BUILDING UP THE PHILIPPINES:
DISCUSSION SERIES ON PHILIPPINE INFRASTRUCTURE DEVELOPMENT
Roundtable Discussion 2
May 25, 2007
Room 404, Ateneo Professional Schools
Rockwell, Makati City

PROCEEDINGS
1. Welcome / Opening Remarks (Maita Gomez)
In the opening remarks, Maita welcomed the participants to the second
roundtable discussion on infrastructure development. She briefly described the
rationale for this RTD series that is being conducted jointly by EPRA and AER,
with support from the USAID.
Following the welcome remarks was the introduction of participants.
2. Presentation: “Risks and Opportunities Faced by Small Peri-Urban Water
Service Providers: Two Cases” (Jude Esguerra)
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2.1.1

Imbedded hypothesis: There are small water providers (SWPs)
operating within large franchises
- They respond to demands for improved water services that the central
utility is unable, or chooses not to, immediately supply;
- Face risks that arise from the policies and practices of central utilities
- Face risks and difficulties that central utilities and their regulators can
help address;
- Have advantages over large providers
- Can co-exist with central utilities in the long-term

2.1.2 Risks and disadvantages
- There is a claim to exclusivity by the central utility.
- Bulk sales policies raise business risks
- Reticulation standards refer to the system of distribution that has been
set up.
• Reticulation standards preclude step-wise service level
improvement
• Reticulation standards act as pretexts for the forced take-over by
central utilities
• Worse case scenario: if capacity of small water providers is based
on “stage zero” capacity
- Collective action failures deter investments
- Financing approaches raise collective action requirements.
2.1.2.1 Claims of Exclusivity
- Exclusivity implies the involvement of two parties. The issue here is to
determine whether or not water distribution is being done by a single
party, or by a combination of entities. When combined, it is implied that
the main service provider is not rendering the proper services that are
needed.
- Risks and reticulation standards:
• Taguig – high risk for SWP
o No standards set at the start for mother meter operators; no
reticulation system at all since the start of the business
partnership
o Low service levels (hours and water pressure) cited as the
cause of the “sub-standard reticulation system”
o Poor reticulation and associated deteriorating service level used
as a pre-text for involuntary take-over by the MWCI
• Binangonan – high risk for SWP
o The argument on reticulation standards may be used in the
context of bulk-sales arrangements, together with the MWSSRO conversion policy, may be used as a means for the MWCA
take over of coop service areas. This is over and above the
issue of exclusivity.
o Concession agreement provides no language for compensation
of assets rendered redundant – perhaps even in instances
where reticulation standards are high
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•

2.1.2.2
•
•
•

2.1.3

o Service level outcomes and NPV of future income streams of
SWP – not reticulation – may be used for computing
computation compensation
San Fernando – Angeles water district (WD) collaboration in
Telabastagan – low risk
o Contract specifies the following:
 WD standards should be used
 Inclusion of the period of cost recovery
 Recovery of book value of remaining assets
 Include cost of water to be sold
 Bounds of the service be specified
 Include performance standards to be followed, as well as
monitoring protocols
Bulk sales
Socialized scheme operating in Taguig and Bacolod
Semi-business – run by the Pag-Asa Water Cooperative in the
municipality of Binangonan
Discounted in Davao City, through the new subdivision systems. A
similar system of 50% discount given by the Kisumu water district in
Kenya was cited.

Recommendations Presented

2.1.3.1
•

•

•
•

2.1.3.2

Re. bulk sales
Deep discounts on bulk sales, similar to Kisumu, where high
delinquency rates and losses can be addressed locally, and the
recovery of “required revenues” from the rest of the customer base
is assured
Promotion of reformed bulk sales agreements where efficiencies
can be realized, such as those in open areas. This can be enforced
through publicly funded community leadership capability building
interventions
Conversion of direct connections to bulk arrangements in difficult
areas, such as urban poor sections located within the Maynilad
service area and other water districts
Reform pricing arrangements between and among all service
providers in the community

Re. financing
• Long-term universal financing from customer base for secondary
lines and mother meters, especially in urban poor areas – local
government units can co-finance service line extensions.
• Community contributions matched by LGU contributions in non-poor
areas that are commercially unviable. One reason for this is the
distance of the consumer to the water service provider. In such
cases, the local government units can be asked to co-finance
service line extensions.
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•
•

2.2.3.3
•

•

•

Recognition of step-wise service level improvement approaches,
where creditors will not finance community storage and distribution
systems.
Water distribution and concessionaire to take on credit retailing
roles for SWPs. Oftentimes, banks do not understand the business
mechanics related to storage and distribution. Small water districts
can be tapped to serve as conduits for finance.
Re. exclusivity
MWSS concession agreements are mere licenses to serve. There
should be a presumption of free entry: who regulates small water
utilities that operate within franchises; are these set-ups selfregulating. The franchise holder has the right to outbid offers of
SWPs, but not the right to exclude small providers.
The formation of a self-regulating water cooperative is
recommended in the absence of matching for SWP proposals from
the central utility. This is recognition of the fact that the NWRB has
limited national presence. A strong formation of people within the
cooperative service area is a needed innovation that will ensure
rapid progress towards an expanded coverage.
Encourage the use of surface water by imposing taxes on ground
water extraction, especially in critical areas. There should be a bias
for central utility that get the bulk water supply from surface
sources.

3. Comments / Reactions to the Presentation
3.1

Setting the policy framework for water – was the study done in
consideration of a bigger policy framework for water?

3.2

Arriving at a common definition of “exclusivity”
- The term “exclusivity” has to be made clear at the onset. Legal bodies,
as well as the MWRB, have been consulted. In fact two legal
frameworks operate in Binangonan. For Manila the franchise holder
remains to be MWSS.
- Discussions on exclusivity should consider the fact that there may be
communities that are not immediately serviceable

3.3 Was consideration given to the economies of scale? As the population
increases, new water sources are needed. Efficiencies and costs should be
considered.
- Jude agreed that economies of scale, rather than law, should be the
starting point of the discussion on water distribution. He said the
economies of scale were specifically tackled after the discussion
regarding the unbundling of the water systems.
- He added that the economies of scale in the Philippines are bigger
than those of the UK.
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3.4 Financial capacities to operate - How financially prepared are the central
utilities providers to manage and run the business? Jude said the water
service providers in the west zone should be seen as operating within a
“transitory” frame. He added that Manila Waters did not have funds during its
first five years of operation, and that it was cont capable of giving the full
service that was required of it as a central utility provider.
- Lito Taruc disagreed with the second statement. Based on his
previous stint with the BOI, he said he could not recall a time when
Manila Waters did not have money. He added, though, that during the
said period, Manila Waters may not have had enough funds to cover
both water distribution and sewerage services.
- Maynilad representative (JAPITAN) added that the financial difficulties
of Manila Waters during the period in question was not an isolated
event, as it happened during the time of the Asian financial crisis. She
suggested that the presentation of the financial status of Manila Waters
during that period be phrased in a better manner.
3.5 Maita posed this question: Is water distribution a good business?
- According to Lito, it is a profitable business, as his working as an
independent, small scale water distributor financed his college
education.
- Rollie of Manila Waters said that small water service providers have
finite, time-bound businesses. Business is only as good as the supply
lasts. He added that Taguig and Binangonan have their own water
sources.
3.6 Related to this is the question of Andrew regarding the minimum economical
size for small water services providers.
- According to Jude, there should be 200 households that will be
serviced
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-

Alma said that an entire water system should be able to service at least
1,000 households
Rollie added that such a system should be capable of extracting a
minimum of one million liters of water per day.

3.7 What is the average daily water consumption, per family?
- Jude said that water consumption stands at 40 liters per person per
day, on the average.
- According to Rollie, the average water consumption of a regular
household stands at 32 cubic liters per month.
3.8 Corrections / clarifications regarding the presentation:
- There were no water service providers in Taguig prior to the entry of
the MWSS.
- In Binangonan, Manila Waters tried to avoid undue competition with the
Pag-asa Water Cooperative, but it was the people who asked for their
services. The target of Manila Waters is to serve 30% of the
population of Pag-asa through bulk sales.
- Manny (USAID) said the comments on the presentation should be
taken as a whole, rather than being perceived merely as positive or
negative reactions, towards generating recommendations for
government policy reforms. He added that the forum is merely looking
at a small section or aspect of activities within the water section.
• Jude said the study was done not to assess small and big water
providers as a whole, but only to assess the risks that small
water providers faced.
- John (USAID) noted that the paper was limited to risks faced by small
providers. He said the donor’s concern was universal access to water.
The paper should also focus on the consumer, and if it is found that the
consumer pays three times more than the ideal cost for services
delivery, then there should be a corresponding policy review of the
water services framework.
3.9 How are incentives presented to the community? Jude said incentives should
not be treated as discounts, but as compensation for the services that have
been provided
3.10Other issues that need to be addressed:
- In Alabang, the homeowners association wants to tap the services of
Maynilad, but the member anticipate problems because the mayor is in
the water delivery business.
3.11Recommendations from the Participants
- On how to improve the presentation
• It would be more interesting to study how the small water
providers set prices for bulk water. Prices will definitely vary,
based on whether the bulk supply is treated water or untreated
water.
• A related study would be how to make water provision services
cost-efficient to the consumers.
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On areas of possible future engagement
• There is an ongoing water supply roadmap that is being
prepared by the government. It is important to rationalize the
roles of the water service providers in this undertaking. One
aspect of the study is looking at the feasibility of creating a
revolving fund for the water services sector.
• There should be studies that will show the impact on urban poor
communities, and how adverse effects can be minimized since
this is the most affected sector on the issue of access to potable
water (available services, costs, etc.).
o To support this recommendation, Rollie pointed out that in
Manggahan water is sold at P1.50 per container (it will take
10 containers to fill up 1 drum). Average cost of water,
based on this computation, is at P75 per cubic liter.
• Lito asked the facilitators to consider the holding of follow-up
sessions on water services delivery.

4. Closing remarks (Men Sta. Ana)
In closing, Men thanked all who came for their active participation in the discussion,
and for the comments, observations and recommendations that were raised. He
said that the paper is a “work in progress”, and as such can still accommodate
changes and modifications. It can still be framed differently. The identified gaps can
be addressed in perhaps another version of the paper that was presented.
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