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Review of Urban Water & Wastewater Utility Reform & Regulation in
Vietnam

Executive Summary

This Review, undertaken by the World Bank Water & Sanitation Program (WSP), is provided at the
request of the Ministry of Construction (MOC) of the Socialist Republic of Vietnam with the
objectives of (a) Providing guidance/recommendations concerning the reform proposals of state-
owned enterprises operating in the field of water supply and urban sanitation and (b) Providing
guidance/recommendations concerning economic management options for service providers. It will
be important to ensure that these reforms are undertaken in an explicitly poor-inclusive manner.

The Review achieves these objectives through a review of the current situation, are view of progress
on the reform agenda and presentation of potential options for improvement of the urban water
and waste sector in Vietnam, particularly in regard to:

1. The current Urban Water Supply Enterprise Equitization Program
2. Economic Regulation of Urban Water Supply & Sanitation Utilities

Accordingly, the Review is presented in two parts.

For water sector performance information much use was made of the MOC Water Database
(developed in 2012 with the support of WSP World Bank) that has established data on key financial
and operational indicators for the 79" Water Utilities in Vietnam (of which 29 also provide waste
water services). This information was supplemented by a desk study and through a number of
discussions with representative stakeholders in Ministries and Government Departments, and
officials in select provinces.

Section 1: Review of Reform: The current Urban Water Supply Enterprise
Equitization Program

The key focus of sector reform is the implementation of national policy of restructuring State Owned
Enterprises (SOEs) through Equitization. This policy was established in 1992 and was extended to the
Urban Water Utility Sector in 2002. The stated aim of SOE restructuring is to: "promote equitization
and diversification of ownership of SOEs in which the State is not required to hold 100% of shares."

In the water sector the process of equitization started in 2002 and it is ongoing. However of the 79
water & waste water utilities only 23 have been equitized (only three since 2011). Essentially it
involves ring fencing current water and waste water utilities (originally run as part of provincial
government PPC activities) and preparing them for sale as autonomous utilities, but with a major
shareholding retained by the PPCs.

179 Utilities are included in the Database covering all 63 Provinces.Some provinces have more than one utility.
There are some bulk water supply only utilities (like Binh An BOT Joint-stock company in HCMC) with only one
client (SAWACO), that are included in the MOC Database.



The rate of equitization is of some concern. The review identified a number of potential ‘road blocks’
that could inhibit investors from taking up further offers for equitized utilities. Many of these issues
also impede broader sector reform. These ‘road blocks’ include:

e Tariffs and revenues are inadequate, resulting in lack of financial and operational
sustainability

e Continuing effective state control (through majority shareholding) raises concerns over
governance and autonomy.

e There is no clear contractual relationship between PPCs and utilities

e The method of utility valuation for share sale may be undervaluing liabilities related to fixed
assets, many of which are underground.

e Some utilities may be less attractive to investors due to their small size and/or location in
poorer provinces.

e Some utilities have developed subsidiary businesses outside their core utility service
business that may be to the detriment of the public service objectives of the utility.

e Some utilities have started a process of fragmentation of their core business, forming
separate companies for wastewater services, bulk water supply and treatment, and water
distribution (even forming new companies for each distribution zone) under separate
management and ownership structures

e (Capacity of utility management for implementing reforms: this capacity varies enormously
between utilities, but even in the most effective ones there is a concern that they need
support for change management in the process of transforming from a public utility to an
equitized company.

Data from the MOC Water Database show that water utilities in Vietham have been making progress
in some areas, e.g.on coverage and bill collection, although other key operational indicators such as
NRW (m3/km/day) suggest problems with asset maintenance, operation and investment. Drinking
water quality indicators are poorly reported and there are issues with compliance, particularly within
the distribution networks.

Sector performance was also reviewed in an international context using the World Bank WSP
supported International Benchmarking Network for Water and Sanitation Utilities (IBNET). By
comparison with other countries, Vietnam has low expenditure on operating costs and low tariffs.
Although operating costs are recovered on average across the sector, the low level of operating
costs are consistent with the poor performance found across the country in terms of drinking water
quality, continuity of supply, leakage and pressure.

There is no evidence that the process of equitization, although creating ‘autonomous’ water utilities
with reduced state shareholding, has resulted in financial and service level improvements. Those
utilities that were already well managed continued to improve performance after equitization.

Some principles for establishing well-structured and well managed utilities have been highlighted,
including good management and governance practices: level of service definition; asset
management plans; investment planning; O&M planning; business planning, and; establishing
standardized and consistent tariff methodologies. Adoption of such good utility practices is
recommended, in conjunction with the introduction of formalized contractual arrangements
between PPCs and utilities. This will establish a better defined commercial relationship between the
PPC and utility, with clear description of obligations and responsibilities for each party.



In this regard there is already national legislation in place (Decree 117 (Water Decree) Article 31
Agreements on provision of water supply services) that provides for such a contract between PPCs
and Utilities and contains provisions similar to our recommendations, but so far this has not been
implemented. This review makes a strong recommendation that this should be implemented as part
of any sector reform program.

The review concludes by highlighting priority activities for progressing the reform agenda and
improving sector performance. These include:

o Develop a Policy Circular on water utility SOE equitization and reform

e Support to PPCs and utilities in professionalizing the sector: commercial, operational,
planning and financial management and associated institutional development

e Establishing the contractual relationship between all PPCs and their water utilities

e Support for operational and management improvements for better utility performance.

e Funding for capital investment schemes that offered the highest improvements in operating
or financial effectiveness and that result in improved levels of service to the customers

Section 2: Review of Regulation of the Urban Water & Waste Water Utilities
In this Section we review the key aspects of sector regulation for Health, Water Resources and
Environmental aspects, and Economic Regulation

However, the main focus of our work is the Review of Economic Regulation, reviewing the
operation of the sector and assessing how the economic and financial basis of the sector may
continue to be improved. It is noted that the other two regulatory issues are important, and all three
aspects need to be managed holistically to improve the sustainability of the sector

It has been noted that the current legal framework for the provision of water and wastewater
services in Vietnam is not fully effective and does not correspond with the reality on the ground.
Furthermore enforcement is deficient and often national regulations are ignored by local authorities,
who prioritize short-term economic growth of their communities over sustainability.

It is against this background that this review has been conducted in order to assess the current
situation and to propose options for improving the governance and economic regulation of the
water and wastewater utilities. The goal to is provide better quality services at an efficient and
affordable cost to customers. It will also be important to ensure that low income households have
equitable service access, and that they can afford to pay for receiving these basic services.

Regulation is established under line ministries for the public health issues (Ministry of Health, MOH)
and water resources and environmental issues (Ministry of Natural Resources and Environment,
MONRE). Neither ministry is responsible exclusively for regulating the water and wastewater utility
sector. Both ministries are responsible for setting standards and monitoring compliance. Day to day
monitoring is undertaken by the PPCs and utilities themselves, with the ministries checking to
confirm key results. Both ministries said that if greater emphasis was to be placed on enforcement
then additional resources would be required.



The Review of economic regulation begins with a review of the inter-related factors that are crucial
to the performance of the sector. Even with effective utilities, the levels of service provided to
customers cannot be maintained or improved without a number of these key issues being addressed
holistically:

Sustainable tariffs and funding structures
Formal business planning

Asset management and development
Financial planning

O O O O O

Capital investment

In a well- functioning economic regulatory system all these elements are regulated and monitored in
order to ensure that the utility is complying with its obligations for provision of services to customers
in an economic manner, and that agreed policies and plans are being delivered. Performance
standards, service and investment obligations and financial commitments have to be clearly defined
and met by all parties. Such understandings should be formally agreed and be binding on the utility
and PPC. Decree 117 (Water Decree) requires the establishment of a contractual relationship
between local state governments and the water supply companies, and Article 31 of this Decree
includes specific content covering these particular issues. Decree 117 has not yet been implemented.

Without such a contractual arrangement it is difficult to introduce effective economic regulation of
the sector, and the recommendation of this Review is that Decree 117 should be fully implemented
and apply to all the utilities, whether state owned or equitized/private.

Water utilities are natural monopolies. Effective economic regulation minimizes the scope for
monopoly abuse by protecting the public interest: tariffs that are above the reasonable cost of
service, quality of service that is below desired levels, or failure to serve less attractive low income
households. Indicators of effective economic regulation of water and sanitation services include the
following:

o Providers of water and sanitation services are financially sustainable and operate at an
efficient level

o Returns provided by water and sanitation utilities are not above what could be considered
fair and reasonable, and are sufficient to attract required capital
Water is supplied on an optimal-cost basis
All customers, including the poor, receive the expected quality of service and good quality of
water

o Sector objectives for water and sanitation are achieved (such as universal coverage,
continuity of supply, sufficient pressure, health standards met)

o The benefits of the regulatory framework exceed its costs

It was noted in the Review that there are several areas of deficiency in the sector that are linked to
failure on these issues including: lack of an economic regulator or associated regulatory framework;
utilities are generally not operating at a sustainable level; customers are not receiving the best level
of service that is economically feasible; there is no official customer grievance procedure, and; finally



there is no effective dispute resolution system. Some discussion of each of these issues is included in
the Review.

This Review also looked to international best practice on economic regulation. This identified four
main regulatory approaches or models:

e Separate Regulatory Agency with a licensing regime

e Regulation by contract

e Regulation by contract with a separate Regulatory Agency (hybrid)
e Self-regulation

These models are reviewed and their applicability to the specific circumstances of the sector in
Vietnam considered. The Review concluded that the regulation by contract with a separate
national regulator is most appropriate for Vietnam.

Key lessons learned from international regulatory experience should inform the design and
application economic regulation for Vietnam’s urban water and wastewater utilities:

* Economic regulation is effective for both public and private utilities

* Regulation should be integrated for both water supply and wastewater services

* Regulation by contract is appropriate

* A written contract between the utility &government/owner should be established:
o Giving performance obligations and targets
o Establishing tariffs

* Clear mandate and effective enforcement powers are needed

* Regulatory mechanisms need to have flexibility built into them

* Effective economic regulation will take time to become established & capacity built.

* Significant staff and resources are needed at both the central and local level.

Lessons were also learned from the functioning of the national regulatory authority for the
electricity sector in Vietnam (ERAV).

A central independent Regulatory Authority for the water supply and sanitation utility sector is
recommended (WRAV), located in Hanoi but with regional and local offices. The Authority should be
established by statute with a clear mandate, authority, powers and resources. Policy for the water
sector would remain with MOC.

Key functions of the Authority should include: setting standards; monitoring cost and performance;
price/tariff setting (based on a review of service standards and targets, business and investment
plans, tariffs and financial sustainability).

An organigram is proposed, showing the relationships between the Regulator, PPCs and Utilities,
with regulatory offices at national and regional level. The decentralized nature of the sector is



recognized, and it is proposed that a small regulatory office be established in each province. This will
not only help in managing day to day compliance issues, but could also offer a facilitation role for
Regulator in establishing the initial regulatory methodologies and procedures with the PPC and
utility.

The Regulator would be responsible for safeguarding customer interests. This could involve the
establishment of independent consumer representative groups and developing policies to protect
the interests of low income households (service access, affordable tariffs, social funds etc). An
appeals procedure would be established for regulatory issues, including PPC, Utility and customer
concerns.

A “Road Map” is proposed for developing and establishing the regulatory arrangements and the
Water Regulatory Authority (WRAV).

The review concludes by highlighting priority activities for implementing the new regulatory
mechanisms and institutional arrangements. These include to:

* Design and implement a standard contract form ( Decree 117)

* Establish the regulatory system

* Enact enabling legislation to establish and mandate the Regulator
* Establish the regulator: WRAV and Local Regulatory Offices

* Develop a Policy Circular on tariff setting

*  Provide TA/capacity building program to: (a) design and develop the regulatory system and
the Regulator, and; (b) establish the regulatory system and institutions linking the Regulator,
PPCs and Utilities

* Identify and prioritise investment needs and appropriate sources of funding to support key
developments in the sector.

June 2014
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REVIEW OF URBAN WATER & WASTE WATER REFORM &
REGULATION

INTRODUCTION

This Review, undertaken by the World Bank Water & Sanitation Program (WSP), is provided at the
request of the Ministry of Construction of the Socialist Republic of Vietnam with the objectives of (a)
Providing guidance/recommendations concerning the reform proposals of state-owned enterprises
operating in the field of water supply and wurban sanitation and (b) Providing
guidance/recommendations concerning economic management options for service providers. It will
be important to ensure that these reforms are undertaken in an explicitly poor-inclusive manner.

The Review achieves these objectives through a review of the current situation, are view of the
progress towards achieving current reform agenda and the potential options for improvement of the
urban water and waste sector in Vietnam, particularly in regard to:

3. The current Urban Water Supply Enterprise Equitization Program
4. Economic Regulation of Urban Water Supply & Sanitation

Expected Outcome of this Review

The expected outcome of this Review is to establish the key issues facing the Urban Water &
Sanitation Sector, particularly related to the Reform and Regulation of Urban Utilities and options
open to Government. The intention is to use this Review as an opportunity to open up a dialogue
between the Government of Vietnam (GoV), sector stakeholders, and the World Bank (WB)with a
view to cooperation towards further actions and initiatives for improvement of sector performance.

Basis of this Review:

This Review is based on a combination of desk study of existing material and documents, together
with interviews and meetings with key Government Ministries and Institutions. A selected number
of Water Utilities were interviewed, and their views and comments on the reform process were
taken. Note has also been taken of international best practice, in order to have comparison on
performance and potential lessons for improvement

The MOC Database (developed 2012 with support of WSP World Bank) has established data on key
financial and operational indicators for the of the 79> Water Utilities in Vietnam(ANNEX A lists the
utilities included in the database).This MOC Database, together with data gathered in the course of
this Review, forms the foundation of the information used in this review of the current situation in
the Vietnam Water Utility Sector.

279 Utilities are included in the Database covering all 63 Provinces.Some provinces have more than one utility.
There are some bulk water supply only utilities (like Binh An BOT Joint-stock company in HCMC) with only one
client (SAWACO), that are included in the MOC Database.
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Urban Water & Waste Water Utilities
The current ownership status of the 79 Water Utilities is as follows:*:

e State Companies: 100% local government ownership

e Equitized Companies: Private Investment but with Local Government

majority shareholding

e Private Companies:  Some extended form of Private shareholding

TOTAL WATER SECTOR UTILITIES 79
State Companies 51
Equitized 23
Private 5

The MOC Database at this time does not include the separate Wastewater Utilities. From our
research there are 29 utilities that provide both water and waste water services, as follows:

UTILITIES a:z:;s\‘Nater Water Only | Total
State-owned 19 32 51
Equitized 10 13 23
Private 0 5 5
Total 29 50 79

Among the 23 equitized utilities 10 provide waste water/sewerage services. However, some of them
are leasing the waste water system from the provincial government, as the asset value of waste
water facilities and networks was not included in the corporate valuation at the time of equitization.

Two other earlier reports provide background on the development of sector reforms and
equitization®, and reference has been made to these reports to assist in the review of progress
against expectations. Other information sources are referenced throughout this review.

The approach and general methodology for this review were determined in consultation with
Ministry of Construction, who has an oversight responsibility for the water utility sector.
Consultation on general principles and sector management issues was made through meetings with
Ministry of Construction (MOC), Ministry of Health (MOH), Ministry of Natural Resources and
Environment (MONRE), and Office of Government OOG, Ministry of Planning and Investment (MPI).

*The data base shows State Companies; Equitized Companies ( where state keeps majority Shareholding at
present and Private Companies 100% owned by investors

* Vietnam Urban Water Supply Development Projects, Final Report, Consulting Services for Review of Water
Supply Companies Equitization, June 2013, MOC World Bank

> Review of Equitization Approaches in the Urban Water Supply Sector March 2009 World Bank — Netherlands
Partnership



General advice was sought on the Vietnamese experience of utility regulatory approaches and
institutions from ERAV, the electricity sector regulator, and various other institutions®.

During April 2014 a number of exploratory meetings were held by the team with senior managers
and state representatives for a limited number of utilities’:

o Sai Gon Water Supply Corporation/SAWACO (Ho Chi Minh City)
o Ba Ria—Vung Tau Water Supply Joint-stock Company (Bwaco)
o Can Tho Water Supply and Sewerage Company (Can Tho Wassco)

The purpose of these meetings was to obtain the professional view of these officials on the current
situation in the reform process, discussion on regulatory issues, and views on successes and the
constraints and factors likely to affect the future development of the sector. The comments and
information obtained have been used to confirm or inform the findings of this review.

Equitization of SOEs

The key focus of the current sector reform is the implementation of national policy of restructuring
State Owned Enterprises (SOEs) through Equitization. This policy was established in 1992and was
extended to the Urban Water Utility Sector in 2002.

The stated aim of SOE restructuring (decision no 339/QD-TTg) is to: "promote equitization and
diversification of ownership of SOEs in which the State is not required to hold 100% of shares."

The provincial governments have the duty to provide water and waste water services to the
community. Each PPC had established Water Supply Companies (WSCs) to provide these services.
Before equitization the utilities were typically Sole — Member Limited Companies in which the State
holds 100% of shares. The effect of equitization is to reduce the level of this State shareholding
generally through the establishment of private shareholder investments.

Equitization of SOEs in Vietnam started with a pilot program in 1992. The Government committed
itself more firmly to equitization in 1996 with introduction of Decree 28-CP which, along with its
supplementary regulations, has established the legal framework for equitization in Vietnam.

In the water sector the process of Equitization started in 2002 and it is ongoing. According to Prime
Minister’s Decision 14/2011 the process should be completed for all utilities as rapidly as possible.
To date, out of the 79 water utilities, only 23 have been fully equitized.

In the following sections we review:

SECTION 1: Effectiveness of Sector Reform
o Equitization
o Sector Performance

SECTION 2: Sector Regulation

®See ANNEX B — List of list of institutions,stakeholders and individual people contacted during April to June
2014
7 ANNEX C —Supplementary data on selected urban water and waste water utilities
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REVIEW OF URBAN WATER & WASTE WATER REFORM &
REGULATION

SECTION 1 : URBAN WATER & WASTE WATER UTILITY REFORM

Section A .Effectiveness of Sector Reform

1 Equitization:

The process of equitization in the water sector follows the national SOE reform policies and
procedures. The provision of water services is seen as a ‘Public Good’ and therefore there are
particular pressures that closely link the concerns of the communities involved to the operation and
management of the utilities providing these services. Traditionally there has been strong control of
utility management and finances by the State, particularly at local level

The reduction of state shareholdings has led to concerns about the need to establish effective
mechanisms of governance and control of water utility affairs. At the same time the issues related to
establishing financial and management autonomy of the equitized water utilities are also major
factors in the reform process - both for the state shareholders and the private investors.

Extent of Equitization

Since 2002, out of the 79 Utilities recorded in the MOC database only 23have been fully equitized.
20 out of 23 were equitized between 2007 and 2011. Whilst there are general plans for the
equitization of all the utilities, the recent slowing in the process seems to be due to a number of
factors:

a. Difficulties in establishing mechanisms for effective transfer of authority from the state
to the enterprise inherent in the equitization process.

b. The equitization of WSCs is a lengthy process. The MOC World Bank equitization report
of 2013 reveals that the longest period for equitization is 1,350 days, the shortest is 68 days,
and the average is 590 days. The Central Institute for Economic Management reports that
generally the average time to equitize SOEs nationwide in the period 2005 - 2009 was 400
days. Accordingly, the average time for the equitization of WSCs is 1.5 times higher than that
for SOEs in all sectors in Vietnam.

c. Difficulties in finding investors/capital for the non-state shares.

Some key issues affecting the willingness of investors to be involved in the utility
equitization program include;

a. Tariffs and revenues in the sector are generally inadequate for full cost recovery,
resulting in a lack of financial sustainability for utilities.

b. Since the state typically retains effective control through it majority shareholding,
the operation and management of the utility is unlikely to change significantly from



the previously existing public services SOE mechanisms. The equitized utility cannot
act as a fully autonomous business unit, and this adversely affects the confidence of
potential investors

c. The contractual relationship between the PPCs and the utility is not sufficiently well
defined in key areas.

These three key issues need to be addressed to improve the effectiveness of the
equitization and associated reform process.

d. Valuation of shares:
Two methods are used for the valuation of utility companies:

(1) Asset Valuation: This is relatively easy to measure, but leads to potential
over valuation of the company. These assets are generally underground, in
poor condition, are in fact actually a liability in terms of high future
maintenance and renewal costs. In the United Kingdom water
privatizations this method was used for utility valuations in the first round
of the UK water sector share sales. Investors would not accept the related
high costs and liabilities. The UK Government had to re-launch the offer on
a “business related measure”, and had to give allowances for high costs of
renewal in some of the utilities.

(2) Business Related Valuation : Based on turnover, cash flow or some
business related measure, this method is found to give a more realistic
valuation, and more likely to attract investors

In Vietnam before 2011, valuation was based on value of assets rather than business
valuation. From 2011, with the promulgation of MOF Circular 202, there are now 2
acceptable methods of valuation:
(i) Asset method and
(ii) Cash flow method: which is based on projections of cash flows and
profitability of the business.

To date only the asset valuation approach has been used. Although this has caused
problems in obtaining investors in some cases, asset valuation has been used
because it is simpler. Currently, in the absence of a robust regulatory environment,
there are no reliable/accurate projections of business performance and cash flows
available for utilities. It is unlikely that the equitization process will speed up,
provide value for money or prove sustainable without the introduction of effective
regulation, utility autonomy, and commercial management into the sector.

d. Levels of State Shareholding

These vary, with state holdings generally held above 51%, i.e. maintaining a state controlling
share. The level of effective control by the state varies. The MOC WB Equitization Study
(2013) shows that the proportion of state shares in the charter capital of 10 among the 14



surveyed WSCs accounts for 70% or more (more than 95% in the case of Vinh Phuc, Hau
Giang and Son Tay). However, according to the equitization policy, the state has no
requirement/intention of holding the absolute majority over 75%.

As noted previously, in some equitized utilities management by state continues for all
intents and purposes -almost as if the utility were still operating as it did directly as a part of
the public service.

In some cases the utility has achieved a certain level of autonomy, developing mechanisms
for control satisfactory to its state shareholder, whilst still allowing the utility to operate as
an autonomous company, as in the example of Ba Ria- Vung Tau. However the equitization
process alone was not responsible for the introduction of these satisfactory control
mechanisms.

The varying nature of individual regional economies; the size and form of the
Utilities

Each utility its unique customer base, asset condition and size, and has to operate within its
own regional economic and political environment. Those utilities that are smaller or
potentially less ‘profitable’ may have more difficulty attracting investors if the business
model of the utility remains ill defined. The development of a national standard utility
business model could be a cost effective aid to the equitization process for these smaller
utilities.

Utility Diversification

The focus of the utilities should be on the core businesses of the provision of water and
waste water services to the community. Experience shows that where utilities develop
businesses away from their core business of provision water and waste water services (e.g
setting up construction businesses, catering, real estate) this is generally to the detriment of
public service objectives of the utility.

Fragmentation

Generally for the most effective use of scarce resources and capital effective businesses seek
to take advantage of ‘economies of scale’. The World Bank and other donors such as ADB
have advised that it is much more effective to manage water and wastewater services
combined under the management of a single utility. The practice of breaking apart existing
water and wastewater utilities into smaller separate entities (eg water production, water
distribution, sewers, wastewater treatment) for equitization purposes will not only be less
effective economically and in terms of utility management and operation, but it may also
bring problems in attracting investors to the smaller and less attractive, less profitable, sub-
units.

Capacity of Utility Management for effective change: The issues of raising capital,
developing autonomous utility management structures and governance mechanisms, and
general ‘commercialization’ of utility operation are complex and demand skills and
experience that may not be readily available in all utilities. This not only impacts the process
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of raising capital during the equitization process, but extends after equitization to the skills
and resources needed to operate the utility in an effective commercial and business manner.
Even in the best managed utilities the management expressed the concern that they lacked
the necessary skills to carry out the changes effectively.

From this review we can conclude that the process of equitization itself, although creating
‘autonomous’ water utilities with reduced state shareholding, does not of itself lead to financial and
service level improvements.

It is not possible to say that the successful utilities became successful because of equitization alone
but we did observe that those utilities that had existing strengths and competences adapted better
to working within the new structures.

Before we look at the financial and management situation of the equitized utilities, in the next
section we review briefly the general performance of the sector and associated key indicators

2. Sector Performance8& Levels of Service Improvement:

(a) Benchmarking of sector performance
We show here information on water sector performance in Vietnam since 2006. The information is
taken from the World Bank WSP supported International Benchmarking Network for Water and
Sanitation Utilities (IBNET) website®

Key Performance Indicators for Vietnam:

Indicator 2006 | 2007 2008 2009 2011
1.1 Water Coverage (%) 69 69 72 75 57

2.1 Sewerage Coverage (%) 33 2 N/A N/A N/A

4.1 Total Water Consumption (I/person/day) 139 147 147 149 171

4.7 Residential Consumption (I/person/day) 93 99 100 103 115

6.1 Non Revenue Water (%) 34 32 31 30 31

6.2 Non Revenue Water (m3/km/day) 286 |41.8 |429 |403 |46

8.1 % Sold that is Metered (%) 100 100 100 100 N/A

11.1 Operational Cost W&WW (USS/m3 water sold) 0.12 0.12 0.15 0.15 0.14

12.3 Staff W/1000 W pop served (W/1000 W pop served) WA 1.2 1.1 1.1 N/A

18.1 Average Revenue W&WW (USS/m3 water sold) 0.24 0.24 0.25 0.26 0.27

23.1 Collection Period (Days) 367 250 263 245 12

23.2 Collection Ratio (%) 99 98 N/A N/A 98

24.1 Operating Cost Coverage (ratio) 1.92 2.05 1.72 1.68 1.92

8 ‘performance Monitoring’ ; Public Private Partnerships in the Water Sector, X Cledan Mandri-Perrott and
David Stiggers; IWA publishing ; 2013
’IBNET is an initiative to encourage water and sanitation utilities to compile and share a set of core

cost and performance indicators. The objective of IBNET is to support access to comparative
information that will help to promote best practice among water supply and sanitation providers
worldwide.



Source: IBNET (2013)

This table shows that the water utilities in Vietham have been making progress on coverage and bill
collection, although key operational indicators such as NRW (m3/km/day) suggest problems with
asset maintenance, operation and investment.

Drinking Water Quality:

Whilst articles appear in the press drawing public attention to poor drinking water quality (see
examples below)lo, the Review found that there was very limited official information available on
drinking water quality, especially at the point of consumption (the tap). This is a major deficiency in the
regulatory reporting system that needs to be rectified. Drinking water quality is arguably the most
important performance indicator for water supply utilities, with major public health implications. In
many countries water utility operating costs and investment programmes are driven by the need for
compliance with drinking water quality standards and the need to protect the health of consumers

RECENT PRESS COVERAGE ON DRINKING WATER HEALTH ISSUES:
VietnamNet Bridge 24/5/2014:

“What is “clean water” like?”

Nguyen Van Luc of the district of Long Bien said that a white-yellow layer precipitates to the bottom of his kettle
after every time he boils water: “After | boil water four or five times with the same kettle, the residues can be peeled
by hand,” Luc said.

Pham Huy Khoa, a neighbour of Luc in the district’s Ngoc Thuy Ward, said he had to have his water pipeline repaired
a few days ago. “This is the second time in the last two years | have had to have the pipelines cleared to eliminate the
dregs,” he said.

“Can water filters protect Hanoians? “

Many Hanoians said they do not believe the “clean” water provided by the Hanoi Water Supply Company is clean
enough.

Le Thi Lanh in Dong Da District said she has to filter the clean water supplied by the company with her RO-technology
(reverse osmosis) filter before using the water.

According to Lanh, she bought the filter two years ago for VND4 million. She has to pay another VND500,000 every
year to have the filter maintained and parts replaced.

Viet Nam News 15" May 2014

“Ha Noi tap water poses health risks”

The article quotes detailed tests by Ha Noi Preventive Medicine Centre. The centre says tests on samples taken from
different water plants in Ha Noi since January this year show excessive levels of minerals and chemicals that can have
serious consequences for residents.Tests show excessive levels of Permanganate, Ammonia and Chlorine, all with
potential health risks to customers.

10 Full text of Viet Nam Times article 15™ May 2014 is given in ANNEX D “Ha Noi tap water poses health risks”
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It is also important to put the Vietnamese sector performance in the context of other countries
(international benchmarking). The table below compares the Vietnamese KPIs with a range of other
developing countries

KPI of other Countries relative to Vietnam

Indicator Armenia | China | Brazil | Bangladesh | Phillipines

Vietnam

1.1 Water Coverage (%) 91 95 81 63 77

57

2.1 Sewerage Coverage (%) 37 41 47 30 6

N/A

4.1 Total Water Consumption (I/person/day) 126 156 | 174 | 108 156

171

4.7 Residential Consumption (I/person/day) 83 71 116 | 96 117

115

6.1 Non Revenue Water (%) 83 22 39 32 43

31

6.2 Non Revenue Water (m3/km/day) 102.2 | 41.1|32.6 | 116.4 194.3

46

8.1 % Sold that is Metered (%) 91 100 | N/A | 74 100

N/A

11.1 Operational Cost W&WW (USS/m3 water sold) 0.47 0.4 |1.41|0.11 0.22

0.14

12.3 Staff W/1000 W pop served (W/1000 W pop served) % 1 N/A | 0.3 0.4

N/A

18.1 Average Revenue W&WW (USS/m3 water sold) 0.47 0.32 | 2.03 |0.14 0.54

0.27

23.1 Collection Period (Days) 281 89 138 | 205 40

12

23.2 Collection Ratio (%) 80 73 99 84 99

98

24.1 Operating Cost Coverage (ratio) 0.98 08 |1.44|1.24 2.4

1.92

Source: IBNET (all data is dated 2011, except the Philippines in 2009)

Vietnam compares reasonably well on many of these particular KPIs that feature in the IBNET
country reports. It is noteworthy, however, that with the exception of Bangladesh, Vietnam has low
expenditure on operating costs and low tariffs. Although operating costs are recovered on average
across the sector, the low level of operating costs are consistent with poor performance found
across the country in terms of drinking water quality, continuity of supply, leakage and pressure.

The charts below compare average operating costs and tariffs in Vietnam against the averages for
low- and middle-income countries using IBNET data. As can be seen, tariffs and operating costs in
Vietnam are low by international standards. This would indicate that there is significant scope in
Vietnam to increase operating costs (and tariffs) to improve service delivery performance and
overall sector sustainability. A major challenge will be for PPCs to increase their willingness to charge
sustainable tariffs to improve customer service levels and bring the sector more in line with
international comparators.
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(b) Performance after equitization:
The study has found that there are few marked improvements in performance for those utilities that
have been equitized. Some of the changes discovered are summarized below:

e Connections/Coverage: Equitized utilities slightly outperform state-owned ones in
terms of coverage (62.9% vs. 59.6%)

o Non Revenue Water ( NRW) : no big difference between equitized and state-owned
utilities (21.3% and 22.9% respectively), although Ba Ria — Vung Tau performed
particularly well (10.1% vs. 14.6% before equitization)

e Labor/Staff: the MOC WB 2013 report shows a significantly higher growth rate in
labor costs after equitization (low: Binh Thuan 4%, high: Ba Ria — Vung Tau: 131%,
Son La: 352%)

e Training; some of the equitized companies have increased their training programs
with the aim of improving the capacity of staff and managers to operate under the
new structure

A tabulation of some comparisons between State Owned and Equitized Utilities is given in ANNEX
E™. It is difficult to find evidence to indicate that any performance improvements have occurred
directly as a result of equitization. Those equitized utilities that performed well (such as Ba Ria -
Vung Tau, Phu Tho) were already some of the better performers before the restructuring.

"' ANNEX E. ANALYSIS TABULATION OF WATER UTILITIES
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3. Utility Performance of equitized WSCs
In this section we look at the financial and economic performance of the equitized water and
sanitation utilities.

The major benefit of the equitization program should be that it creates an autonomous utility
structure, with defined capital, structure and responsibilities, and with clearly defined financial and
operational responsibilities. This structure, no longer as a public service utility, offers the possibility
of operating as a fully effective, autonomous service company with access to capital and the ability
to manage the utility in a more ‘commercial’ and customer focused manner.

However on first review, apart from any potential beneficial effects on management and financial
restructuring, the general operational and financial performance of the equitized utilities cannot be
said to have improved directly as a result of the equitization process.

Certain well performing utilities were already improving their performance before equitization and
continue to do so. In general the overall sector performance is not changed radically by equitization.
However lessons can be learnt during the continuing reform process before and after equitization.

Management Performance:

International best practice for water utilities is that the most effective modern utilities operate with
clear and consistent management practices within a well-defined strategic, operational, financial and
commercial planning environment. This does not arise automatically just because of the
shareholder restructuring.

A well-structured and well-managed utility will follow clear procedures within a total management
planning environment, including™*:

e Formal Business Planning for all aspects of the utility business

e Physical Asset Condition inventory and Asset Management Planning

e Establish Levels of Service( LOS) and Performance Targets ( linked to asset condition &
investment possibilities)

e (Clearly defined investment plan

e Strong financial management and control

e Operational procedures and capacity to meet LOS

e Formalized approach to Cost Recovery

These principles feature in all the best run utilities, whether public, private or equitized companies.

Some of the better managed utilities follow this approach, but in general the management approach
is lacking in the application of all or part of these best practice procedures.

Current Vietnam legislation requires water utilities to establish a formal contractual relationship
between the state (e.g. PPC/PC) and the utility. This is specifically detailed in the current legislation,
which includes the key provisions that have to be contained in the contract. Currently this is not
done. Those few contracts that have been established have not followed the guidelines, and some
contracts have not between the PPC and the utility as required.

2ANNEX F Lists further guideline elements required for establishing and regulating successful utility operation
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The Decree 117 (Water Decree)has an Article 31— see text box below - concerning the required
contractual agreement to be established between PPC and utility, requires that key details such as
levels of service, tariff mechanisms and financing, as well as the other key management and
planning practices should be included in the contractual agreement:

Decree 117 (Water Decree) Article 31 Agreements on provision of water supply services:

“1. Agreements on provision of water supply services are legal documents concluded between
Peoples Committees or authorized agencies and water supply units providing water supply
services in the areas.

2. An agreement on provision of water supply services has the following fundamental details:

o

The area supplied with water

b. The water supply development planning orientations;

c. The projected financial sources for implementation of the water supply
development plan;

d. The water supply charges, the roadmap and principles for its adjustment;
Service conditions (water quality, pressure, flow and continuity), roadmap for
improvementof service conditions;

f. Obligations and rights of the involved parties.”

This Decree is effective but has not been implemented. It is strongly recommended that this
contractual approach be used between PPCs and utilities to support the reform process. This
contractual arrangement should be established for all the utilities — for the public utilities (as a
precondition to equitizaton) as well as the equitized and private utilities

In practice, for the implementation of the Decree, it will be necessary to have detailed
implementation guidance so that stakeholders know how to implement this requirement before it is
enforced. To implement the Decree it will be necessary for the Government to develop and issue a
Circular on how Article 31 of Decree 117 will be implemented to establish this contractual
relationship. It will also be necessary to include all the previously noted management issues in such
a contract.

Successful achievement of LOS improvements and financial and economic effectiveness depends on
having clear management of all the interlinked items on the list shown earlier. In addition to
establishing the contract this will also require considerable linked actions in developing policy and a
comprehensive management approach by both state and the utility. This would require support and
investment in the necessary resources, Technical Assistance, capacity building and institutional
support by all parties.
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The diagram below illustrates how the contractual arrangements between the PPC and the utility

could be structured, and the highlights the key contract elements:

Statutory Contractual Requirements: PPCs & Utilities

Key Contract Elements:

Levels of Service

Tariffs & Subsidy
Business Plan

Asset Management Plan

Investment Plan

PPC

Investment& Performance:
The nature of the water utility sector requires continuing and long term capital investment to

Contractual Arrangement
(as Decree 117; Art 31)

UTILITY

EQUITIZATION
INVESTORS

Customer Contract
(as Decree 117; Art44-50)

]

CUSTOMERS

maintain, rehabilitate and expand the treatment facilities and distribution systems. The nature of

water utility assets, given the high proportion of underground assets in varying condition means a

constant program of asset management and renewal is required. In turn this requires a fully funded

and effective program of capital Investment.

Even with the injection of funds from the equitization process, given the high capital needs of the

sector there will be a heavy need for ongoing state support for the foreseeable future — until the

utilities operate independently on a financially sustainable basis with full cost recovery tariffs.

Utility funding sources:

1. Tariff
Tariff levels, the principle source of income for the utilities, are set only with agreement of

the PPCs. Tariffs are not currently linked to either levels of investment or to levels of service.

Nor are there mechanisms in place to link them to cost/price inflation (eg regular inflation

indexation).
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A secure and sufficient level of tariff is of prime importance to ensure the true autonomy
and efficiency of the utility. Currently all utilities have their tariffs controlled by the PPCs - on
a non-regulated basis. Typically, since there is a social and political reluctance to allow
sufficient or regular increases in tariff to allow full cost recovery (e.g. operation and
maintenance (O&M),asset renewal and capital investment costs) tariffs are often maintained
at below economic levels.

Only a few of the better functioning utilities are achieving the preferred minimum of
meeting O&M costs from tariff income. Many utilities are not yet achieving full cost recovery
(eg O&M plus debt payments) whilst at the same time they are not delivering acceptable
levels of service:

Average of approved tariff /
tariff rate required by the
water utility (expressed as % of

Utilities required rate)

State-owned 87%

Equitized 85%

Private 94%

Total 87%
Shareholder Equity

Given the sector’s poor financial sustainability, the shareholders equity funding is typically
not enough to support continuous and heavy capital investment. The smaller utilities and
those in poorer regions have the same level of investment needs per head of population but
less capital to achieve it.

State Subsidy

The majority of current investment needs and some O&M needs are covered by direct or
indirect state subsidy, for example Ho Chi Minh City People’s Committee supports an
investment budget for SAWACO with regard to Transmission Pipe grade 1 and 2. This will
need to continue until such time as a full economic tariff can be established. This situation
has not changed because of the equitization process. However, this is only a short term
solution since, given the nature of their assets (eg buried pipework, new treatment plants)
and the limited availability of capital from the public purse, all water utilities will need to
borrow in order to establish an effective Capex program.

Currently utilities continue to apply to state government for funding on an ad hoc basis, and
are not able to develop a full long term investment programs under these conditions.
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4. Bonds, Loans, and Grants

Of the main funding instruments available, it is potentially possible for utilities to raise extra
capital through issuing bonds. However, given the weak financial situation of most of the
utilities, and difficulties of guaranteeing repayment it is not a likely general solution under
the present climate.

Loans, soft loans and Grants in this sector are typically only available through State
intervention, often sourced by donors.

There is significant potential demand for the capital funding for the reform and
improvement of the water utility sector. A suitable national funding mechanism needs to be
developed focused at utility level, or on-lent and managed through individual provinces,

PPP arrangements & Outsourcing

Limited use of PPP arrangements has been made for water supply. Some arrangements have
been established, but generally the income stream needs to be guaranteed by state or the
utility. This approach has been used for bulk water supply treatment plants — where the
state or the utility pays the PPP operator directly for services provided (e.g. water produced
or supplied).

Current PPP water projects include:

Table 1: major PPP projects in the water sector

Investment period: | Total
. Capacity Commencement - | investment
No | Project . Investors Status
(m3/day) Completion of | amount
construction (million USD)
Binh An BOT | 100,000 A group of 3 | in operation
(HCMC) companies
1 1992-1999 37.5
from
Malaysia
Thu Duc BOO | 300,000 . in operation
2 1997-2009 94 Cll (Vietnam)
(HC™MC)
Song Da BOO | 300,000 Vinaconex in operation
3 . 2004-2009 80 .
(Hanoi) (Vietnam)
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In the drive for efficiency the more progressive utilities are considering outsourcing services
and functions that can be more efficiently carried out by specialist service providers ( e.g.
facility cleaning and maintenance or vehicle maintenance, NRW reduction). This brings
potential cost savings in overheads as well as economic and operational gains through the
use of private sector services.

5 Water & Waste Water Utilities
The majority of the utilities are solely responsible for potable water supply (although it should be
noted 29 of the 79 utilities nationally offer both water and waste water services). The focus of this
review is on general utility management and operation, and many of the operational measures for
improvement relate directly to the water supply sub-sector, although there are some sector specific
differences for waste water services.

This review is focused on the progress of the existing institutional reforms, rather than on general
policy for development and improvement of the connectivity and capacity of the waste water
infrastructure in Vietnam.

However, for completeness we attach a brief review of the specific situation and issues in the
wastewater utility sub sector in ANNEX G*.

This reflects the similar utility issues for water supply utilities (e.g. insufficient revenues) but with the
added nationwide problem of lack of coverage of sewerage systems and inadequate treatment
levels. These sector specific issues, related to overall sector policy, are best considered outside the
scope of the current review.

6. Market Fragmentation vs. Economies of Scale
In developed utility markets (eg United Kingdom and France ( ‘syndicat des eaux’)) the trend is
towards regional management and regional schemes, that will take advantage of economies of scale,
and making shared use of scarce resources and management skills.

In Vietnam, the development of a limited number of Regional Projects has been proposed, to
capture the benefits of economies of scale. For instance,3 regional water plants are included in the
Master Plan for the Mekong River Delta area, approved by the Prime Minister's Decision No. 2065
dated 12/11/2010. They are Song Hau 1, 2, 3 with capacity from 500.000-2.000.000 m3/day with
water source from Hau River. Currently these are awaiting funding.

However, as part of the equitization process there is pressure to increase stock value through
fragmentation of utilities. This has been evidenced by examples of the separation of functions such
as water production and distribution/retail activities. For example, splitting an integrated city utility
into a number of small water distributors is not effective because of losses of economy of scale,
administrative costs and most importantly, loss of the ability to carryout O&M and
investment/rehabilitation of the network city-wide. In the case of HCMC, the decision to split out
and equitize individually 6 distribution branches has proved highly inefficient for SAWACO and the

" ANNEX G. NOTES ON SEWERAGE AND WASTEWATER SERVICES
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management and development of the water supply system in the city. It led to the break-up of the
city distribution network and created obstacles to efficient management and rehabilitation and
expansion of service network. As a direct result SAWACO is having to consider “buying back” the
private shares in those equitized water distributors.

If this restructuring of larger utilities along functional lines is to be carried out* it should be
undertaken in such a way (eg by establishing functional divisions or subsidiaries, but not by
establishing separate functional equitized entities) that shared services, manpower or resources are
not split, or required to be duplicated in order to achieve the split.

7. Investment Programs:
As a result of inefficient mobilization of private investment (through equitization or capital markets),
major capital investment is generally carried out using ODA loans or grant aid where available to
supplement limited national funding (through government/provincial budget or credit investment
scheme of state-controlled banks such as Vietnam Development Bank).

Concessional ODA sourced funding historically played a crucial role in funding the development of
urban water supply in the last 20 years. Major donors include multi-lateral banks (WB, ADB) and
some bilateral donors (Japan, Finland, France, Denmark, Netherland, Australia, Korea etc.) Often
these funds are also linked to institutional or operational improvement.

According to the WB WSP Report on Service Delivery Assessment of water supply and sanitation in
Vietnam (2014), anticipated public CAPEX for water supply and sanitation was estimated to be
USS$208 million per year and US$231 million per year, respectively. The available information also
indicates a strong bias in expenditures in favor of urban areas. In the case of sanitation, for example,
the anticipated public CAPEX of US$205 million per year in urban areas is about 95% of the total for
the sanitation sector, and for water supply, the urban share is around 70% of the total water
spending. Anticipated public and household investments for water supply and sanitation are lower
than required capital investments by US$1,258 million per year and USS$784 million per year,
respectively. This huge gap can be filled by additional ODA funding, and more importantly, private
investment under PPP program that is strongly promoted by the Government with support of
donors.

YAs an example in Can Tho, there are 3 equitized subsidiaries with Government stake of 60-80% (which is
represented by the main company/Can Tho Wassco). They're 100% independent, no common services. There
are a few more 100% owned by the main company, which may probably equitized in the future.
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Table: Current major programs include:

Donor/IFI Project Value (USD)
ADB |Loan No. 0054: MFF Water Sector Investment Program 1 billion
WB Urban Water Supply and Wastewater Project 200m
WB Vietnam Urban Upgrading 382m
WB Local Development Investment funds 190m
WB Mekong Delta Urban Upgrading Project 292m
JICA |[Nhon Trach 1 Water Supply Project 100m
JICA |Southern Binh Duong Province Water Environment Improvement Project 195m

8. REFORM REVIEW: SUMMARY & CONCLUSION

The process of equitization of the urban water &wastewater utilities is continuing. At present, out of
the 79 Utilities, only 23 Utilities have been fully equitized. The rate of this process is slower than
anticipated.

In addition to the restructuring to allow access to capital, the equitization process has created the
potential benefit of autonomy for the utilities, and a clear financial and operating business structure
that will allow the potential for more effective utility functioning. These advantages are not yet fully
realized since the revised structure alone cannot bring all the advantages and efficiencies necessary.

Generally it cannot be said that performance improvements (financial and operational)have
occurred directly as a result of equitization. Overall the improvement has been limited, but with the
exception of those more efficient companies that were anyway performing well before they were
equitized.

However the equitization restructuring does offer opportunities for continuing actions to support
the reform process, leading to more effective provision of water and waste water services.

Some areas that would support the effectiveness of the reform process could include:

e Support to PPCs and utilities in ‘commercial’, managerial and financial preparation for
equitization, and the financial and institutional support to become a fully professional utility
operation on a sound commercial footing under the new autonomous equitized structure.

e Establishing a contractual relationship between the PPCs and the individual utilities as a key
part of the ongoing reform process.

e Introduction of a formal approach to key financial and managerial functions across the
sector including an approach that establishes and formalizes:

Levels of Service provision

Asset Management planning

Formalization of process of assessing investment needs

Clarity on the process for establishing and revising Tariffs and revenues.

Clear Financial Management objectives for the utility

o O O O O

Approach for effective project development and methods for attracting funding for
investment
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Development and implementation of this approach will be a key to successful reform,
and in particular it will be needed for the viability of the utility, and required successful
formalization of the contract between PPC and the utility and for successful regulation
of the utility (as noted in Section 2 Regulation that follows) .

e Support for operational and management improvements for better utility performance.
These would supplement existing sector initiatives, and would bring the necessary skills,
capacity building and financial support to maximize results. This could result directly in
improved levels of service (e.g. via NRW reduction programs) or general improvements in
utility effectiveness (e.g. introduction of commercial systems, management training,
customer service and billing systems etc.)

e Funding for capital investment schemes that offered the highest improvements in operating
or financial effectiveness and that offer an improved levels of service to the customers

These are examples of some of the key issues that should be explored. Some are general to the
whole sector. The operational, financial and management needs will vary from utility to utility. Some
utilities will have greater needs than others, and some way of dealing with this variation should be
explored further

For all issues there are institutional, financial and resourcing needs, and a need for general and
coordinated change management processes. The sector is one of high importance to the
Government of Vietnam and improving its performance will have a great influence on the welfare of
the general population.

We welcome the opportunity to enter into further dialogue between the World Bank and the
Government of Vietnam on ways to continue and improve the effectiveness of this Reform Process
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REVIEW OF URBAN WATER & WASTE WATER REFORM &
REGULATION

SECTION 2:REVIEW OF SECTOR REGULATION

In this Section we review the key aspects of sector regulation:

o 2.A Regulation of Health related aspects
o 2.B Regulation of Water Resources and Environmental aspects
o 2.C Economic Regulation

Of these aspects the main focus of this review and the main body of our work is the Review of
Economic Regulation. The economic issues are our main objective, reviewing the operation of the
sector and assessing how the economic and financial basis of the sector may continue to be
improved. However, the other two regulatory issues are important, and all three aspects need to be
managed holistically to improve the sustainability of the sector.

According to recent research,” in order to deal with problems related to both water quality and
guantity as well as to strengthen the sustainable and integrative management of the nation’s water
resources, the Vietnamese Government has adopted a wide range of laws and regulations. In recent
years, more than 300 water-related regulations on the guidance and implementation of the Law on
Water Resources (1998 and 2012) have been issued and often amended to meet the requirements
of the country’s development and its increasing international integration. In spite of this, the current
legal framework for water resources management in Vietnam remains ineffective and does not
correspond with the reality on the ground. Furthermore, law enforcement is deficient and often
national regulations are ignored by local authorities, who prioritize short-term economic growth of
their communities over sustainability.

The system of state management of the water sector has not fully succeeded in formulating and
ensuring its effectiveness in a coordinated manner. The functions and tasks of state management
agencies for the water sector are still not clearly distinguished from those of agencies managing the
daily operation of works for the exploitation and use of water resources and water supply services.
In other words, Vietham has still not achieved consistency and coordination of the systems of
policies, laws, standards and norms in the domain of water resources for the sustainable
development of the water sector.

It is against this background that we have conducted our review with a view to assess the current
situation and to propose possible avenues for improvement

15Legal summary of water sector in Vietnam (Loan Nguyen, University of Munich 2013),
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2.A Regulation of Health Aspects
Ministry of Health (MOH) -Health and Environment Management Agency (VIHEMA)

Responsibilities
The MOH has responsibility for the regulation of health aspects of the urban water utility sector,

with specific responsibility for:

Standards:

Development of national standards (working with the appropriate Ministry)

Drinking water quality control for urban water utilities, (rural water and small and
domestic standards are a separate issue under separate legislation).

Drinking water quality for utilities of capacity 1,000 cubic meters per day or more
(Vietnamese Standard QCVN 01:2009/BYT)'®, and applied to piped water supplies
and for plants and installations.

Standards are well established nationally, within the legal framework:

@)

Monitoring:

National Standards are developed on the basis of WHO minimum standards adapted
to Vietnam conditions. They were developed through inter-ministerial involvement
(including MOC, MONRE).

The latest standards are set out in the ‘National Technical Regulation on Drinking
and Domestic Water Quality 2009’. This regulation details the various chemical,
biological and radioactivity standards for drinking water.

The MOH has a clearly established function for monitoring and control:

O

The National Technical Regulations determine the frequency of sampling,
monitoring and inspection prior to water use.

The utilities are responsible for a program of reporting on water quality, and they
have to report the results to MOH. Testing has to be done weekly, 6 monthly or
every 2 years according to the category (A,B, or C parameters). Reporting is typically
annually, but may be more frequent.

MOH have responsibility for a program of verification of test results

MOH have 4 technical institutes capable of carrying out all tests. Funding is from
within MOH

There are also DOH Centers for Preventative Health that work to an annual plan, get
funding locally and submit reports to the local government. However these reports
are also presented to MOH. These centers also have responsibility for monitoring
hospital waste

A major problem throughout Vietnam is arsenic, particularly in groundwater.

MOH/DOH Inspectors:

1% ess stringent standard QCVN 02: 2009/BYT is applied to domestic water including piped water providers for
plants and installations of capacity 1,000 cubic meters per day or below
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= These are at local government level. Most activities relate to food hygiene
control, but they will be involved if there are specific problems related to
potable water supply eg:

e Cholera
e Nitrates
e Arsenic

General:

o Most efforts are applied to monitoring source or production quality (ex-works). Quality
throughout the distribution networks may not be monitored or controlled sufficiently to
ensure that consistent quality levels are met at the point of consumption. Additional testing
and appropriate resources would be required to extend the testing regime.

o Generally quantity of water into supply is seen as being the main criterion of the water
utilities — however there needs to be a balance to ensure water quality standards are met.

o DOH (preventive health centers) have limited resources for monitoring and control both at
central and local level, and if expansion of the regulatory activity for the urban water sector
is required (eg if more emphasis was paid to water quality issues within distribution
networks and at the tap) then higher levels of resources and staffing at central and regional
level would be required.

In discussion with MOH officials the comment was made that whilst MOH are responsible for water
quality standards, there would be major benefit for MOH to be involved in water sector coordination
discussions. At present MOH are not directly involved, and feel that their involvement and better
coordination would be of benefit

Conclusion: Health Regulation

Current regulation is generally limited to source or treatment plant outlets. Quality levels within
distribution systems and at household levels are not monitored or controlled systematically, except
on an emergency basis, and generally quality levels are not achieved in these areas. However, if
sector requirements for monitoring (eg monitoring distribution systems more widely) were to be
increased then additional resources and management systems would be required.

2.B. Regulation of Raw Water Exploitation, Wastewater and
Environmental Aspects

MONRE is a ministry responsible for regulation of water resources and wastewater standards in
Vietnam. The amended Law on Water Resources of 2012 confirms that water is an essential natural
resource of Vietnam and aims to protect water resources effectively, use them reasonably, and to
prevent and remediate damages caused by water pollution while strengthening government
management of water resources.

A. Water Resources
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Licensing

The exploitation of water resources for domestic water supply by WSCs must comply with the
master plan on water resources as specified in the Law on Water Resources 2012. At present no
detailed procedures have been developed for applying the Law by national or regional authorities.
WSCs must obtain permits for exploitation of raw water for WTPs. The licensing work is conducted at
central and local levels. Under the provisions of Decree No. 149/2004/ND - CP dated 27 July 2004
and its replacement Decree No 201/2013, the discharge of wastewater into the environment, and
licensing the exploration and exploitation of surface and ground water for works with a yield of
50,000 m3/day (surface water) and 3,000 m3/day (groundwater)or more is the responsibility of
MONRE. Sources with the yields under these thresholds fall under the control of the PPCs.

The license granted to WSCs specify clearly the geographical points of water exploitation, volume
per day, site monitoring and reporting mechanisms.

Monitoring

WSCs are responsible for regularly monitoring water sources to ensure the quality is sufficient for
domestic use or for households (‘daily —life water’) and ensuring ongoing quality of such water
sources. In case of an incident of water pollution, WSCs are required to develop a contingency plan
for accessing other raw water sources. PPCs are accountable (i) to identify and publicize the Hygiene
Protection Zone of various areas supplying daily-life water as prescribed by MONRE, and; (ii) to
organize the dissemination of information on the quality of daily-life water sources, warn against
abnormal water pollution or water quality events that could affect the quality of daily-life water
sources in local areas.

At present about 40% of the water supply for urban areas is from groundwater. The urban areas
using groundwater most heavily are Ha Noi (with nearly 1,000,000m 3 /day) and Ho Chi Minh City
(more than 500,000m 3 /day). Rapid urbanization and economic development are having a big
impact on water resources in Vietnam, with groundwater in the shallow aquifers in Hanoi and Ho Chi
Minh and other cities showing signs of contamination by organic compounds (herbicides,
insecticides, fertilsers etc)

The new Law on Water Resources 2012 specifies that the exploitation of underground water is
restricted in areas which contain: (1) surface water resources able to satisfy stable demand ; (2)
underground water with water levels declining in consecutive periods or experiencing dramatic
decline; (3) danger of land subsidence, saline infiltration, and increase in pollution due to
exploitation of underground water; (4) polluted underground water sources, or showing signs of
pollution but without technological solutions to deal with water quality management; and (5) urban
areas which have a point-source water supply or water supply services that are already adequate for
local requirements. However, it has yet to be determined how this Law will be fully enforced in
practice.

Conclusion: Water Resources

At present water resource regulation is weak — the laws and regulations are reasonable. but they
have not been implemented fully. Proper and effective implementation will require additional
resources and management systems.

Page 25



B. Wastewater and environmental aspects:

Licensing by PPCs

PPCs are responsible for licensing and issuing permits for wastewater discharges. PPCs are also
responsible for dispute settlement on environmental issues (as noted in Decree No. 149/2004/ND-
CP).

One of the specific objectives of discharge permits is to control the pollution of water sources and
end the use of toxic chemicals in industrial and agricultural production that would adversely affect
exploration, exploitation and use of water resources. MONRE has a shared responsibility (with PPCs
and other stakeholders) for the protection of water resources; for identification of areas being
polluted or depleted; for assessment of the current status of water quality and for provision of
monitoring and supervision of water resource quality and discharges of sewage into water sources.

Apart from the national technical regulations on the environment, there are also regulations on
environmental impact assessment (EIA), strategic environmental assessment, and environmental
protection. The Vietnamese government has issued Decree No. 29/2011/ND-CP of 18 April 2011
providing regulations on strategic environmental assessment, environmental impact assessment and
environmental protection commitment. Based on this decree, on 18 July 2011 MONRE adopted
Circular No. 26/2011/TT-BTNMT providing detailed guidance on strategic environmental assessment,
EIA, and environmental protection commitments.
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SECTION 2.C REVIEW OF ECONOMIC REGULATION IN THE WATER
SECTOR

This Section provides a detailed review, and proposals for improvement, of economic regulation in
the water sector in Vietnam, and is the main focus of this part of the Review.

A key issue for sector sustainability is the lack of formal economic regulation. There is indirect
control, through national and state budget constraints on financial issues, or by the application of
laws and regulations on the operation and management of the utilities. Those utilities that are not
yet equitized are subject to normal public service checks and balances, but not specifically for the
utility services. The equitized companies are controlled by their shareholders, but there is no direct
regulation of the way that they provide their services to their customers. PPP contracts and
outsourcing activities will impose contractual obligations that can be enforced, but there is no
general and comprehensive system for regulating the way in which these utilities provide services to
the Public.

2.C.1 Identifying Regulatory Problems

In Section 1 we identified a number of factors that are linked to the poor performance of the sector.
Even with utilities that are able to provide effective operation and management of existing systems,
the levels of service provided to customers cannot be maintained or bettered without a number of
supporting issues being addressed:

Sustainable tariffs and funding structures
Formal business planning

Asset management and development
Financial planning

O O O O O

Capital investment

The importance of these issues for sector viability is recognized in Decree 117 (Water Decree) Article
31. This Decree requires the establishment of a contractual relationship between local state
government and the Water Supply companies (WSCs),and includes specific content covering these
particular issues. However, as noted previously these important contractual relationships have not
been implemented. It is recommended that the PPC, rather than lower levels of government, is the
contracting party with the utility. This will improve sustainability since the PPC approves tariffs and
has much greater capacity (technical and financial) to manage contract implementation compared
with town and commune level governments.

The main functions of an effective Economic Regulator would be:(a) to assist the PPCs and utilities in
developing, establishing and maintaining their necessary systems and procedures to support their
contractual and regulatory obligations associated with the provision of water and sanitation services,
and (b) to ensure that both the PPCs and the utilities were compliant with the terms of the contract.
The benefits of such regulation would be an ordered and productive sector, improved levels of
service to the customers, and improved economic and financial efficiency.

Page 27



The current ineffective regulation of the water and sanitation sector in Vietnam results in
performance by the utilities that is not fully satisfactory to either customers or to owners of the
utility (PPCs or shareholders/investors). Poor results occur when the regulatory framework does not
provide adequate incentives for proper performance or behavior. This Section builds the
groundwork for recommendations to improve the regulatory framework by identifying how and
where problems occur:

A. Goals of Economic Regulation

Economic regulation17 consists of the set of rules and institutional arrangementslgthat set, monitor,
enforce, and change allowed tariffs and service standards. Its purpose is to address the problem of
natural monopoly.

Natural monopoly™ occurs when the total cost of providing a service is minimized by having a single
firm provide that service. The problem of natural monopolies is that they are not subject to
competitive pressure, so they lack the competitive impetus to offer services customers want at a
price that reflects costs. Economic regulation mimics competitive pressure, enforcing desired service
standards and controlling prices so that service providers recover reasonable costs.

Effective economic regulation averts the potential problems caused by monopolies, such as tariffs
that are above the reasonable cost of service, quality of service that is below desired levels, or
failure to serve less attractive low income households. Indicators of effective economic regulation of
water and sanitation services include the following:

o Providers of water and sanitation services are financially sustainable and operate at an
efficient level

o Returns provided by water and sanitation utilities are not above what could be considered
fair and reasonable, and are sufficient to attract required capital
Water is supplied on an optimal-cost basis
All customers, including the poor, receive the expected quality of service and good quality of
water

o Sector objectives for water and sanitation are achieved (such as universal coverage,
continuity of supply, sufficient pressure, health standards met)

o The benefits of the regulatory framework exceed its costs

Poverty and Inclusiveness

It will be important to ensure that these regulatory reforms are undertaken in an explicitly poor-
inclusive manner. Although Vietnam has introduced a policy of free water supply connections for all,
this policy has not been supported by additional budget allocations to ensure that poor communities
benefit. As a result urban utilities frequently have insufficient funds to meet the demand for network
extensions and new connections, and it is more isolated, poor communities that are the least likely
to be connected. Reforms are also likely to result in tariff increases to ensure financial sustainability.
It will be critical for the regulatory arrangements to ensure that poor household affordability is taken

17Groom, Halpern, and Ehrhardt, Explanatory Notes on Key Topics in the Regulation of Water and Sanitation Services, The World Bank
Group, p. 1

¥ ANNEX F gives a summary of “WATER UTILITIES & REGULATION — GOOD PRACTICES”

19Viscusi, Harrington, Jr., and Vernon, Economics of Regulation and Antitrust, Fourth Edition, p. 524
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into consideration (eg lifeline tariffs, progressive tariffs), and that the poor (and society in general)
have a voice in the reform/regulation agenda.

In the next section, we detail the main challenges facing the water and sanitation sector in Vietnam
from a regulatory perspective

B. Economic Problems in the Water and Sanitation Sector

In this section, we identify the typical poor economic outcomes for utilities in Vietnam, following our
review in Section 1. Then, we describe how the lack of a framework for economic regulation
contributes to these inefficient outcomes. The problems identified in this section drive the
regulatory recommendations in the final section.

In a properly functioning market, service providers receive fair and reasonable returns in exchange
for operating efficiently and providing customers with the service they desire at a price they can
afford. Markets in sectors that are characterized by natural monopoly (a structural lack of
competition) will only function properly if they are governed by an effective regulatory framework.
Therefore, poor outcomes in the water and sanitation market signal deficiencies in the regulatory
framework.

The table below provides an indication of key typical failings in the water and sanitation market,
related to regulatory issues, as applied to the general case in Vietham

Table 2.1: Identifying Typical Problems to Be Addressed by Economic Regulation

Regulatory Issue: Key Concern?

Tariffs are not adequate for financial sustainability of the water utility at existing level of efficiency and coverage Yes

Tariffs are not sufficient for capital investments to achieve desired level of sewerage coverage (collection and treatment) Yes

Tariffs are well above cost of service and are not affordable by some of the utility’s customers Not applicable
NA

Returns earned by owners of the water utilities are above what could be considered fair and reasonable NA

Utility does not have adequate incentives for operating efficiently Yes

Unfair competition undermines financial sustainability of the water utility NA

Quality of service provided to customers is not adequate Yes

No effective, independent entity or mechanism in place for customers to redress their grievances Yes

No effective dispute resolution procedure for PPCs, Utilities or customers Yes

Service provided and/or tariffs are leading customers to seek alternative source of supply NA

This key concerns highlighted in the table demonstrate the need for economic regulation:

All utilities lack a functioning regulator

Utilities are generally not operating at a sustainable level

Customers are not receiving the best level of service that is economically feasible
There is no official customer grievance procedure

O O O O O

There is no effective dispute resolution system
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The water and sanitation market in Vietnam has no functioning regulator.

The key purpose of an economic regulator is to ensure that utilities are held accountable for the
services they provide and that tariffs charged to customers cover the reasonable costs of providing
those services. An effective economic regulator provides the feedback loop that is absent without
competition. In a competitive market, customers signal to a supplier that they are unsatisfied by
changing their behavior—either by purchasing the product from a different supplier or by switching
products. In the market for utility water and sanitation services, however, customers are not free to
replace their provider with another. Regulatory authorities can address this market failure.
Customers of regulated natural monopolies can notify the regulator if they are unhappy with price
or quality of service. A regulator will also provide the PPCs and utilities with a forum for dispute
resolution.

For instance, if a utility allows the quality of its service to deteriorate, there currently exists no
reliable body in the Vietnam that customers can turn to address this problem. An independent
regulator could fill this role.

The Utilities Operate Unsustainably

From the review in Section 1 the utilities face well-documented problems of poor finances,
deteriorating infrastructure, and low quality of service. These problems are closely linked to a poor
regulatory structure that keeps WSC's tariffs well below the full cost of service. This section explains
how regulatory difficulties contribute to a WSC'’s poor performance.

The Utilities deteriorating financial position

With tariffs set below its full cost of service, a WSC relies on government subsidies to cover its
losses. This system of recouping losses through government subsidies has led to deterioration of the
WSCs' financial and operational performance, for the following four, interrelated reasons:

1. A utility’s costs of service has increased with rises in the costs of inputs (such as electricity)
A utility’s tariffs have fallen below the company’s cost of service,

3. Subsidies available for the utilities often have had to be used to cover the increasing
operating costs, and thus decreased the already limited availability of funds for capital
investments

4. The decreased capital expenditures (on asset maintenance and renewal) leads to further
asset condition and performance deterioration. This lack of investment hampers ongoing
efforts to improve system performance measures, such as levels of NRW?

20 . . .
Non-revenue water equals the volume of water put into supply minus the volume of water billed.
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Figure 2.2 illustrates the cycle leading to the utility’s financial deterioration.

The Utility dynamic of increasing operating losses
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In the following sections we look at international experiences with regulatory models and how they
might be applied in the Vietnam water sector

2.C.2 International Experience of Regulation of Water Supply and

Sanitation

This section summarizes briefly some of the regulatory mechanisms applied around the world for
economic regulation of water supply and sanitation, looking at both developed and developing
countries”. Each country’s regulatory framework has been developed/ influenced by its historical,
political, economic and legal environment, as well as factors relevant to the sector itself. These
examples are given to illustrate the key issues that need to be considered and options for dealing
with them. The Government of Vietnam will need to craft the chosen solution to take into account
the specificities and challenges of the water sector in Vietnam.

The international experience can be summarized in four regulatory approaches:

e Separate regulatory agency with a Licensing Regime

e Regulation by contract

e Regulation by contract with a separate Regulator (hybrid)
o Self-regulation

A. Separate Regulatory Agency with a licensing regime—an agency separate from the
service provider issues licenses to service providers and sets the terms of supply services. This
model has traditionally been used to regulate private service providers (as in the case of England and
Wales and the United States), but is being used increasingly to regulate public service providers (eg
some states in Australia and the US). In some countries this agency is established as an
independent, autonomous institution to distance the agency from political interference and

*! This section draws on previous World Bank studies (including Options Paper on Water Regulation in the
Philippines WB 2013)
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influence. Regulatory agencies may be at a national (England and Wales), regional (US and Australia
states) or local level.

In each case the regulator has been established as an independent Commission or Authority by
statute, with commissioners appointed for relatively long terms (between 5 and 7 years) and
financed out of tariffs. Their functions are clearly set out in statute and cover standard setting and
monitoring, data collection on financial and operational performance, tariff setting and monitoring,
and consumer complaint handling. Their mandates have evolved and require greater consultation
with consumer groups. In England and Wales in particular OFWAT uses extensive benchmarking of
water companies to compare performance, which is widely circulated. The regulators have broad
powers derived from statute and supported by contracts or licenses established between the
regulator and utility, with powers to impose penalties/ sanctions and give incentives and broad
powers to require disclosure of data and information. In some cases they have dispute resolution
powers regarding contracts entered into by the utilities (such as the bulk supply arrangements
entered into by water companies in England and Wales). Each of the regulators carries out price
reviews on a periodic basis (in Australia and England, usually 5 years, in the US, more frequently).
Decisions of the regulators can be challenged in court (although for England and Wales there is an
appeal mechanism via the Competition Commission). In each case there is a separate agency or
agencies responsible for water sector policy and an agency responsible for monitoring water quality
and enforcing environmental standards. The regulators coordinate with these agencies to ensure
that utilities have the funds to cover planned and mandated investments and service improvements.

The regulator in England and Wales is at national level but it is has a relatively small jurisdiction. The
commissions in the US and Australia are at state level and mostly multi-sector regulators, with
specialists for each sector. The state commissions are relatively close to their constituents but there
is concern that approaches are not uniform between state commissions and there have been calls in
each country for coordination at a national level of service standards and tariffs.

Tariff setting methodology in England and Wales is based on a price cap which allows utilities to
retain efficiency gains as long as tariff limits are not exceeded. By contrast, the approach taken in
the US is to apply a rate base/rate of return methodology based on: the value of assets on which a
return can be earned (the rate base), the authorized (but not guaranteed) rate of return to recover
capital costs, and the allowable operating expenses for the utility. Once the utility’s total revenue
requirements are established, the commission approves the tariffs that can be charged to various
classes of customers. Whilst the system is not entirely without incentives as underperforming
utilities will not earn their authorized return, gains achieved from cost savings are generally
allocated to consumers and so there is limited incentive to achieve efficiencies. Some State
commissions in the US are moving towards performance based regulation in the energy sector and
have done so in the telecoms sector. There are calls to do so in the water sector also.

In England and Wales responsibility for water supply and sanitation service provision was aggregated
into 10 regional bodies established along river basin lines, which in turn were corporatized and
privatized. It was at this juncture that economic regulation was introduced by statute. In the US the
water sector is very fragmented and there has been little attempt at aggregation or policy to
promote efficiency and economies of scale.

Advantages and Disadvantages: Separate Regulatory Agency with a licensing regime
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Advantages

Disadvantages

Strong independent regulator free from political influence

Some argue that there is still some political
interference

Functions and powers established by statute - clear

Good coordination between policy and regulatory
agencies, with generally well defined and distinct functions

Regulation comes at a cost — reviews and regular
accounting requires time and resources on part
of regulator and utility companies

Consistency in tariff setting and measuring performance
(particularly in England and Wales with a national
regulator) — significant improvement in performance,
significant private sector investment

Monopoly position of companies — difficult to
introduce competition and resistance from
private companies as companies have invested
in the sector.

Aggregation of service providers along river basin was
implemented in England in 1973 prior to privatization and
introduction of regulation (1990)

US system is fragmented — there has been little
aggregation and regulation has not been catalyst
to aggregation

Most of license provisions standardized

General consistency in enforcement of obligations

Flexible — licenses can be amended by agreement

Sanctions and incentives — license with penalties and
incentives, with ultimate sanction of termination

Accountability through courts

Extensive obligations for disclosure of information

Extensive use and publication of benchmarking of
performance (England)

England and Australia regulator regulates almost all service
providers. In US, more piecemeal regulation (most private
providers, some public providers)

B. Regulation by Contract- a contract typically defines the relationship between the asset
owner and the service provider. France has a long history of these arrangements with private sector
providers contracting with local government. Such arrangements are in place in Metro Manila and
Jakarta. These arrangements are also being used increasingly for public utilities through
performance contracts (in the case studies, France, Germany and Uganda). In some cases third party
approvals (such as parliament or a government agency) are required for approving changes in tariffs.

Whilst there is some standardization of terms and conditions of contracts (in France the association
of mayors has developed standard terms for affermage contracts for example), there is criticism that
regulation by contract allows tariffs to be determined on a case by case basis, with significant
differences in tariffs allowed in different communes, and there have been calls over the years for
some standardization in tariff setting methodology and national economic regulation. In France such
calls are fiercely opposed by communes and the private sector.

The range of contracts and arrangements available in France and Germany mean that there are a
number of models that can be applied to the particular circumstances of the utility, with greater or
lesser financing and investment risk passed to the private sector depending on the contract. There is
also use of mixed ownership companies.

In France regulation by contract has worked relatively effectively in terms of policies promoting
aggregation of water operations, with incentives for communes combining to form clusters to
delegate services to private sector providers. There has also been significant consolidation amongst
the private sector service providers (with three main water companies dominating the sector which
However, this concentration has raised concerns- these
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companies are well resourced and sophisticated and their negotiating power is often considered to
be much stronger than that of the communes.

Drinking water quality and environmental standards are typically monitored at the state or national
levels, but there is limited benchmarking of service providers and data is not always widely
distributed and published.

Municipalities have the ability to enforce sanctions against service providers directly, through
regulation by contract, and so accountability is achieved at a local level. Administrative courts also
step in, particularly in France, to ensure that both the public and private parties are performing their
contractual obligations.

In France and Germany regulation by contract is limited to private operators and so the public
utilities are subject to limited oversight and to political influence. As a result, public providers tend
Uganda has developed a system of
performance contracts for public service providers, which has been effective, although there is a

to have lower tariffs but also lower performance levels.

perception that the system works in Uganda due to significant political support and consistent
policies and that it might be difficult to replicate elsewhere.

Advantages and Disadvantages: Regulation by Contract

Advantages Disadvantages
Clear separation of policy function (at national level) | Limited regulatory oversight of public operators
and asset ownership and oversight function

(municipalities)

Entity overseeing performance (municipality) is local

Limited capacity of some municipalities

In France, aggregation of services of communes
(economies of scale) has been encouraged through
legislation, with some aggregating along river basins

In Germany the sector is fragmented and no policy
towards aggregation

No central body setting tariff methodology — lack of
consistency in tariffs.

Germany and France, regulation only covering private
sector operators.

Limited standardization of contracts

Inconsistency in enforcement of contracts

Flexible — contracts can be amended, courts will
determine on changes of circumstance

Still some lack of transparency in contract award and
extension of contracts — particularly in France where
there are three dominant private operators in market
(which may reduce room for effective competition)

Sanctions and incentives — contract with sanctions
and incentives, municipality with ultimate sanction of
termination

Limited disclosure of information - little
benchmarking of private operators

Administrative courts ensure equilibrium between
parties and both parties perform their contractual
obligations

Some obligations under law for disclosure of

information

Limited number of contracts (concessions) where
private sector is investing heavily

Private sector participation extensive in France

C. Regulation by contract with a separate regulator (hybrid)— Under the hybrid model

regulation by contract is combined with regulatory supervision by an independent regulator.
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Typically tariffs agreed between the parties to the contract at the local level need to be approved by
the regulator. This combined approach has been used for public utilities (Colombia and Kenya) and
private WSCs (Niger and Colombia).

In Kenya and Colombia, there is a particular disparity between the large urban water providers and
the small scale rural providers and community based systems.

In Kenya there is a central economic regulator regulating publicly owned asset holders and service
providers. The regulator establishes a tariff setting methodology, approves tariffs agreed between
the public asset holders and the service providers and provides standardized contract terms and
conditions, whilst the local public asset holders monitor performance of the service providers
through a contract. The standard service agreements allow for different levels of service depending
Whilst there have been
significant improvements in service achieved since reform of the Kenyan water sector in 2002, there

on the size of water system/service provider and so has flexibility.

has in practice been limited enforcement of investment obligations on the asset holders by the
regulator or enforcement of service provision standards and there is concern that there is limited
capacity and lack of accountability at the more local level.

In Colombia water service provision is decentralized to the municipal level. For the public service
providers regulatory functions are divided between three central agencies. These agencies have
ensured that there is resource and capacity located locally to effectively implement this approach.
Municipal utilities have been transformed into public stock companies that allow for private sector
participation and there are a number of examples of private sector participation in the water sector
in Colombia. Communal water boards still mainly provide water supply services in rural and peri-
urban areas, and the private sector is mainly involved in larger urban areas. Where there is a
concession or a lease/affermage contract between municipality and a private company, the general
practice is to set service standards and tariffs in the contract which are to be monitored and
enforced by the municipality (ie regulation by contract). However, the municipal concession and
lease contracts are required to be consistent with national service standards and tariff setting
methodologies established the national level by central bodies.

Advantages and Disadvantages: Regulation by contract with a separate regulator (hybrid)

Advantages

Disadvantages

Central agency/ agencies with clear function and
powers and clear mandate

Risk that central agency will be central focused and
focused on larger providers, rather than at local level
— but this could be offset by local presence and/ or
performance contracts at a local level.

Can maintain the status quo of contractual
arrangements in place in creating regulation by
contract for private sector participation (Colombia)

Maintain flexibility in the actual regulatory
arrangement whilst achieving some standardization
and consistency

Possibility of creating greater accountability of public
service providers at local level and developing flexible
approaches through performance contracts.

Risk that local government will not monitor
performance of WSCS sufficiently — but regional
offices of regulator can provide oversight

Has been shown to be appropriate for both private
and public entities

Potential for amalgamation and combination of
services.
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D. Self-regulation— this is where the public service provider regulates its activities, sets tariffs
and performance standards and monitors performance. The utility is typically accountable to a third
party — such as a board of directors (as for many public utilities in the US where the municipality is
providing the service eg San Francisco) or a monitoring body, such as the city council (with or
without a formal contract). The majority of LGU service providers in the Philippines are currently
self-regulating and this has proved unsatisfactory as significant political interference has resulted in
low tariffs and underinvestment in many of the LGUs. There is also a difficulty in many self-
regulating models with respect to a lack of uniformity in performance standards or tariff setting,
with huge fluctuations from one service provider to another. Cambodia also has one service provider
in the capital that self-regulates. In sectors where there is competition (eg telecommunications), it is
often argued that market forces are sufficient to keep pressure on tariffs and performance allowing
the sector to “self-regulate”.
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Table: Comparison of Regulatory Models in Case Studies®

ENGLAND + us AUSTRALIA FRANCE GERMANY UGANDA COLOMBIA KENYA CAMBODIA
WALES
Separate Regulating | Yes - National Yes - State Yes - State No - public No - public Yes — national, | Yes - National Yes — national, No — self
body Regulator utilities service party to party to Min of Water CRA WASREB regulating
commissions commissions contract contract SSP
Sanitation part of Yes Yes Yes Reg by contract Yes — separate Yes — limited Yes Yes — limited in No — self
mandate providers in practice practice regulating
Regulated entities Private Mostly priv. Public Private Private Public— NWSC | Private — by WSBs and WSCs National
utilities (minority) + Branches contract (by contract and water
Public - self- Public utilities Public utilities Public — CRA and regulation) provider
regulate self-regulate self-regulating SSP
Source of Power Legislation Legislation Legislation Contract Contract Legislation + Contract (pr) Law, license, N/A
License License License Performance Law (Public) Contract (SPA)
contracts
Tariff setting Yes Yes Yes Yes- with State water Approved by methodology- CRA approval — Yes — plus
function agreement of authority parliament monitor — SSP WASREB parliament
private party Contract
Set service Yes Yes Yes Yes —set in Yes —set in Set out in Set - Min of Econ Yes — model Yes
standards+ contract contract contract Devel, contracts
monitoring Monitor - SSP
Set and monitor No - DWI No - State No - State DoE No - National Federal Ministry | Ministry of Min of Econ Min of Water and Yes
drinking water environment agency of Health Water Development Irrigation
standards agency
Set effluent DEFRA State Fed and state National agency | Federal and National Min of Environment | Min of Water and Yes
standards environment levels state agency Irrigation
agency
Independence Yes Yes In some cases No No No No Yes N/A
Handle customer Yes Yes Yes Yes SSP (Public) Yes Yes
complaints
Accountability/ Competition Office of Gen Courts Administrative Administrative Board and SSP (Public), WASREB Accounts
dispute resolution Commission, Counsel, courts courts sub-cttee Courts —via
Courts Courts Bonuses contract (Pr)
Transparency and Price reviews Price reviews Price reviews Contract + Accounts Corporation — Contract (pr) Accounts Little
disclosure Accounts Audits and Accounts Competitive accounts Accounts Price reviews
accounts procurement
Funding source Consumers Consumers Consumers consumers Budget Budget Tariff Tariffs
Enforcement Fine + Fine + Yes — fines Penalties + Penalties + Bonuses Fines (SSP) Yes —fines, N/A
powers terminate terminate bonuses + bonuses + Termination Termination (Pr) termination of
license license termination termination license

22
Options Paper for Water Sector Regulation in the Philippines;August 2013; World Bank WSP; Victoria Delmon, Senior Counsel;Alexey Morozov, Consultant
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2.C.3 Regulatory Design: Lessons learnt from International Experience

There are significant differences between the regulatory models highlighted in the international

examples but there are a number of commonalities:

a)

b)

d)

whilst traditionally economic regulation has been introduced in respect of private WSCs, there
are more and more examples of effective economic regulation of public WSCs

typically regulators regulate both water and sanitation service provision, although in practice
regulation of sanitation provision has proved more effective where there are extensive
centralized sewerage systems

whilst the two principal models of regulation (other than self-regulation) used around the world
have been regulation by a separate agency or regulation by contract, there is a growing number
of hybrid models of regulation with a regulatory body operating alongside asset holders, or
complementing regulation by contract

a written license or contract between the WSC and the licensor (regulator)/ asset owner setting
out clearly performance obligations and targets and establishing tariffs (for both public and
private WSCs) enables oversight and benchmarking of performance (an important issue already
raised in separately Section 1 of this Review in relation to improved utility effectiveness)

a separate centralized regulatory function can be useful to promote standardization of terms
and oversee tariff setting, even where there is in place regulation by contract,

effective regulation requires a clear mandate and effective enforcement powers - the majority
but not all of the regulators in the case studies were commissions or authorities established by
statute with powers to enforce their functions and impose fines,

regulatory mechanisms need to have flexibility build into them to allow them to adapt to meet
the challenges and changing demands of the sector,

effective economic regulation has not been achieved instantly and it has taken time to build
capacity within both the regulating entities and the regulated utilities

significant staff and resources are needed both at a central as well as local level to make
regulation effective. In countries where there are national regulators and a large number of
WSCs, the regulators have regional offices to serve WSCs at the local level. In some federal
countries regulatory bodies have been established at a state level. Regulation by contract
provides a more local link between the WSC and the regulator.
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2.C.4 Regulation of the Electricity Sector in Vietnam

A good example of a relatively successful regulator in Vietnam is the Electricity Regulatory Authority
of Vietnam (ERAV). It has a clear mandate on its authority, functions and responsibilities®. It is has a
key role in an established sector reform agenda. Its activities and methodology approach have been
well established and over time resources, organization and capacity have been established to carry
out its regulatory functions.

There is a general perception that ERAV is evolving into a well-functioning and experienced regulator
for the electricity sector, but it is recognized that even after 6 years of operation it still has much
work to do.

Whilst any regulator for the water sector will have to deal with sector specific issues, ERAV provides
some important lessons for establishing a successful utility regulator in Vietnam:

Clear legal Mandate:
ERAV is established within the Vietnamese legal framework, under the Ministry of Industry and
Trade through Prime Ministerial Decision #153/2008 /QD-TTg da.

Defined Position and Function:

ERAV is an agency under the Ministry of Industry and Trade: implements advisory functions to help
the Minister in governmental management of electricity activities; organizes to carry out the
regulatory responsibilities in the power industry to ensure supplying electricity safely, stably, to
quality, using electricity economically/effectively and to ensure fairness, transparency, and
complying with the law.

ERAV has a legal status with separate official seal and bank account. It has an operating budget
supported by the national budget and from fees collected from the utilities. It has a head office
located in Hanoi.

Defined Responsibilities & Authorities
Whilst these include items specific to the electricity industry, many of them are also relevant to the
water sector. These include:

e Responsibility for approval or issuance of:
o Regulation of setting the methodology, processes and procedures for promulgation
of retail tariffs
o Retail tariff setting
o Regulation of compliance with the law within the sector
e Advice and support to the Minister for promulgation of regulation and projects:
o Granting, altering, amending and withdrawing Licenses
o Regulation of least cost planning
o Regulation of sector effectiveness ( eg consumption, power purchase agreements,
codes, standards)

2 “General Introduction’ Paper ERAV 2014 “The functions responsibilities, authorities and organization of the
Electricity Regulatory Authority under the Ministry of Industry and Trade are stipulated in the Decision
#153/2008/QD-TTg dated 28 November 2008”
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o Regulations for methodology and approval of prices and fees
o Regulation on inspection of sector activities, and dispute resolution for specific
contracts
e Assist the Minister on inspections, monitoring, assessment and implementation of laws,
policies, plans, projects programs and regulations related to Regulation
e Issuance of documents, guidelines and procedures
e Responsibility for implementing regulatory activities in the electricity market:
Appraisal of development plans of the provinces and cities under Central Authority
Publication of annual investment plans, monitoring the implementation of the plans
Licensing activities
Setting fees
Approval of supply contracts
o Various additional sectors specific activities

O O O O

Annual reporting on sector regulatory activities
e Defining the source and use of funding established for sector regulation.

Management of staff, finances and resources to carry out its regulatory responsibilities

Established Organization

ERAV has an official Board of Management with a Director and two Deputy General Directors. It has
a well-staffed organization, with appropriate qualifications and skills. These are organized in
functional departments:

e Administration

e Legal

e Customer Relation & Licensing

e Market Development Department

o T

e Tariffs and Rates Department

e Planning & Technical Regulation
The Head Office is in Hanoi. Regional offices are envisaged for the central and southern regions to
reflect the regional structure of the power distribution utilities.

Lessons learned from ERAV

Whatever the approach for regulation in the Vietnam water sector, the lessons learnt in establishing
and implementing ERAV should be taken into account. It is a relatively effective regulator under
Vietnamese conditions. Although the sectors are different, the key issues for establishing,
implementing and operating a regulatory environment are the same.

2.C.5 Recommendations for Economic Regulation of the Urban Water

Utility Sector
This section sets out the recommendations for the regulatory approach for the water sector, taking
into account the findings from the previous sections.

Page 40



The current situation for water services in Vietnam is described in detail in Section 1 of this report.
This highlighted some of the challenges that are affecting the progress of reform in the water sector.
One of the main challenges is the lack of formal economic regulation.

The decentralized nature of the sector, with 79 WSC’s, a mixture of public, equitized and private
companies, and a small number of PPP contracts will bring particular issues of management and
control.

In Section 1, reviewing progress of the equitization process and associated sector reform, it was
noted that there is a lack of formal control and integrated management across the water sector
business(pulling together and integrating levels of service, asset management and needs, O&M
planning, investment needs and business plans). Whilst guidelines for implementation of a method
of implementing this approach (e.g. through the proposed contract between PPCs and individual
WSCs) are already established, the detailed methodology, resources and program for
implementation are not yet in place.

A pre-requisite for the successful development of a Water Regulatory Agency is that it would have to
be undertaken in parallel with the formalization of the contractual agreements between PPCs and
individual utilities- a key part of the sector reform process. In particular this would require the
establishment of levels of service targets combined with formal asset management and planning,
investment planning, tariff setting and business planning procedures, without which effective
economic regulation would not be feasible.

Resolution of these key issues is necessary for effective economic regulation. Any regulatory
approach must be linked to their development and implementation.

Section 2.C.3 summarized international experience of water sector regulation that the government
could draw on, focusing on 3 main models: a separate regulatory agency with a licensing regime,
regulation by contract, and a hybrid mechanism combining regulation by contract with a separate
regulator. Section 2.c.4 reviewed the regulatory model in the electricity sector in Vietnam (with
regulator ERAV).

Proposed approach for establishing an Economic Regulator:

Drawing from the international case studies we recommend that the most appropriate regulatory
model for the water sector in Vietham would be the model of regulation by contract with a
separate regulatory agency. This model would need to be adapted to the decentralized nature of
the Vietnam water sector. This model is similar in principle to the ERAV model for the electricity
sector although with adaption to the specific needs of the water sector.

The main functions of the proposed Water Regulatory Authority for Vietnam (suggested here as
WRAV) are shown in the following diagram below, which also references the main roles of the other
existing regulators and stakeholders in the water sector:
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Diagram: Proposed Functions for the Water Regulatory Authority of Viethnam (WRAV)
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The WRAV would be an autonomous body, but under the guidance of the Ministry of Construction,
the line ministry for the sector. With a head office in Hanoi we recommend the establishment and
resourcing of a number of regional offices to deal with the large number of individual utilities in the
provinces. It will be important that the WRAV coordinates with the Ministries and Government
Departments involved in setting and administering policy on the water and sanitation sector as well
as with the other sector regulators.
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Diagram: Water Regulation - Institutional Arrangements
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At the core of this regulatory model is the establishment of the contractual agreements between
PPCs and utilities. The diagram above outlines the proposed institutional arrangements that would
link these contractual arrangements at the provincial level to the WRAV, with a small Local
Regulatory Office being established for each province to work directly with the PPC and utility. This
Office would have the role of facilitating PPC/utility dialogue on contract compliance, establishing
and monitoring a robust annual business planning process, and reporting on service quality,
performance indicators and tariff related issues on behalf of the PPC and the utility. This would be
an autonomous office, with close liaison with the WRAV head office. This local regulatory office
would offer support in facilitating the initial establishment of the necessary contractual and
reporting systems, as well as ensuring the effectiveness and validity of long term reporting and
monitoring for regulatory purposes.

Page 43



Whilst it will be important that the Local Regulatory Office retain its autonomy for regulation of the
utility contract, the Office can also offer advice and resources to the PPC and the utility to facilitate
the achievement of the regulated goals of the utility.

The key steps to implement this regulatory model include the establishment of WRAV, regional
regulatory offices and the local regulatory offices:

1. Create a central independent regulatory Authority for water supply and sanitation
based in Hanoi with a limited number of regional sub-offices

The benefits of creating a separate independent and autonomous regulatory Authority are that

it will be established by statute (and so can be given a clear mandate and powers to regulate

private and public WSCs), can take independent decisions, can draw expertise from the private

sector (if deemed appropriate), and can source its operating budget through the central budget

and/or through a fee added to the tariff (as for ERAV).

There is also direct experience in the energy sector of economic regulation performed by an
independent Authority established by statute, and the water sector regulator can be designed
drawing on the experience of and lessons learnt from regulation in that sector.

2. The Authority should be established by statute

The international case studies highlight the potential sources of regulatory power (eg through
legislation, a license, a contract, or a combination of these). In the case of legislation there is
also a question as to whether this needs to be primary legislation or secondary legislation. In
most cases the separate regulator was established through primary legislation. Where there is
an existing overlap of institutional mandates and the need to clarify functions and powers (as is
the case of the Philippines), it may be difficult for a regulatory entity to assert its authority
unless it is established under primary legislation. This is particularly important regarding WRAV’s
mandate with respect to the PPCs.

It is important for the regulator to have well-resourced regional sub-offices since the water
sector is highly decentralized, with many of the utilities and PPCs lacking the resources or
capacity to develop and implement tariff methodologies and so needing support and assistance
from WRVA. Ensuring a regional presence will enable WRAV to provide support at a local level
and also to achieve more effective oversight. It will also enable a forum for consumer bodies to
be formed at a regional level and to publicize service standards and explanations for tariff levels.
The regional offices will also be able to assess more easily the immediate needs of the smaller
WSCs and facilitate better coordination with PPCs on investment planning and review of
subsidies.

It is recommended to keep WRAV as a standalone agency, working in parallel with other
regulatory bodies (Health, Water Resources and Environment).

3. Composition of Authority
WRAV would be autonomous, under the purview of the Ministry of Construction. It could
comprise, for example, of 5 commissioners appointed for long terms (eg 7 years) — each with
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prescribed levels of experience in particular relevant activities (eg water sector operations,

economics/finance, legal,). Appointments should be staggered (perhaps 2 or 1 changing every 2

years) to preserve continuity and avoid capacity vacuums Experience and expertise on

establishing and implementing a regulatory authority might also be drawn on — especially that

for ERAV, but also international experience.

4. Domain of the Authority
The Authority’s domain would include all WSCs (including public, equitized and private),

including those currently under concession or lease arrangements. Legislation may need to be

enacted or current legislation amended.

5. Functions and Powers of the Authority
The Authority would be the economic regulator of the water sector. Functions would include:

a.

Confirming tariff setting mechanisms and tariff decisions and conducting price reviews. To
preserve local provincial autonomy it might be appropriate to prescribe a national tariff
setting methodology for the PPCs to apply, and then monitor PPC adherence to the tariff
setting and adjustment methodology. It is important that PPCs have a performance based
contract with their WSC’s that sets out clear service standards and provides at least a
methodology for tariff setting that will be followed. Similar to the approach taken in Kenya,
the Authority could develop standardized contracts. Price reviews would be mandatory on
a periodic basis (such as every 5 years) and the Authority would have the responsibility to
ensure that the tariff setting methodology was being followed in these reviews.

Developing harmonized service and performance standards, targets and reporting
requirements commensurate with the size and capacity of different WSCs. This would be in
consultation with other agencies.

Dealing with private sector participation in water services - the Authority would adapt
procedures for regulation of existing and new PPP contracts

Monitoring performance (operational and financial) of WSC’s and assist PPCs to monitor
contract compliance.

Obliging WSCs to develop business plans and asset management plans and gather financial
and performance data.

Sharing data with other agencies and working with the existing MOC database system to
benchmark WSC performance. The Authority will need to have clear enforcement powers
(again, it could look at the powers of regulators in other sectors). The government may wish
to put limits on these powers or impose general obligations of fairness and proportionality
on the regulator, and determine how often tariff setting and reviews should take place. It
should be noted, however, that such checks and balances tend to work better in an
environment where the rule of law and judicial institutions are strong.

Ensuring that poor households have equal access to utility services. The Authority could
write a low income household policy that utilities should implement and could work with
PPCs and utilities to ensure that sufficient funds are made available for equitable access.
The Authority could also consider establishing social fund for this purpose. The policy could
also cover the establishment of tariff and disconnection regulations to specifically protect
the interests of poor households.
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6. Data collection and benchmarking

The Authority should share data with other agencies and benchmark WSC performance within
the sector. The Authority would be well placed, provided that it is well resourced at the regional
level, to collect data and to assist smaller WSCs in preparing data and developing investment
plans. It would then feed this information into other government agencies, and develop
performance reports that it could disseminate to consumers as well as WSCs.

7. GoV could consider incentivising local governments and PPCs to cluster
operations (regionalise)

to achieve economies of scale and improve performance (perhaps with loans or grants for

investments from a fund administered by the Ministry of construction). Allocation of incentives
would need to be coordinated with the Authority and MPI/MOF.

3.

8. Water resource management

Permitting functions should remain with the Department of Water Resource Management, but
should be undertaken with formal coordination with the Authority to ensure consistency with
PPC-utility contract conditions and utility business plans.

Drinking water standards and environmental regulation
should remain the responsibility of MOH and MONRE, but in consultation and coordination with

the Authority.

Policy

for the water sector would remain with MOC

6.

Water sector investments

would continue to be coordinated by MOC, MPI and MOF, with inputs from the Authority
relating to the contents of regulated utility business plans (investment plans, asset management
plans etc).

Funding

The establishment and operation of the Authority should be funded from the State budget until it is

fully functional, with significant resources devoted to staffing and establishment of the regional

offices as well as central functions. Subsequent funding could be supplemented by a charge included

in water tariffs, allowing government funding to gradually fall away. This would also enhance the

political independence of the Authority.

One of the challenges facing regulators is often lack of resources and staff. Effective regulation
requires significant resources, particularly in such a decentralized sector. An initial activity, as
indicated in the roadmap below, is to set aside a budget appropriation for establishing and
equipping the Authority. If MOC is to provide incentives to service providers through loans,
grants and subsidies, thought will also need to be given to how these are to be funded.
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10.

11.

Consumer consultation committees

should be set up in the different sub-regions and be mandated by statute. There is often very
low consumer awareness of the levels of service that the utility should provide — and that they
should expect. In this respect the utilities could follow the UK model and issue a Customer Code
of Practice which sets out all the utility's obligations to its (domestic) customers under the terms of
its contract with the PPC. International case studies have shown the benefits of formally
establishing consumer representative groups, with increasing recognition of these groups in
statute. The Authority should be mandated to consult these groups on issues such as complaints,
service performance and tariffs.

Communication

The Authority should have a strong mandate to communicate water policy to stakeholders and
provide support and information to all PPCs and WSCs. This will also link in with benchmarking
and consultation with consumer groups.

An appeals procedure

should be established in the law for appealing decisions of the Authority. The Regulator needs to
be held accountable for its decisions. Stakeholders such as investors and customers will also be
anxious to know how the Regulator can be brought to account for its actions and whether there
is to be a mechanism for appeal against regulatory decisions and the remedies available if the
regulator is found to have been unreasonable. In case studies there are examples of specific
mechanisms created to provide this accountability (such as the Competition Commission in
England and Wales) and also examples of the courts playing this role.

Wastewater and Sanitation should also fall under the mandate of the Authority

but with recognition that whilst centralized sewerage provision is present in the larger cities, it is
more limited in other areas and so the role of the Authority may need to evolve over time. The
Authority could be responsible for setting/ establishing a tariff setting methodology for
wastewater and sanitation and assisting WSCs to budget for centralized sewerage systems in
more densely populated areas. It could also coordinate with other agencies to develop
performance standards for septic tank construction and maintenance, and septage haulage,
disposal and treatment, could develop and oversee a licensing system for faecal sludge/septage
management. The possibility of requiring the water tariff to include a levy for investment in
sanitation services could also be considered.

Consultation & Creation of Local Regulatory Offices.

These Offices, created after consultation with local stakeholders, would have the role of
facilitating dialogue and action between PPC and Utility to meet regulatory requirements, and
facilitate the production of deliverables required by regulatory processes and procedures such
as Business and Investment Plans, monitoring of KPIs. The Office would have a role in supporting
the tariff setting process.

In order to implement such changes there would need to be supporting policy and planning

decisions and significant financing put in place. Any new regulations would need to be developed in
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close coordination with the ministries, agencies and departments responsible for public health and
environmental regulation.**

It will be important to engage the different stakeholders in consultation on the regulatory approach
or model to be adopted in order to ensure that there is appropriate buy in and that the approach
will be effectively implemented. The government should also bear in mind the importance of
building flexibility into the regulatory model to allow the system to adapt with the changing
challenges and issues facing the sector in the coming years, and also in recognition that from
international experience it is difficult to design a perfect mechanism and that in practice the
mechanisms will need to be adjusted to fit the environment. Finally, the government should also
not underestimate the time that it takes to introduce and build capacity in a regulatory body, even
where existing resources and expertise are available in the market.

Below is a draft roadmap suggested steps to be taken by the government to implement the
recommended regulatory model.

Roadmap

Design and Establishment of the regulatory framework
1. Study and development of:
a. detailed regulatory framework,
b. key statutory provisions/requirements
c. outline design for Regulatory Authority and associated resourcing needs

Design and establishment of Regulatory Authority

1. Consultation with stakeholders to gain consensus on outline design

2. Develop cost estimates for establishing the Authority and building capacity (at central and local
levels)

Draft statute to create the Authority and establish its mandate and powers,

Enact the legislation

Secure initial funding from the national budget

Appoint commissioners

Appoint heads of departments (including those for the regional and local offices)

Appoint other staff and acquire other resources

W oo NOU e W

Develop a website for the Authority
10. Identify or establish customer representation organizations
11. Develop regulations and operating guidelines

Initial Regulatory Activities

1. Consultations on performance standards and targets for different service levels (with
stakeholders including PPCs, utilities and consumer groups)

2. Communication campaign to explain and engage on reforms and obligations of different
stakeholders

*For further discussion, see Explanatory Notes on Key Topics in the Regulation of Water and Sanitation Service, Groom,
Halpern and Ehrhart, World Bank 2006
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3. Introduce performance contracts and work with PPCs (and utilities) to introduce a tariff setting
methodology based on cost recovery

4. Assist utilities and PPCs to understand and implement performance based contracts, collect data
and meet reporting requirements

5. Collate data and start disseminating it to other agencies and the public

6. Coordinate with MOF and MOC on tariff setting, and MOC/MOF/MPI on tariffs, subsidies and
development of a funding plan or framework for the water sector.

Section 3 Conclusions

In Section 1 we provided a review of the progress of the reform process in the water sector, together
with recommendations for improving this process, and the performance of the sector in general.
This review covered the not only the equitization process, but also improving levels of service, and
the introduction of the integrated disciplines of asset management planning, business planning,
investment planning, and financial planning. It also recommended that all this be underpinned by
the establishment of contractual relationships between PPCs and WSC's. Institutional and capacity
building support will be needed in this reform process, which will need dedicated funding — along
with capital investment funding for asset maintenance, renewal and expansion if levels of service are
to be improved.

In Section 2 we reviewed the need for regulation of the urban utility water utilities. Whilst there is a
national and regional framework in place for the regulation of health, water resources and
environmental aspects of the sector, there is no established economic regulatory framework or
system to ensure sustainable and effective provision of water services.

From our review of International and regional experience, plus the example of ERAV in Vietnam, we
concluded that an adaptation of a centralized Economic Regulatory Authority model supported by
sub-regional offices would be the recommended option for the Vietnam urban water sector.
However, development and implementation of the Regulator will require strong coordination with
the ongoing water sector reform program, including, critically the formalization of contractual
arrangements between PPCs and individual WSCs.

The steps for establishing the Economic Regulator have been outlined, together with a suggested
road map for implementation.

This review and recommended reform options are aimed at helping the Government of Vietnam in
developing a technically and financially sustainable water utility sector providing good levels of
service to customers and an efficient tariff level. We hold ourselves ready to discuss any aspect of
this review and its recommendations, and to provide further advice and assistance as may be
needed.
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ANNEXA: List of water utilities (MOC database)

. . L. Type of Population
No | Utility Name Province Main city )
ownership | ('000s)
1 | Coéngty TNHH cdp nuwéc Binh An Binh Duwong Thanh phé H6 Chi Private I
nu
Minh
2 | Céngty C6 Phan BOO Nuwédc Thu Dirc H® Chi Minh Thanh phé H6 Chi |
nu
Minh Private
3 Céng ty TNHH mot thanh vién Cap thoat Tay Ninh Thi xa Tay Ninh State- 380 368
nudc Tay Ninh owned ’
4 | Céngty C6 phan Cap thodt nuwdc - Céng H4u Giang Thanh phé Vi 262 125
trinh @6 thi Hau Giang Thanh Equitized ’
5 | Congty c6 phan dién nudc An Gian An Gian Thanh phé Lon
glycop : g g " p g B 1,473,674
Xuyén Equitized
6 | Congty TNHH mét thanh vién Cap nuéc S6c Trang Thanh phd Séc State- 346,372
Séc Tring Trang owned ’
7 | Céngty TNHH mét thanh vién kinh doanh | Nam Pinh Thanh phé Nam State- 434,692
nuwdc sach Nam Dinh Pinh owned ’
8 | Congty TNHH mét thanh vién Nudc sach | Ha Noi Thanh phd Ha Noi State- 74,266
Ha Bong owned ’
9 Cong ty TNHH mét thanh vién nuwédc sach Ha Noi Thanh phd Ha Noi State-
© A 3,470,000
Ha NOi owned
10 | Céngty C6 phan cap nwdc Son Tay Ha Nbi Thi xa Son Tay Equitized 120,000
11 | Céngty cd phan d4au tw xay dung va kinh | Ha Noi Thanh phd Ha Noi £00.000
doanh nuéc sach (VIWACO) Private ’
12 | Céngty C6 phan nuwdc sach Hoa Binh Hoa Binh Thanh phd Hoa
. L 700,672
Binh Equitized
13 | Congty TNHH m6ét thanh vién kinh doanh | Lao Cai Thanh phé L3o cai State- 166,166
nudc sach tinh Lao Cai owned ’
14 | Céngty cb phan cap nudc Son La Son La Thanh phd Son La Equitized 152,600
15 | Congty TNHH X3y dung va cap nudc Lai Lai Chau Thi Xa Lai Chau State- 50456
Chau owned ’
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16

Céng ty TNHH mot thanh vién Cap thoat

Tuyén Quang

Thanh phd Tuyén

State-

. A 171,384
nuwdc Tuyén Quang Quang owned
17 | Céngty TNHH x4y dung cap thoét nudc Yén Bai Thi xa Nghia 16 State- 28 062
Nghta Lo owned ’
18 | Céngty TNHH 1 thanh vién cap nwéc Yén | Yén Bai Thanh phd Yén Bai | State- 97 000
Bai owned ’
19 | Congty TNHH mot thanh vién kinh doanh | Ninh Binh Thanh phé Ninh State- 936,262
nudc sach Ninh Binh Binh owned ’
20 | Céngty TNHH mot thanh vién Cap nudc Hai Phong Thanh phd Hai State- 1149 382
Hai Phong Phong owned B
21 | Céngty C6 phan xay dwng téng hop Tién | Hai Phong Thi tran Tién Lang 13 822
Lang Private ’
22 | Céngty TNHH mét thanh vién kinh doanh | Quang Ninh Thanh phd Ha Long | State- 635750
nuwéc sach Quang Ninh owned ’
23 | Congty TNHH mét thanh vién cip nudc Thanh Héa Thanh ph6 Thanh State- 1 140,400
Thanh Héa Héa owned T
24 | Congty TNHH mét thanh vién cip nudc Vinh Thanh phd Vinh State- 421.800
Nghé An owned ’
25 | Céngty TNHH mét thanh vién Cap nudc D3k Lak Thanh phd Buén State- 377 549
va Dau tv xdy dung D3k Lik Ma Thuét owned ’
26 | Nha mdy nudc Dak Mil D3k Nong Thi Tran Bak Mil State-
54,000
owned
27 | Cdngty TNHH mot thanh vién C4p thodt | Quang Binh Thanh phé Péng State- 152 347
nudc Quang Binh H&i owned ’
28 | Congty TNHH Nha nudc mét thanh vién Thira Thién Thanh phd Hué State- 1123704
Xay dung va Cap nuwéc Thira Thién Hué Hué owned e
29 | Céngty TNHH mét thanh vién cap thoat Binh Dinh Thanh phé Quy State- 538 130
nwdc Binh Dinh Nhon owned ’
30 | Céngty TNHH mét thanh vién Cap thoat Phu Yén Thanh phd Tuy Hoa | State- 206,577
nwéc Pha Yén owned ’
31 | Coéngty C6 phan dd thi Cam Ranh Khanh Hoa Thanh phé Cam 121354
Ranh Equitized ’
32 | Céngty TNHH mot thanh vién cip thoat Khanh Hoa Thanh ph6 Nha State- 455 263
nudc Khanh Hoa Trang owned ’
33 | Céng ty C6 phan Cap thoat nwdc Binh Binh Thuan Thanh phd Phan 585 673
Thuan Thiét Equitized ’
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34

Céng ty ¢ phan cap thoat nwdc va xay

Lam Déng

Thanh phé Bao Léc

A L 94,687
duwng Bao Loc Equitized

35 | Congty C6 phan Cap nwéc va xay dung Di | LAm Dong Thj trdn Di Linh 25 620
Linh Equitized ’

36 | Xinghiép cdp nudc Dong My Hai Ninh Thuén Thanh phé Phan State- 36 584
Rang - Thap Cham | owned ’

37 | Céngty C8 phan cip nwéc Ninh Thuan Ninh Thuén Thanh phé Phan 330,861
Rang - Thap Cham | Equitized ’

38 | Coéngty CS phan cip nudc Pha Tho Phu Tho Thanh ph6é Viét Tri | Equitized 667,000

39 | Coéng ty c6 phan cip thoat nudc s6 1 Vinh | Vinh Phic Thanh phd Vinh 132 164
Phuc Yén Equitized ’

40 | COngty c6 phan nudc sach Vinh Phic Vinh Phuc Thi x3 Phuc Yén Equitized 112,182

41 | Céngty TNHH mdt thanh vién Cap thoat | Bac Giang Thanh phé Béc State- 161720
nudc Bic Giang Giang owned ’

42 | Céngty TNHH mét thanh vién cip thoat Bac Ninh Thanh phé Béc State- 21 805
nudc Bac Ninh Ninh owned ’

43 | Céngty c6 phan nwdc sach Thai Nguyén Thai Nguyén Thanh phd Thai 268.765
Nguyén Equitized ’

44 | Cdngty TNHH mét thanh vién kinh doanh | Hai Duong Thanh phd Hai State- €91 471
nuwdc sach Hai Duong Duong owned ’

45 | Congty TNHH 1 thanh vién kinh doanh Hung Yén Thanh phé Hung State- 107751
nudc sach Hung Yén Yén owned !

46 | Céngty c6 phan Cap thoat nwéc Quang Quang Nam Thanh phd Tam Ky 302 956
Nam Equitized ’

47 | Céngty TNHH mot thanh vién Cap nwéc | Ba Nang Thanh phé Da Nang | State- 819 332
Da Nang owned ’

48 | Congty TNHH mot thanh vién Kinh doanh | Thai Binh Thanh phd Thai State- 04,076
nuwdc sach tinh Thai Binh Binh owned ’

49 | Congty TNHH mét thanh vién cip nudc Ha Tinh Thanh phé Ha Tinh | State- 186.604
va xay dyng Ha Tinh owned ’

50 | Cong Ty TNHH mét thanh vién Cap Thodt | LAm DPong Thanh Phé D3 Lat State- 591 000
Nudc Lam Dong owned ’

51 | Coéngty TNHH Nha nwéc mdt thanh vien | Bac Kan Thi x3 Bac Kan State- 43 888
Cap thoat nudc Bac Kan owned ’

52 | Cong ty c6 phan dd thj Ninh Hoa Khanh Hoa Thanh phd Nha Equitized 34,743
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Trang

53

Cong ty cd phan cong trinh dd thj Van

Khanh Hoa

Thi tran Van Gia

. . 56,200

Ninh Equitized

54 | Céngty TNHH 1 thanh vién cip nudc Cao | Cao Bang Thi x3 Cao Béng State- 29,000
Bang owned ’

55 | Congty TNHH mét thanh vién C4p thoat Ha Giang Thanh phé Ha State- 41975
nuéc Ha Giang Giang owned ’

56 | Cty CP cap nwdc va PTDT Dak Nong bak Nong Thi xa Gia nghta Equitized 39,400

57 | Céngty C6 phan DAu tuw phat trién An Bac Ninh Thi xa T Son 15 985
Viét Private ’

58 | Céng ty c6 phan cip nwdc Vat Cach Hai Hai Phong Thanh phd Hai 60,226
Phong Phong Equitized ’

59 | Céngty cd phan cip nuwéc Ba Ria - Viing Ba Ria-Viing | Thanh phd Viing

R N . C aor 708,930

Tau Tau Tau, thj x3 Ba Ria Equitized

60 | Céngty TNHH 1 Thanh vién cap thoat Bén Tre Thanh phé Bén Tre | State- 520,000
nudc Bén Tre owned ’

61 | Cong Ty c6 phan nudc sach Ha Nam Ha Nam Thanh phd Phu Ly Equitized 70,000

62 | Cong Ty Trach Nhiém Hitu Han Mot Bac Liéu Thanh Phé Bac Liéu | State- 151436
thanh vién Cap Nuwéc Bac Lidu owned ’

63 | Congty cd phan cAp thoat nudc va xay Quang Ngai Thanh phé Quang 183.000
dwng Quang Ng3i Ng3i Equitized ’

64 | Congty TNHH MTV Cap nudc va Xay Quang tri Thanh phé Déng Ha | State- 271 598
dung Quang trj owned ’

65 | Céngty TNHH MTV Cap Thoat Nudc Tinh | Binh Phudc Thi xa Déng Xoai State- 205 766
Binh Phuérc owned ’

66 | Congty TNHH MTV C4p thoat nwoc- Méi | Binh Duong Thixa Thd Ddu Mét | State- 579 585
trudng Binh Duong owned ’

67 | Congty C6 phan C4p nudc Phi MY tinh Ba Ria-Viing | Thjtrdn Phu My 58 000
Ba Ria - Viing Tau Tau Equitized ’

68 | T6éng Cong ty cip nudc Sai Gon H®6 Chi Minh Thanh ph6 H6 Chi State-

. 6,670,046
Minh owned

69 | Céngty TNHH mét thanh vién Cap nudc Gia Lai Thanh phé Pleiku State- 272 445
Gia Lai owned ’

70 | Cty TNHH mdt thanh vién C&p nudc Bdng | Tinh Ddng Nai | Thanh phd Bién State- 897 591
Nai Hoa owned ’
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71

Coéng ty TNHH mét thanh vién cap nudc

Vinh Long

Thanh phé Vinh

State-

222,390

Vinh Long Long owned

72 | Congty Trach Nhiém Hitu Han Mot Tién Giang Thanh phé My Tho | State- 559 891
Thanh Vién Cap Nuéc Tién Giang owned ’

73 | Céngty TNHH Mot thanh vién Cap thodt | Kién Giang Thanh phd Rach Gid | State- 1395 565
nudc Kién Giang owned T

74 | Congty TNHH mét thanh vién cip thoat Ca Mau Thanh phé Ca Mau | State- 261 789
nwéc va cong trinh d6 thi Ca Mau owned ’

75 | Congty TNHH Mt Thanh vién Cap nuwéc | Kon Tum Thanh phé Kon State- 142 632
Kon Tum Tum owned ’

76 | Congty Trach Nhiém H{ru Han Mot Dong Théap Thanh phé Cao
Thanh Vién Cap Nuwdc va Méi Trudng Do Linh State- 1,667,706
Thi Déng Thap owned

77 | Congty TNHH Mét thanh vién Cap nudc Long An Thanh phé Tan An State- 373,049
Long An owned ’

78 | Céngty TNHH mét thanh vién Cap Thoat | Can Tho Thanh phd Can Tho | State- 283 104
Nudc Can Tho owned ’

79 | Céngty TNHH mét thanh vién Cap thodt | Tra Vinh Thanh ph6 Tra Vinh | State- 170,405
nudc Tra Vinh owned ’
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ANNEX B: List of Stakeholders and Persons met

Stakeholder

Person Met

Ministries or government agencies

Construction

Authority of Technical Infrastructure/MABUTIP

Dr. Nguyen Tuong Van, Deputy Director
General

Mr. Nguyen Minh Duc, Head of water supply
management division

Department of Enterprise Reform and
Development

Mr. Dang Van Long, Director General

Healt

Environment Management Agency (VIHEMA)

Dr. Nguyen Huy Nga, Director General

Dr. Do Manh Cuong, Specialist (Division of
Environmental and Community Health)

Office of the Government

Department of Economic Management

Ms. Pham Thanh Binh, Officer

Natural resource & Environment

Department of Water Resources

Ms. Hue, Head of Ground Water Division

Mr. Hung, Deputy Head of Ground Water
Division

Plann

ing and Investment

Department of Infrastructure and Urban
Development

Mr. Tran Tuong Lan, Director General

Mr. Vu Thua An, Senior Officer

Indus

try and Trade

Electricity Regulatory Authority of Vietnam (ERAV)

Mr. Le Hieu, Deputy Head of Power Market
Division

Mr. Pham Quang Anh, Officer of Power
Market Division

Dono

rs

World Bank Vietham

Mr. Parameswaran lyer
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Water Utilities

Ba Ria — Vung Tau Water Supply Joint-stock
Company (BWACO)

Mr. Dinh Chi Duc, Chairman and CEO

Ms. Duc, Manager of Customer Service
Division

Ms. Linh, Deputy Manager of Administrative
Office

People’s Committee of Can Tho City

Can Tho Water Supply and Sewerage Company

Mr. Tinh, Assistant to PPC Vice Chairman,
Office of SOE Reform

Mr. Nguyen Tung Nguyen, General Director

SAWACO

Mr. Bach Vong Hai, Deputy Director General
Mr. Vuong Quang Sang, Director of NRW PMU

Mr. Le Huu Quang, Head of Business and
Customer Service Department

Mr. Duong Hong Phuong, Deputy Head of
Cooperation-Development Department

Mr. Dang Tran Ve Giang, Deputy Head of
Personnel Department

Ms. Le Anh Dao, Deputy Head of
Administrative Office

Mr. Nguyen Huong Lan, Head of Planning and
Investment Department
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ANNEX C: Supplementary Data on Selected Water Utilities in Vietham

e UTILITY: Can Tho Water Supply and Sewerage Company (Can Tho Wassco)
e UTILITY : Sai Gon Water Corporation (SAWACO)
e UTILITY : Ba Ria — Vung Tau Water Supply Joint-stock Company (BWACO)
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UTILITY : Can Tho Water Supply and Sewerage Company (Can Tho Wassco)

Can Tho PPC
(Sole owner of Can Tho
Wassco)

Can Tho Water Supply and
Sewerage Sole-member Liability
Limited Company (CanThoWassco)
Parent/Holding company

No.2 Water Supply Sole- - Subsidiaries Affiliated companies
. Dependent entities . . . )
Member Limited Company (no bank account, no (joint-stock companies more (joint-stock companies less
(100% owned by Can Tho stamp) ' than 50% owned by Can than 50% owned by Can
WassCo) Tho Wassco) Tho Wassco)
1 L L
Long Hoa Joint-stock] Tra Noc Joint-stock Water Cai Rang Joint-stock
Water Supply Hung Phu WTP || | Supply and Sewerage W 9 v and
] Company (10.000 m3/day) Company — ater Supply an
(62%) Sewerage Company
Sewerage
Distrﬁ;ﬂgoLhE?/anch Enterprise O Mon Joint-stock Water
Supply and Sewerage
_— Company —
Distribution Branch (78%)
Can Tho No 2 No. 1 —
i WTP
(42,500 m3/day) Thot Not Joint-stock
[ o 110 NO I | Water Supply and
WTP - Sewerage Company  [—
Long Hoa WTP (55.000m3/day) (75%)
(2.000 m3/day)
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UTILITY : Sai Gon Water Corporation (SAWACO)

Ho Chi Minh City PC
(sole owner of Sawaco)

Sai Gon Water Supply Corporation

Sole-member Liability Limited Company

SAWACO

Parent company

DI

Thu Duc Water Plant

Tan Hiep Water Plant

Trung An Water Supply
Enterprise

Tan Hoa Water Supply
Branch

Water Transmission
Enterprise

Dependent units

0 T

Saigon Ground Water
Company

Traffic & Public Works
Construction Company

Traffic & Public Works
Consultant Company

100%-owned

SAWACO as a holding company
SAWACO has gone through a number of organizational transitions over the last 10 years.

Currently SAWACO has some branches, subsidiaries and affiliates as follows:

a. Dependent accounting units (no independent bank account, no legal entity)

Thu Duc Water Plant

Tan Hiep Water Plant

Trung An Water Supply Enterprise
Tan Hoa Water Supply Branch
Transmission Enterprise

b. Company 100% owned by SAWACO (Sole-member Liability Limited Company)

Saigon Ground Water Company
Traffic & Public Works Construction Company
Traffic & Public Works Consultant Company
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Ben Thanh Cho Lon
Water Supply JSC Water Supply JSC

Gia Dinh Nha Be Gia Dinh

Water Supply JSC Water Supply JSC
Phu Hoa Tan Thu Duc

Water Supply JSC Water Supply JSC

Water Design &
Consultancy JSC

Water Mechanical
Construction JSC

Kenh Dong Water Supply JSC

Joint-stock companies




c. Joint-stock companies showing SAWACOSs shareholding

SAWACO
interest
Distribution companies
Ben Thanh 53.15%
Cho Lon 51.01%
Gia Dinh 51.21%
Nha Be 53.44%
Phu Hoa Tan 70.39%
Thu Duc 51.00%
Other
Water Design & Consultancy Joint-stock company 51.00%
Water Mechanical Construction Joint-stock company 25.50%
(affiliate)
Kenh Dong Water Supply Joint Stock Company 22.00%
(affiliate)
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UTILITY : BWACO

Vung Tau Water Supply Company was established as a result of the merger of Chau Thanh WTP and
Vung Tau WTP in 1982. Total capaciy was 13,000 m3/day serving 2,500 customers.

In 2005, the company was converted to the sole-member liability limited company which is 100%
owned by the PPC.

In 2007, the PPC approved the plan for equitization of the company. The Ba Ria —Vung Tau Water
Supply Joint-stock company (BWACO) came into operation since 1/1/2008.

Current capacity is 180,000 m3 per day. Coverage area includes Vung Tau City, Ba Ria town, 4 other
towns, 10 commmunes and an industrial park with total clients of 130,000.

The PPC still own 54.94% of BWACO with a charted capital of 190 billion VND.

There are 5 departments in the company: Financial department, Technical-economic Department,
HR department, Customer Service Department, Quality Assurance Department, Network
Management Department.

Dependent units:

+ Water Treatment Enterprise

+ Construction Enterprise

+ Distribution branches for Vung Tau City, Ba Ria Town, Long Dien, Xuyen Moc and Chau Duc

Branch Company: Phu My Wasuco:

In 2004, the Phu My Branch of Ba Ria — Vung Tau Water Supply Company was converted to a joint-
stock company by the Decision 6023/QD-UB of the PPC. The new joint-stock company (Phu My
Wasuco) came into opeartion since 1/1/2005. Its coverage area is Phu My Town. Its chartered capital
is 90 billion VND, of which BWACO share accounts for 28,43%.
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ANNEX D: Health Issues - Extract from Viet Nam Times 15th May 2014

Ha Noi tap water poses health
risks

Ha Noi- Tap water
Samples collected from different plants in the capital city fail to meet the Health Ministry's hygiene
standards and pose a public health hazard, according to the Ha Noi Preventive Medicine Centre.

The centre says tests on samples taken from different water plants in Ha Noi since January this year show
excessive levels of minerals and chemicals that can have serious consequences for residents. A sample
from the Phap Vfo Water Plant showed the Permanganate index, which can cause dermatitis, exceeding
the regulated level by 1.6 times, while that collected from the Ha Dong Water Plant exceeded the allowed
level by 0.4t0 0.8 times.

Seven of 23 samples from different water plants in Ha Noi this March were also found high amounts of
Permanganate and ammonia. This time, samples from the Phap Yan and Ha Dong water plants had
permanganate contamination exceed the regulated level by 1.92 and 2.57 times respectively.

At the Phap Van Ha Ding water plants, the ammonia levels were3 0.3 to 0.7 times the regulated level. .
Two samples from the Son TayWater Supply Company had chlorine levels exceed maximum regulated
levels. High chlorine levels can affect the digestive system, liver and kidneys.

Nguyen Hoa Blnh, deputy director of the Ha Noi Preventive Medicine Centre, told the TilnPhong
(VVanguard) newspaper that the Phap Van and Ha Dingh water plants suffered contamination problems
often because they were old and lacked good quality underground water sources.

Tran Hon Con, lecturer at the Ha NC)i University of Natural Science, also told Tiln Phong that at 0.3mg of
chlorine per litre, the water can be sterilized, but at more than 0.5mg in each litre, it becomes a harmful
substance that can cause digestive disorders and, in some cases, mental disorder, he said. Cén said that if
the amount of ammonia in water exceeded the regulated level by very little, it would not affect people’s
health. But if it was too high, it can transform to nitrite which can lead to anaemia and cancer. - VN
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ANNEXE: Analysis Tabulation of Water Utilities

Population of service areas

Status
Equitized
Private
State-owned

Grand Total

No. Sum of Population ('000s)
23 6,760,832

5 629,807

51 30,681,089

79 38,071,728

Some key indicators of 3 groups

Status
Equitized
Private

State-
owned

Grand
Total

Average of
population served
(% of the total
population number
in the whole area of
operations)

62.9

97.4

59.6

62.0

Average of Production
utilisation (expressed
as a % of design
capacity)

80.2

88.0

80.5

80.8
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Number of domestic connections

Average of
Residential

Consumption (per

capita

consumption)

104

91

110

107

871,426
88,231
3,686,424

4,646,081

Average of
Non-
Revenue
Water
(expressed
as a % of
net water
supplied)

213

20.4

22.9

22.3



Status
Equitized
Private

State-
owned

Grand
Total

Status
Equitized
Private

State-
owned

Grand
Total

Average of

Operating cost m3
sold (VND/m3 sold)

3,312

1,721

2,969

3,006

Average of Non-

Revenue Water

(expressed as a % of

net water supplied)

21.3

20.4

22.9

22.3

Average of Operating
cost m3 produced
(VND/m3 produced)

2,589

1,406

2,295

2,325

Average of Average

price water produced

(mVND per m3)
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4,395

3,395

4,002

4,078

Average of Staff
per 1000
connections
served (number)

6.97

5.76

7.03

6.96

Average of
approved tariff /
tariff rate required
by the water utility
(expressed as % of
required rate)

0.85

0.94

0.87

0.87

Average of
Staff per
1000
population
served
(number)

1.67

1.28

1.64

1.63

Average of
% Increase
in domestic
connections
(% of the
number of
connections
at the start
of that
year)

8.84

9.32

8.88

8.88



ANNEXF: Water Management & Regulation - Good Practices

This note is prepared as a checklist for the current project:

Transitional Situations

10.

11.

Adopt a long-term policy of full economic cost recovery based on affordable service
standards.

Adopt tariff policies that define the approach that will be used to determine revenue
requirements and tariff structure and subsidies.

Understand the condition of existing infrastructure and establish progressive performance
targets based on existing asset condition and likely investment possibilities.

Require business plans to be prepared by regulated utilities that focus on agreed-upon
performance measures and strategies for obtaining full cost recovery.

Adopt uniform financial planning software to support the business planning process and
periodic updates of the business plan and request for tariff adjustment.

Require regulated utilities to conduct willingness to pay surveys to understand the limits of
tariff adjustments in the short and long term.

Recognize that service improvements will most likely be needed before any significant tariff
increases will be accepted.

Initially focus on recovery of operations and maintenance cost and other cash expenses. Do
not get carried away with theoretical positions regarding capital cost recovery until after
operations and maintenance costs are recovered.

Work closely with quality regulators to set realistic public health and environmental
standards. The standards need to be based on the starting condition of the utility,
availability of current and future investment, willingness to pay and incentives for achieving
higher standards over time.

Reaffirm or adopt policies that provide for termination of service to customers and the
conditions that allow for termination of service.

Adopt a policy of direct subsidies by government to customers.

Setting Performance Targets

Be realistic about the starting condition of the infrastructure and available investment
capital and the impact both have on a water utility’s ability to improve service and efficiency.
Establish progressive targets based on the condition of the infrastructure and analysis of
performance by other utilities and countries.
Update performance targets based on comparative analysis of regulated water utilities.
Provide significant incentives to regulated companies that will provide motivation to meet
and exceed performance standards.
Focus on a small number of the most meaningful targets rather than numerous targets.
These are often the indicators that are directly associated with customer satisfaction and
with financial sustainability of the utility.
Require annual reports from regulated utilities that document progress toward meeting cost
recovery objectives and performance measures.
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7.

Require independent verification of the performance measures by the regulated utilities.

Numerous Small Utilities

1.
2.

3.

Only regulate to the level of administrative capacity.
For utilities that are regulated:
a. Provide incentives to encourage small utilities that are regulated to consolidate into
regional authorities.
b. Promote PSP that results in multiple contracts with regulated utilities with one or a
few private companies.
c. Provide incentives to large utilities to adopt institution support mechanisms (ISMs)
targeted at smaller utilities.
d. Base state subsidies to small utilities on comparative analysis (of performance) and
means testing procedures.
e. Tothe extent possible, adopt a policy of declining state subsidies to motivate small
utilities to become more efficient and to increase tariffs to willingness to pay levels.
f.  Allow for simplified tariff and reporting methods for smaller utilities.
g. Encourage central government agencies to provide low-interest loans or grants to
utilities that demonstrate compliance with regulations.
For utilities that are not directly regulated:
a. Adopt policies that provide for community based systems and provide guidelines to
support their organization, operation and administration.
b. Coordinate with NGO’s to promote, organize and train community-based
organizations.

Public Participation

LN

Require service standards to be published and displayed in payment offices and other public
places.

Require regulated utilities to enter into written service standards with customers that
describe service standards and customer rights, duties and remedies.

Issue annual reports that provide information about the condition of the sector, progress
achieved and future targets.

Provide periodic information documents to government agencies and print media about the
cost of water service and need for tariffs.

Conduct information sessions with NGOs and public institutions (schools) about the
condition of the sector, progress, future targets and need for rate adjustments.

Organize and support water watch groups.

Require regulated utilities to provide early notice of their intent to request tariff increases.
Provide for customer input in the tariff review process through public hearings.

Allow for either (a) rebates to customers that do not receive service to the level of agreed-
upon service standards or (b) roll-back of tariffs is service standards are not met.

May 2014
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ANNEX G: Sewerage & Wastewater Services

Over the past 20 years, the Government of Vietnam has made considerable effort to develop urban
sanitation policies and to invest in urban sanitation including wastewater treatment systems.

According to the WB Urban Wastewater Review Report (2013), by 2012 some 17 urban wastewater
systems had been constructed in Hanoi, Ho Chi Minh City and Da Nang and another five systems in
provincial towns and cities with a total capacity of 530,000 cubic meters per day (m3/day). Currently
some 30 new wastewater systems, primarily comprising combined systems, are in the
design/construction phase.

During the past decade annual sanitation sector investment has been USD 150 million or USD 2.1
billion for drainage and wastewater during the period 1995-2009. This represents 0.45 percent of
GDP annually.

Despite these impressive initiatives, urban sanitation continues to face critical issues that need to be
urgently addressed:

e Although 60 percent of households dispose of wastewater to a public system, much of this is
directed informally to the drainage system and only 10 percent is treated.

e  While 90 percent of households dispose of wastewater to septic tanks, only 4 percent of
septage is treated. Fecal sludge management is generally poor in most cities

e The focus of wastewater expenditure to date has been in constructing treatment facilities,
but this has not always been accompanied by appropriate collection systems.

e Despite wastewater tariffs in the order of 10 percent of water tariffs being charged, cost
recovery of the capital and operations and maintenance (O&M) costs of the wastewater
systems is generally low.

e Institutional arrangements do not encourage efficient system operation with the
wastewater enterprises having limited autonomy to manage operations and undertake
system development.

e Financing needs are still very high. It is estimated that USD 8.3 billion will be required to
provide sewerage to the forecast 2025 urban population of 36 million. This needs to be
addressed in the context of the estimated economic losses resulting from poor sanitation of
USD 780 million per year or 1.3 percent of GDP (WSP, 2007).

The status of urban waste water management in Vietnam is illustrated in the following diagram:
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Figure 1. Status of urban waste water management in Vietnam
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