to
develop operations large enough to achieve economies of
scale, though the consolidation of small providers and/or by
enabling access to finance for system expansion via tariffs,
borrowing or public grants.

At national level, another important initiative would be to
formalize the management of smaller schemes such as
those under LGU control and bring them within the remit
of the sector regulator. It is encouraging that plans for
this are already underway, with regulatory requirements
differentiated according to the level of service offered.
Performance contracts could be a vehicle for regulation,
helping to drive service quality and reliability and
incentivising service provision to the poor.

Service Delivery Assessment
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8. Subsector: Urban Water Supply

Information from the NDHS indicates that about 94% of
the urban population (41 million people) had access to
improved water supply facilities in the Philippines in 2008.%°
About 38% of the population used piped water into the
dwelling or yard as their drinking water source while 14%
had a tube well or borehole. Reported access rates for
these facilities are in fact conservative since one third of
respondents reported bottled water as their drinking source
but also had access to improved water sources for washing
and cooking.

Access to piped water supplies has risen substantially from
40% of the urban population in 1990 to 61% by 2011 (Figure
8.1). However, the proportion of the population with access
to improved water supply, which was already quite high,

changed very little over this period; with around 0.8 million
people per year gaining access to improved sources, the
level of access barely kept pace with population growth. The
rate will need to almost double to about 1.4 million people
per year between 2009 and 2025 if the country is to achieve
the target of universal access to improved water supply.

An estimated capital expenditure of US$514 million per year
is required for the country to meet its targets by 2025 (Figure
8.2). This implies a financing requirement of US$662 million
per year if the US$148 million per year in operations and
maintenance expenditures (see Section 2) are considered
in the analysis. As with rural water supply, the estimated
financing requirements are conservative because software
costs are ignored in the analysis.

% This includes households that use bottled water for drinking but have access to improved sources for washing and cooking.
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Figure 8.1 Urban Water Supply Coverage
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Anticipated investments in urban water supply are likely
to be slightly smaller than required capital expenditure.
Estimated at about US$500 million per year (Figure 8.2), most
of the anticipated investments are expected to come from
households (US$194 million per year) and other domestic
stakeholders (US$302 million per year). Furthermore, the
bulk of the investment will be in Metro Manila and nearby
urban areas: nearly US$288 million (95%) of the US$302
million per year that is contributed by (other) domestic
stakeholders are from the projected expenditures of Manila
Water and Maynilad.*® This suggests that the surplus is
confined only to Metro Manila and nearby regions. Urban
areas farther away from Metro Manila are likely to have
deficits which may not be too different in terms of scale
form the rural regions.

Figure 8.3 illustrates the urban water supply scorecard (see
detailed questions in Annex 1). Among the four subsectors,
urban water supply has the most developed service delivery
pathway, due largely to the focus of national government
and private sector on Metro Manila and other larger cities.
Since some scorecard questions relate only to the three
largest cities and utilities, the scorecard tends to reflect the

situation in these growth centers, which is not reflective of
water provision in other urbanised areas. This discrepancy
between Metro Manila and other urban areas could also be
observed in the financial model, where the picture looks
fairly positive while investment deficits remain in other
urban centers.

Figure 8.2 Urban Water Investments Requirements
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3 Also note that part of the remaining amount is expected to be allocated to Metro Manila as well.
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Figure 8.3 Urban Water Supply Scorecard
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For the subsector as a whole, there are some important
gaps in the current institutional framework, not the least
of which is that there is no lead agency tasked with
coordination, planning and policy development, nor any
platform for sector-wide, multi-stakeholder assessment of
subsector performance. Furthermore, it is impossible to
clearly identify investments and subsidies for urban water
supply in the relevant budgets.

The Philippine Water Supply Sector Roadmap was
produced through a multi-stakeholder consultative process
and is the key policy document for the subsector, though
it does not disaggregate between urban and rural areas.
While not officially approved by the cabinet-level NEDA
Infrastructure Committee, its Sub-Committee on Water
Resources has used the outcome of the consultative
process as a reference point for new sector policies and
strategies, including those in the Philippine Development
Plan 2010-2016 that has been approved and is currently
undergoing mid-term updating.

There is a need for sector policy to make separate provisions
for urban and rural services since these different contexts
have significant implications both technically (use of bulk
water schemes and clustered connections rather than
household connections, for instance) and in institutional
terms (for example, the need for formal service provision
rather than management by informal user groups).

There are various funding sources that can be tapped
for urban water supply development. However, there is
general concern that while loan funds are available, the
average utilisation rate has been less than 50% over the
past three years. Many LGUs or service providers (such as
water districts and small private operators) do not have the
capacity to prepare successful loan proposals, have little
appetite to borrow and in general have a low capacity to
absorb large investments, which are subject to bureaucratic
public disbursement procedures. Similarly, many LGUs lack
the capacity respond to the increasing number of proposals
received from large private sector operators interested in
taking over water district services.

Regulation is better developed in urban water supply
compared to the other subsectors and licensed waterservice
providers are legally required to submit independent audited
annual reports and balance sheets.®” In the three largest
cities (Metro Manila, Davao City and Cebu City), service
providers keep good records of new asset development
and this is reported to the regulators. However, economic
regulation remains fragmented with MWSS regulating
the concessionaires by contract, LWUA regulating water
districts and NWRB regulating other licensed service
providers. Economic regulation also requires regulated
entities to conduct public hearings for tariff approval. Until
now, only about 44% of the urban population is served
by providers under economic regulation; many private

37 Securities Regulation Code Rule 68 requires all juridical entities to file standard Philippine Financial Reports.
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or association-like service providers continue to operate
unregistered and unregulated. The NWRB is planning to
carry out a nationwide inventory to gradually register and
license all service providers, introducing a light-handed
regulatory regime for those multiple small-scale service
providers.%®

It is estimated that only 36% of the urban population is
served by either a water district or regulated private sector
provider and only the three largest cities have specific
plans to extend services to the unserved poor, for example
via bulk service provision, socialised rates or payment
of connection fee by instalment. Here, current rules on
economic regulation indicate that an average water bill
should not exceed 5% of the income of the lowest quintile
group. Furthermore, there is socialised pricing® built in the
progressive block tariff structure. Other innovative schemes
to serve the poor are largely project-based but could
potentially be replicated and scaled up.

In terms of system functionality and maintenance, the three
largest utilities report non-revenue water (NRW) to be in
the range of 20 to 40%.%° All regulated utilities implement

cost recovery tariffs which enable them to have an average
operating ratio of about 1.2. The tariffs are subject to review
every five years or when adjustments are required, and
this practice is generally adhered to. Most water districts
perform fairly well, while LGU-run and non-ring fenced
utilities have the worst performance. It is likely, therefore,
that LGU subsidies are flowing to unsustainable services.
For all water supply services, climate change impacts
present a threat to sustainability, calling for the adoption of
strategies to enhance resilience.

All regulated utilities prepare business plans that include
measures to expand access and are allowed to take
commercial loans to offset current investment needs
against future revenues. However, while the major utilities
are able to do this, many small providers would be unable to
do so because their operations are not commercially viable.

Regarding equity, NDHS 2008 data indicate that urban
access to improved water is 91% for the lowest quintile
and 100% for the richest. However, access to a house
connection is three times higher for the richest quintile
(98%) than for the poorest quintile (32%).

3 The Water and Sanitation Program of the World Bank is supporting this NWRB project.
3 The Maynilad scheme for instance offers poor households a special bulk meter rate (called AVERES or average residential rate) limited to 10 cu.m. per month

per household.

40 Average non-revenue water of the three largest utilities: Manila Water Company, Inc (2011): 13%, Maynilad Water Services Inc (2013), 38% and Davao City

Water District (2012), 25%.
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9. Subsector: Rural Sanitation and
Hygiene

Priority actions for rural sanitation and hygiene

e QOperationalise and fund the Zero Open Defecation Program, within the framework of an equitable rural sanitation
and hygiene promotion policy, a capacity building plan, an implementation plan and a monitoring system

¢ Develop a financing strategy for the programme that includes public investments to generate household demand for
sanitation, output-based subsidies to the very poor and collective incentives for barangays and LGUs in achieving

Zero Open Defecation

e Strengthen rural sanitation promotion via other poverty alleviation programmes, such as the Bottom-Up Budgeting
Process, the National Community Development Driven Programme and the National Cash Transfer Programme

(4Ps)

Figure 9.1 Rural Sanitation Coverage
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Based on information from the NDHS, about 79% of the
rural population (37 million people) had access to improved
sanitation facilities in the Philippines in 2008.4' The dominant
facilities were pour-flush toilets to septic tank (53%) and wet

41 This includes households that have access to shared facilities.
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pits (16%). About 15% of the rural population was reported
as not having access to a facility and therefore assumed
to practice open defecation. Rural sanitation improvements
are also monitored through the regular census on access
to sanitary toilet facilities. These reports, however, are not
disaggregated between urban and rural areas and there
is no systematic annual multi-stakeholder review process
that formulates pro-poor policy and implementation
recommendations.

Starting from a fairly low base, access to improved sanitation
facilities has considerably increased in the past decades
(Figure 9.1). Data from the NDHS (government estimates)
suggest a 1.3 percentage point annual increase in access
rates (including shared access) between 1993 (59%) and
2008 (79%). On the other hand, JMP estimates imply
annual increases of 1.2 percentage points between 1990
(45%) and 2011 (69%). With an assumed population growth
rate of 1.2% per year, the target of universal access requires
an estimated 1.2 million people per year to gain access
to improved sanitation facilities between 2009 and 2028.

Water Supply and Sanitation in the Philippines



Although this is only a little more than the roughly 1.1 million
people per year that gained access to improved facilities
between 1993 and 2008, the task will be more challenging
as it is the hard-to-reach and poor households that are not
using improved sanitation facilities.*> NDHS data indicate
that the richest quintile is 3.4 times as likely to have access
to an improved sanitation facility (93%) as compared to the
lowest quintile (27%), while open defecation in the richest
quintile is zero and 46% for the lowest quintile.

Figure 9.2 Rural Sanitation Investment Requirements
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“2 The estimates were based on NDHS access rates.

Meeting the 2028 sanitation target for rural areas is
estimated to require about US$182 million per year in capital
expenditures (Figure 9.3). Combined with the US$32 million
per year in expenditures for operations and maintenance
(see Section 2), this implies a total financing requirement
of US$214 million/year. As with rural water supply, the
estimated financing requirements are conservative because
these only include hardware costs and exclude software
costs. Such software costs could be significant because
there is a need to invest in demand generation among
households and capacity building among all stakeholders.

Anticipated investments in rural sanitation are insignificant
compared to required CAPEX. Estimated to be about
US$21 million per year (Figure 11), most of the anticipated
investments are expected to come from households
(US$20 million per year) and (other) domestic stakeholders
(US$1 million per year).

In 2010, the Department of Health formally announced
the adoption of a policy and national priority program for
sanitation commonly known as the ‘Zero Open Defecation’
programme.*® This is yet to be funded, however, while the
ongoing SALINTUBIG program focuses only on water supply
investments. LGU and barangay budgets for sanitation are
not known but based on anecdotal evidence are generally
restricted to ‘some bowls and bags of cement’ and there
are no financing targets or coordination mechanisms for
domestic and donor expenditures. Furthermore, the only
initiatives underway to expand the role of the domestic
private sector in promoting and supplying accessible,
affordable and aspirational facilities are small projects run
by external agencies.

Most of the progress in recent years has been achieved by
households investing in toilets under their own initiative,
without external support or encouragement, as masons,
sanitary hardware and building materials are readily available

4 Department of Health Administrative Order No. 2010-0021 declaring Sustainable Sanitation as a National Policy and a National Priority Program of the
Department of Health. This policy defined the objectives of achieving universal access to safe and adequate sanitary facilities by 2028 and that all barangays

shall be declared Open Defecation Free by 2022.
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in most of the country. Affordability is a constraint for poor
households, however, and there are other purchasing
barriers such as price perceptions and the lack of low-cost
products that can be purchased through ‘one-stop shop’
arrangements.

Implementation of the Zero Open Defecation programme
should be expedited, plus there are other rural development
and poverty reduction programmes that could also
incorporate sanitation and hygiene promotion into their
operations, such as the Community-Driven Development
Programme and the national Cash Transfer scheme (4Ps) that
could help target effective messages to poor households,
combined with support for sanitation mobilised through the
Bottom-Up Budgeting Process of LGUs. There may also be
scope for developing a substantive sanitation and hygiene
promotion component within SALINTUBIG. Ground work on
sanitation marketing by external support agencies also has
the potential for scaling up, but this can only happen with
government support at national and local levels.

Figure 9.3. Rural Sanitation Scorecard
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LGUs have a pivotal role to play in promoting and sustaining
rural sanitation and hygiene but their capacity, interest and
commitment need to be strengthened. LGU accountability
systems, key results indicators and/or other incentives
should be introduced to motivate both the political
leadership and LGU operational staff to reach sanitation
targets, securing additional resources where necessary
from local development funds or the bottom up budgeting
and planning (BUBP) funding route. Coordination between
DILG and DOH will be paramount, with LGUs in the
implementing and local policy making role, and DOH with
a focus on national policy, implementation guidance and
technical assistance for the roll our Zero Open Defecation
Programme, empowering the DILG-hosted regional hubs
for capacity building of implementers.

The rural sanitation scorecard (Figure 9.3) shows clear
blockages for service delivery that need to be addressed
across the enabling, developing and sustaining pillars.

Sustaining

Output Markets Up-take Outcomes
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10. Subsector: Urban Sanitation and

Hygiene

Priority actions for urban sanitation and hygiene

Figure 10.1. Urban Sanitation Coverage
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Information from the NDHS indicates that about 94% of
the urban population (41 million people) had access to
improved sanitation facilities in 2008.4 About 84% of the
urban population had access to pour-flush toilets to septic

4 This includes shared facilities.

Service Delivery Assessment

tanks. However, access to treated sewers was, and remains,
low (3.5%). Nearly 4% of the urban population continues to
practice open defecation. JMP (2013) estimates access to
improved sanitation at 79%, excluding shared facilities.

Access rates in urban areas have risen noticeably in recent
decades (see Figure 10.1), with an annual increase of about
0.5% per year. In absolute numbers, NDHS estimates imply
that about one million people per year gained access to
improved facilities between 1993 and 2008. With rapid
urbanization, this must almost double to about 11.8 million
people per year up to 2028 if the country is to achieve its
universal access target.

While access rates are high, a major challenge for the
sector is the low level of safe collection and treatment of
wastewater, currently estimated at just 4%; and of septage,
estimated at 10% (see Figure 10.2).
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Figure 10.2. Wastewater and Septage Flow
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The urban sanitation landscape of the Philippines presents
two very different pictures, one for Metro Manila and the
other for the remainder of the country. In Metro Manila,
the two concessionaires are accelerating investments and
targeting universal access to sewerage by 2037, the end
of the concession period. This is being achieved through a
cost-effective approach that maintains the use of combined
systems and septic tanks in much of the city, and includes
a septage management component. Outside of Metro
Manila, apart from the Baguio City and a few other locations
(Boracay, Clark, Subic), there are no sewerage systems in

4% World Bank and AusAid (2013)
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any of the urban centers. In most cities, the primary service
providers are unregulated desludging contractors and
there are only a few formal septage management services
operated by either local government units (LGUs) or water
districts.*

There is very limited information on current sanitation
expenditure in the Philippines. Information available from
2001-2007 indicates that only about 3% of the total water
supply and sanitation budget was spent on sanitation, and
this represented only about 0.03% of the GDP.
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An estimated US$437 million per year in capital expenditure
is required for the country to meet its targets by 2028
(Figure 10.3). This implies a financing requirement of
US$537 million per year if the US$100 million per year in
operations and maintenance expenditures (see Section 2)
are considered in the analysis. As with rural sanitation, the
estimated financing requirements are conservative because
software costs are ignored in the analysis.

Anticipated investments are estimated to be higher than
required CAPEX by about US$21 million per year. Calculated
to be about US$458 million per year (Figure 10.3), the
anticipated investments are expected to come from
households (US$163 million per year) and (other) domestic
stakeholders (US$284 million per year) and external sources
(US$11 million per year). However, this result should be
interpreted with care. Firstly, there is no assurance that
households are going to spend US$163 million per year.
Hence, the estimated surplus in the sector could easily
become a deficit. Secondly, as with urban water supply, the
investments are heavily skewed towards Metro Manila and
nearby urban areas as 93% of the US$284 million per year
that is contributed by other domestic stakeholders is based
on projected expenditures by the concessionaires Manila
Water and Maynilad Water. As with urban water supply, this
suggests that the surplus (or excess of anticipated over
required CAPEX) may be confined to Metro Manila and
nearby urban areas. The story is likely to be the opposite for
urban areas that are farther away from Metro Manila.

Efforts are now being made to improve sanitation in urban
centers outside of Metro Manila via the National Sewerage
and Septage Management Program (NSSMP)* developed
by DPWH as a consequence of the Clean Water Act 2004.
Formally adopted in 2011, the program focuses on 17 highly
urbanised centers and includes targets such as those that
declare that by 2020, 60 LGUs have local sanitation plans;
76 sewerage or septage management systems are built

and locally managed; and almost 10 million people have
access to improved sanitation. Of these, just over 2 million
will have new sewer connections. PhP 13.4 billion (US$317
million) has been allocated to the programme so far, but
plans are a work in progress as the DPWH is still promoting
the programme and soliciting LGU interest (counterpart
investment) to participate. While the national government
has agreed to provide counterpart commitments, concrete
projects have not yet materialised.

Figure 10.3. Urban Sanitation Investment Requirements
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4 The NSSMP provides for the following six intervention areas: a) Septage management (collection, treatment and reuse of biosolids); b) Sewerage systems
(interceptors, piped sewerage and centralized treatment plants); c) Ecological sanitation (dry sanitation or urine diversion dry toilet [UDDT], arbor loo,
excreta reuse); d) Toilets (public toilets, programs to reduce open defecation); e) Systems for point sources (factories, markets, high rise buildings, schools,
slaughterhouses); and f) Systems for non-point sources (open bottom septic tanks, backyard hog farms).
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A further obstacle to the implementation of the NSSMP
is that governance arrangements for urban sanitation
are fragmented and under-developed at all levels. The
subsector is not regulated except (by contract) in Metro
Manila and there is no clear approach for managing
sanitation systems at the local government level. Against
this backdrop the ongoing establishment of a lead agency/
unit for the sector and a single regulator (NWRMO) are
positive steps that should enable improved subsector
performance. These initiatives are, however, in their early
stages and much remain to be done, for example an
NSSMP office has recently been established in the DPWH
but is not yet fully operational.

The amalgamation of small water and sanitation service
providers to create stronger and more efficient organizations
is also under consideration, including the introduction of
performance contracts to incentivize progress in service
coverage and quality.

Whether urban sanitation services should be managed
separately from water supply is a subject of much debate

Figure 10.4 Urban Sanitation Scorecard
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in the sector, the potential for cost recovery being a major
consideration. The World Bank East Asia Sanitation
review found that sewerage systems are best managed in
conjunction with water supply under a single operator.

No detailed assessment has been made of human resource
capacity needs in the subsector, nevertheless it is evident
that water districts and local governments do not have
the skills to professionally plan, implement and manage
sewerage systems, though some are managing septage
management programmes. A recent World Bank review*
on the status of urban sanitation in the Philippines noted
that most of the available sanitation experts resides either
within the Metro Manila concessionaires or elsewhere in
the private sector. Only one quarter of registered sanitary
engineers are currently practising, reflecting the low level of
activity in the subsector.

The urban sanitation scorecard (Figure 10.4) reflects many
of the findings outlined above, highlighting weaknesses
in planning under the enabling pillar and for all sub-
components under the developing and sustaining pillars.

Sustaining
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11. Conclusion

In order to reach national targets of universal access to water
supply by 2025 and sanitation by 2028, an average of US$803
million per year will need to be spent on water supply and
US$619 million per year on sanitation, plus US$210 million
per year to finance the operation and maintenance of current
and future water supply infrastructure and US$132 million
per year for sanitation. Anticipated public capital expenditure
is estimated at US$338 million per year for water supply
and US$298 for sanitation. Combined, these account for
about 0.3% of the 2012 GDP. Domestic funding sources are
expected to provide a very large share (97 %) of anticipated
public expenditures, with the majority (95%) of anticipated
public capital expenditure targeted at urban areas.

The national targets will only be met if there is strong political
will to mobilize the investments required, streamline sector
leadership, resolve institutional fragmentation, develop
capacity at all levels and enhance regulation in order to
create incentives for expanding and improving service
provision, particularly to the poor. The sustainability of
new and improved services is also threatened by climate
change, calling for strategies to enhance resilience. The
scorecard results highlight these and other bottlenecks to
progress that need to be resolved by action at national and
local levels.

In addition to specific subsectoral actions recommended
in the previous sections, reflecting the bottlenecks as

Service Delivery Assessment

indicated in the overview scorecard (Figure 11.1), the
following sector wide priority actions are recommended to
resolve the challenges highlighted by this Service Delivery
Assessment:

e |mplement new institutional arrangements including
an expanded role for the National Water Resources
Board as the sector regulator and its transition to a
National Water Resources Management Office, and the
establishment of a dedicated Water and Sanitation Unit
as a lead sector agency (hosting department/agency to
be identified through institutional review).

e |Improve coordination mechanisms between actors at
provincial and municipal levels.

e Establish a national capacity building programme,
especially to address rural subsectors, by consolidating
various initiatives already in place including the regional
capacity building hubs established under the DILG.

e Harmonise data collection systems, standardise the
definition of terms and develop a coherent sector
monitoring framework.

e Establish a collective platform for a multi-stakeholder

review process to monitor subsector performance (for
example Joint Annual Sector Reviews).

33



34

Increase sector investment, particularly in rural areas
where large disparities exist between the rich and the
poor, as well as funding for “software”, specifically for
rural sanitation programs.

Align budgeting to support the implementation of long-
term strategies and investment plans by public service
providers, and translate these into annual work plans
and budgets.

Introduce key result areas for local water supply and
sanitation services to increase local accountability for
service improvements and incentivize LGUs to access
additional funding sources including matching grants
from national government and private sector sources.

Create a national account for water and sanitation,
disaggregated between urban and rural to enable better
monitoring of financial flows towards the subsectors.

Water Supply and Sanitation in the Philippines



Figure 11.1 Summary of Scorecard Result

RURAL WATER SUPPLY
Enabling Developing Sustaining
Policy  Planning Budget Expenditure  Equity Output Maintenance Expansion  Outcomes
URBAN WATER SUPPLY
Enabling Developing Sustaining
Policy ~ Planning Budget Expenditure  Equity Output Maintenance Expansion  Outcomes
15 1 15 1.5 1.9
RURAL SANITATION
Enabling Developing Sustaining
Policy  Planning Budget Expenditure  Equity Output Markets Up-take Outcomes
@ 15 1.1 1 2
URBAN SANITATION
Enabling Developing Sustaining
Policy  Planning Budget Expenditure  Equity Output Markets Up-take Outcomes
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Annex 2.

Key Assumptions and Inputs for

Costing Analysis

This annex describes the key inputs that were used to
generate estimates of the required, anticipated and recent
expenditures. It discusses the sources, adjustments and
assumptions of the following information: exchange rates,
demographic variables, sector-specific technologies and
spending plans.

Exchange Rates

For the years 2009-2012, values expressed in Philippine
pesos (PhP) were converted into US Dollars using
exchange rates extracted from the Bangko Sentral ng
Pilipinas. Projections for 2013 employed the mid-point of
the exchange rate used in the national budget (DBM, 2013).
The exchange rate for 2014 was assumed to be the same
as in 2013.

Demographic Variables

The costing tool requires two sets of demographic
variables. The first represents rural and urban population
estimates for 1993, 2008 and the target year (2025 for water
supply and 2028 for sanitation). Combined with existing
and target coverage rates for water supply and sanitation,
this information is used to calculate the number of people
that will require access to improved facilities from 2009 to
the target year. The second set of information refers to the
average size of households. This is used to convert costs
of facilities, which are generally in expressed on a per
household basis, into per capita terms. The value used in
the analysis for this variable (4.6 members/household) was
drawn from the NSO (undated).

Service Delivery Assessment

Table A2.1 shows the key demographic variables used in
the analysis. Population data for 1993 was taken from the
JMP (2012). On the other hand, population for 2008 used
information from the UN (2010) for the total and JMP (2012)
data to apportion the total between rural and urban areas.
The rural and urban populations for 2025 and 2028 were
then calculated by the application of projected population
growth rates from the United Nations (2012).

Table A2.1 Demographic variables

Population (million persons)

Population growth rate
Region assumed from 2009-2028
0,
1993 2008 2025 2028 (%pa)
Rural 34 47 57 59 1.2
Urban 32 44 63 68 1.2

National 66 90 120 127 Not calculated

Table A2.2 Current and target coverage rates

Sector 2008 target®
Rural water supply 86% 100% (2025)
Urban water supply 94% 100% (2025)
Rural sanitation 79% 100% (2028)
Urban sanitation 94% 100% (2028)

2 Target years are in parenthesis.
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Coverage rates

Table A2.2 shows the baseline (2008) and target coverage
rates for water supply and sanitation. The 2008 coverage
rates were sourced from the NDHS (NSO, 2008) while the
targets were taken from the water supply (NEDA, 2010) and
sanitation (DOH, 2009) roadmaps that were prepared by the
national government.

Sector-Specific Technologies: Water

Information on sector-specific technologies is essential in the
calculation of investment requirements and its components.
Table A2.3 presents information on household distribution,
costs and lifespans of key water supply technologies. The
options included and their distribution for 2008 were based
on the 2008 NDHS (NSO, 2009; JMP, 2012a).

Table A2.3 Selected information on water supply sources?

Distribution of facilities (2008, % of
population with access to improved

Projected distribution of facilities
(2025, % of population with access

Recognizing that the distributions of technologies in
2008 and 2025 are most likely to be different and that
there is no document that provides solid information for
the target year, the strategy adopted in the analysis was
ask the stakeholders who were present in a consultation
workshop at Tagaytay City on March 2013. The agreed
approach was to follow the pattern used by Villaluna
(2013), which assumed that 90% of population in 2025 will
have access to Level 2 and 3 facilities and the remainder
will only have access to Level 1 facilities.*® In consultation
with stakeholders in the Tagaytay workshop on March
2013, people with access to piped dwelling into yard were
treated as having a Level 3 system. People with access
to a public tap were assumed to have a Level 2 system.
People with access to tubewell/borehole were considered
as having a mix of Level 1 and 2 systems. All other options
were treated as Level 1 systems.

Unit capital cost ($/capita, 2012
prices)

Option facilities) to improved facilities) Lifespan (years)
Rural Urban Rural Urban Rural Urban

Piped into dwelling/ 27% 63% 45% 71% 89 128 25.0
yard

Publictap 9% 6% 13% 8% 28 28 8.0
Tubewell/borehole 37% 24% 33% 20% 27 27 55
Improved dug well 12% 4% 4% 1% 19 19 10.0
Protected spring 14% 3% 4% 1% 19 19 10.0
Rainwater 1% 1% 0% 0% 19 19 10.0
Total 100% 100% 100% 100% nc nc nc

4 na = not available, nc = not calculated.

4 The Philippine Water Supply Roadmap (NEDA, 2010) provides definitions of Levels 1 to 3 water services that are based on NEDA Board Resoluiation No. 12.
These are as follows. Level 1 (point sources) is ‘a protected well or a developed spring with an outlet but without a distribution system as it is generally adaptable
for rural areas where the houses are thinly scattered serving average of 15 households with people having to fetch water from up to 250 meters distance.’” Level
2 (communal water faucet system or stand post) is ‘a piped system with communal or public faucets usually serving 4-6 households within 25 meters distance.’
Level 3 is ‘a fully reticulated system with individual house connections based on a daily water demand of more than 100 liters per person.’
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A difficulty with the approach above is that Villaluna (2013)
does not provide guidance for a rural-urban analysis. Hence
the strategy adopted in the analysis was to first apportion
the shares across the technologies at the national level. This
was then allocated across regions by assuming that the ratio
of the urban to rural users for a particular technology in 2025
is the same as in 2008. In other words, if there are five times
as many people in urban areas compared to rural areas had
access to piped facilities in 2008, then there will still be five
times as many people in urban regions compared to rural
regions that will have access to piped facilities in 2025.

Unit capital costs represent expenditures for materials and
labor employed in the construction of the different facilities.
The values used in the analysis were calculated using the
raw data on the costs of Levels 1 to 3 systems provided
in Villaluna (2013). The dataset contained information
on 216 projects which were financed by the following:
(@ SALINTUBIG project of the DILG, (b) KALAHI-CIDDS
project of the DWSD, (c) Mindanao Basic Urban Services
Sector Project of the DILG, (d) A Single Drop NGO, (e) Land
Bank of the Philippines, (f) selected water districts, and (g)
various private institutions.

Table A2.4 Selected information on sanitation technologies

Distribution of facilities (2008, % of
population with access to improved

Projected distribution of facilities
(2025, % of population with access

Lifespan

represents the projected number of vyears
before a facility is fully replaced. The values used in the
analysis represent averages of the information provided a
consultation workshop at Tagaytay City on March 2013.

Sector-Specific Technologies: Sanitation

Table A2.4 presents information on the expected household
distribution, costs and lifespans of key sanitation
technologies. The options included were based on the
technologies reported in the 2008 NDHS (NSO, 2009; JMP,
2012b).

Similar to water supply technologies, the distribution
of sanitation options for 2008 was based on the shares
indicated in the 2008 NDHS (NSO, 2009; JMP, 2012b). The
difficult part of the analysis was generating a distribution of
options for the target year because there is no document
which provides the information. The approach used in
the analysis was therefore based on the opinions of the
participants in separate consultation workshops. In the
case of rural sanitation, the agreed approach (Tagaytay
consultation workshop, March 2013) was to base the 2028

Unit capital cost ($/capita, 2012

Option facilities) to improved facilities ) L(i;::::)n
Rural Urban Rural Urban Rural Urban
Piped into dwelling/yard 3% 3% 4% 20% 57 250 25
Publictap 54% 73% 61% 80% 27 27 13
Tubewell/borehole 18% 5% 10% 0% 25 25 6
Improved dug well 6% 1% 3% 0% 10 10 2
Protected spring 1% 0% 0% 0% 21 21 10
Rainwater 19% 18% 22% 0% 25 27 11
Total 100% 100% 100% 100% nc nc nc

Service Delivery Assessment
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technology mix on the trends implied by the shares of the
technologies in the 1993 and 2008 NDHS.

For urban sanitation, the 2028 technology mix was
determined in consultation with stakeholders at a workshop
on June 2013 in Pasig city. It is important to note that the
projected sewer coverage in urban areas (20%) falls within
the possible range of targets for urban areas. The World
Bank and AusAID (2012) estimated that the targets of
NSSMP and concessionaires in Metro Manila suggests an
urban sewerage target of 10%-15% by 2020. Applying the
implied incremental increases from 2008 to 2020 implies a
sewerage target of 14%-27% for urban areas in 2028.

The unit costs of facilities were drawn from various sources.
The cost of flush toilets to piped sewer in urban areas
(US$ 250/person) was obtained from the World Bank and
AusAID (2013).%° This value is at the lower end of the per
capita costs presented in the ESI study and World Bank
and AusAID East Asia Flagship study.’® In the absence of
estimates for rural areas, it was assumed that the costs
of sewers for the rural population are half of the costs of
sewers used in the ESI study. The guiding principle behind
the assumption is that sewers in rural areas are likely to be
less sophisticated than in urban areas, perhaps consisting
only of drains and without treatment.

Costs of flush toilets to septic tanks and composting toilets
were taken from the Water, Agroforestry, Nutrition and
Development (WAND) Foundation. The costs are conservative
and assume that the facilities are made inexpensive and
locally available materials for the superstructure. In the case
of toilets to septic tanks for example, per capita costs used
in the ESI (Rodriguez et al., 2010) were more than 8 times
higher at US$ 226/person. A separate study by the REEECS
et al. (2013) suggests costs of US$ 40-100 per person in
rural areas.®' In the case of composting toilets, the per capita
costs used in the analysis (US$ 21/person) are a sixth of the
average value used in the ESI study (Rodriguez et. al., 2010).

The costs of dry and wet pits used in the analysis were
obtained from the ESI study (Rodriguez et al., 2010). Costs
for shared toilets/latrines were weighted averages of the
other facilities included in the analysis.

Most Information on the lifespan of facilities was initially
drawn from Rodriguez et al. (2011). However, some values
were revised following the comments provided in the
consultation workshop in Tagaytay City on March 2013. The
key revision arising out of the workshop was in the costs and
lifespan of shared facilities. The current analysis assumes
that the shares of the technologies among households that
which shared facilities are the same as those households
that have access to private facilities. It also assumes that a
shared facility is used by three households. The lifespan of
toilets to septic tanks was based on estimates provided by
the WAND foundation.

A note on septage management

Table A2.4 does not contain information on septage
management for those households that have access
to toilets and septic tanks. However, such facilities are
incorporated in the plans under the NSSMP and the targets
of the concessionaires in Metro Manila and should therefore
be included in the analysis.

Investment requirements for septage treatment were
calculated separately and incorporated in urban CAPEX
requirements for sanitation under the heading of ‘Others’
(see Figure 15). The assumptions for calculating annual
CAPEX requirements for septage treatment are as
follows. The baseline for the analysis was World Bank and
AusAID (2012) estimate that about 10% of septage was
treated in urban areas as of 2010. The same source also
estimated that the NSSMP (for outside Metro Manila) and
concessionaire plans in Metro Manila suggests that 70% of
the urban population will have access to septage treatment
by 2020. The current analysis assumes that the magnitude

49 The same source indicates that the US$ 250 per person is based on master plans of Metro Manila.

% The ESI study (Rodriguez et. al., 2010) reports a CAPEX cost of US$ 144 per person for the sewage treatment. The World Bank and AusAID (2012) indicates
CAPEX costs for decentralized sewage treatment systems of US$ 100-300 per person. It also estimates costs of US$ 450-1,300 per person for centralized

systems. All values are at 2012 prices.

51 The study indicates costs of PhP 8,000 — 20,000 per facility. It does not indicate whether the facility includes a septic tank.

70

Water Supply and Sanitation in the Philippines



of changes from 2010 to 2020 will continue. This in turn
suggests that all of the urban population that have access
to toilets and septic tanks (80% as indicated in Table A2.4)
will have access to septage treatment by 2028. In short, the
target for the analysis is that 80% of the urban population
will have access to septage treatment by 2028.

CAPEX costs for septage treatment were assumed to be
about US$ 9 per person. This is the mid-point of the estimates
of the USAID Water and Sanitation Sector Assessment and
the projects of concessionaires in Metro Manila that were
reported in the World Bank and AusAID (2012).52 The costs
are higher than the US$ 5 per person used in the NSSMP
(DPWH et. al., 2009) and the lower than the US$ 53 per
person used the in the ESI study (Rodriguez et. al., 2010).

Spending Plans

In order to get a sense of how allocations for the short to
medium term measure against investment requirements,
capital expenditures of the government, donor agencies,
NGOs and private institutions from 2009 to 2014 were
obtained from published documents and interviews.
An attempt was also made project the contribution of
households or users in water and sanitation investments.

Table A2.5 shows the estimated average annual spending
of key stakeholders from 2009 to 2014. As mentioned in
the text, the starting point for compiling this dataset is to
examine various releases of the General Appropriations Act
(GAA) and Budget of Expenditures and Sources of Financing,
and the websites of the stakeholders. The process was
followed by visits the various government agencies and
other stakeholders in order to validate the information
collected from documents. The government agencies
and Government Owned and Controlled Corporations
(GOCCs) visited were: (a) Department of Social Welfare and
Development, (b) Department of Public Works and Highways,

%2 The costs indicated range from US$ 8.5 to US$10 per person.

(c) Department of Health, (d) Department of Interior and
Local Government, (e) Department of Agrarian Reform, (f)
Local Water Utilities Administration, (g) Metropolitan Water
Works and Sewerage System, and (h) Development Bank of
the Philippines. Other firms and institutions consulted were:
(@) World Bank, (b) Asian Development Bank, (c) Japan
International Cooperation Agency, and (d) United States
Agency for International Development, (€) Manila Water, (f)
Maynilad, (g) Philippine Water Revolving Fund.

Government funds reflected in Table A2.5 include the
allocations to DOH, DILG and LWUA (2012-2014 only). It
also includes estimated counterpart funds provided by local
government units to projects of the DOH (SALINTUBIG),
DILG (SALINTUBIG), DSWD (Kalahi-CIDDS) and DAR.
Donor funds include those coming from the JICA, ADB,
IFAD and the World Bank. It also includes donor funds
coursed through projects of the DSWD (Kalahi-CIDSS) and
DAR. The budgets/expenditures of the two concessionaires
in Metro Manila make up all of the funds under the heading
of NGOs & private sector.

The process of the collecting and compiling the information
for capital expenditures was difficult and the subject to
the following issues/limitations. Expenditures of local
government units (LGUs) and water districts (WDs) were
limited to counterpart funds provided by these institutions
to the projects of the national government and development
partners. Expenditures financed by the LGUs, WDs, NGOs
and small water private service providers sourced from
internal funds or borrowed from commercial banks because
consolidated data was not available.

Future allocations of multi-purpose demand driven funds
were also excluded due to the uncertainty over how and
where these funds are likely to be used. Examples include
future allocations of the Support for Strategic Local
Development and Investment Project of the World Bank,

% Formerly called the Kapit-Bisig Laban sa Kahirapan — Comprehensive Integrated Delivery of Social Service (KALAHI-CIDSS).

Service Delivery Assessment
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National Community Driven Development Program® project
of the Department of Social Welfare and Development
(DSWD), and the Environmental Development Project of the
Japan International Cooperation Agency (JICA).

Apart from the expected difficulties associated with
collecting information from various sources, other
challenges were confronted in the process. The costing tool
only uses information on hardware costs (e.g. construction
costs of facilities) and excludes software costs (e.g. training
and awareness programs). Moreover, such information
must be disaggregated between the four sectors (i.e., rural
water supply, urban water supply, rural sanitation, and
urban sanitation) and, in the case of multi-year projects,
for each year. However, the disaggregation desired for the
analysis is not always readily available, or even known,
for projects. In such instances, the study team consulted

project implementers and other experts to seek further
documents or make educated approximations.

There is no reliable dataset that could provide information on
the anticipated capital expenditures of households on water
supply and sanitation. This was therefore modeled in the
costing tool by assuming that households contribute a fixed
proportion of the expenditures for a particular technology.
In other words, household CAPEX was calculated using
the estimates of the contribution of the other stakeholders
(e.g. government, utilities and development partners) and
assumed household share for a particular technology. To
illustrate, assume that 10% of the costs of a deep well
is supposed to be provided by households. If the other
stakeholders were found to have contributed US$ 90 million
for deep wells in a particular year, then the household
contribution is estimated to be US$ 10 million.

Table A2.5 Anticipated (2012-2014) and recent (2009-2011) public investments (million US$, annual averages)

Donors/ Development

Sector Government partners NGOs & private sector Total
Anticipated (2012-2014)
Rural water supply 28 3 1 32
Urban water supply 12 4 290 306
Rural sanitation 1 0 0 1
Urban sanitation 20 1 264 295
Recent (2009-2014)
Rural water supply 6 2 - 8
Urban water supply 4 224 228
Rural sanitation 0 0 - 0
Urban sanitation 8 46 55
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Data on user shares could be based on an expressed
policy that is supported by documentation. Since such
information is not available for the Philippines, user shares
were generated from a consultation with experts in Tagaytay
City on March 2013. The values generated from the process
are presented in Table A2.6. In the case of piped dwelling
into yard, the share of the household represents the
connection fee. All other costs of the facilities are assumed
to be initially shouldered by the service provider/donor/

Table A2.6 Share of users in capital/development costs, %

government. For flush toilets to septic tanks, pit latrines
and composting toilets, the agreement in the workshop at
Tagaytay was that all of the investment costs are expected
to be shouldered by households. However, this was later
reduced to 99% to account for the possibility that there
might be institutions providing subsidies for such facilities
in rural and urban areas. In the case of shared toilets, the
values used weighted averages of the user shares for the
other facilities.

Technology Rural Urban
Water Supply

Piped into dwelling/yard 20% 39%
Publictap 0% 0%
Tubewell/Borehole 90% 90%
Improved dug well 90% 90%
Protected spring 0% 0%
Rainwater 0% 0%
Sanitation
Flush to piped sewer 0% 0%
Flush to septic tank 99% 99%
Flush to pit latrine 99% 99%
Dry pit 99% 99%
Composting toilet 99% 99%
Shared 95% 95%

Service Delivery Assessment
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Annex 3:

Comparative Explanation of

SDA Costing

This annex describes the key differences in the assumptions
and estimates of the SDA costing tool used in the current
analysis and the Study on Developing the Institutional
Framework for the Water Supply and Sanitation Sector and
Identifying Investment Plans and Programs (De Vera et al.,
2013) which was conducted for the Department of Public
Works and Highways.

Annex Table A3.1 indicates that investment requirements
in the current analysis are substantially higher than those

for example, investment requirements reported for the SDA
(US$ 838 million) were about four times higher than the
estimates of the De Vera study. The divergence between
the two sets of results can be explained by differences
in assumptions. The most obvious difference lies in the
decision to estimate replacement costs in the SDA. SDA
estimates however remain larger, even if replacement costs
are removed, because of (a) higher coverage rates in the
target year, (b) the inclusion of Level 1 facilities for the water
supply estimates, and (c) the inclusion of the toilets and on-

obtained in the De Vera study. In the case of water supply site facilities for sanitation.

Table A3.1 Differences between the estimates of the De Vera report and SDA

De Vera report SDA
Investment requirements (million US$/year at 2012 prices)
Water supply 209 838
New 209 240
Replacement n.a. 597
Sanitation 400 619
New 40 240°
Replacement n.a. 3790
Inputs for the calculation of investment requirements
Costs included
Hardware/infrastructure Yes Yes
Capacity building Yes No
Replacement costs Yes No
Facilities: water supply
Level 1 No Yes
Level 2 Yes Yes
Level 3 Yes Yes
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Table A3.1 Differences between the estimates of the De Vera report and SDA (continued)

De Vera report SDA

Facilities: sanitation

On-site facilities (including latrines) No Yes
Off-site facilities Yes Yes
Target year

Water supply 2025 2025
Sanitation 2030° 2028
Coverage at target year: water supply (% of 80% 100%
population)

Coverage at target year: sanitation Septage facilities for 480 LGUs and sewerage facilities 100%

for 35 HUCs

Unit costs: Sanitation (US$ at 2012 prices)

Septage facility per LGU

per LGU 835,649° n.a.
per person n.a. 153¢
Sewerage facility per HUC

per HUC 16,052,661¢ n.a.
per person n.a. 36¢
Other facilities n.a. see Annex 2
Unit costs: Water supply (US$/person at 2012 prices)

Level 1 n.a. 19¢
Level 2 26 28¢
Level 3 59 108¢

@ The estimates presented in the report were for the entire period of analysis, and expressed in pesos and at 2013 prices. These were annualized and converted to the current units using
the 2012 peso dollar exchange rate and the assumption in the De Vera report that prices are rising at a rate of 4% per year. © Includes costs of the STF. © While the target year is 2030, the

estimates of investment requirement were for 2025. ¢ Simple averages of costs for rural and urban areas. See Annex 2 for the details. ¢ The estimates presented in the report were expressed

in pesos and at 2013 prices. These were converted to the current units using the 2012 peso dollar exchange rate and the assumption in the De Vera report that prices are rising at a rate of

4% per year.
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