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What is Regulation?

 Set of rules that are applied to control or restrict
behavior that may produce undesired
conseguences or enable desirable behaviors

For public services such as water supply,
regulation establishes mechanisms for
overseeing, facilitating and monitoring of activities
of service providers (whether public or private)
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Why Is Regulation Needed?

1. Prevent Market Failure
e Information Failure
o Externalities
« Monopoly power

2. Proxy for Competition
 For Production Efficiency

« Customer focus
 Assures prudent investment




REGULATORY FRAMEWORK

Amendment of the

PUC regulates = Guidelines on tariff
NWSDB Act and NWSDB setting
Implementing

e Service standards
guidelines

and KPIs

e Customer service
code




Roles and Responsibilities

V Define Sector Policy
V Sector Planning
V Investment and Subsidy Program

V Rules and Regulations on Tariffs, Service
Quality, Consumer Relations
V Enforcement of Regulations and Standards

V Provision of Service to Consumers

V Investment Planning and Execution

V Compliance with Regulations

V Compliance with Contractual Obligations




Water Sector Regulation

NESRLITE: - Economic

Legislative Price Setting & Technical Customer
Aspects Financial Aspects Aspects Service Aspects




Ensure that water and wastewater services are delivered
at fair and reasonable tariffs

Protect the short-term and long-term interests of
customers

Ensure that customers receive the expected levels of
service

Ensure the financial viability of service providers

Provide certainty for sector investments
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Economic Regulator

/\




1. At National Level
— UK (England and Wales)
— Philippines
- Sri Lanka

2. At State Level

 United States
 Australia

3. Specific Purpose Regulator
* Philippines




e Southeast Asia e South Asia

— Indonesia — India (Chennai, Bangalore,
_ Japan Ahmedabad)

— Korea — Pakistan

— Vietnam — Bangladesh
— Nepal

— Thaliland e PRC

— Myanmar
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Obligations of a Service Provider

1. Provide LoS commensurate to cost
2.Comply with required standards

3. Be operationally efficient
4.Achieve Customer Satisfaction

5. Protect the Environment

0. Be sustainable
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Levels of Service

A. LoS

e (Coverage, pressure, supply continuity
* Need clear definitions and targets

B. Standards

e Water quality
e Wastewater effluents
e Materials specifications
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Regulators Main Activities

Setting affordable LoS/standards and prices

Collecting performance information
Performance evaluation

Ap
Pu
Ba

olying interventions to achieve targets
nlic Reporting

ance Interest of all stakeholders



setting Affordable LoS / Standards and
Prices
see | A Levels of Service
W() 1. Pertains to coverage, pressure, supply
Presemedb: continuity
C: 2. Need clear definitions and targets
o 3. Must reflect tariff affordability

B. Standards

1. Water Quality
e | ocal or International Standards

2. Wastewater Effluents
3. Material Specifications
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A.

B.

Setting Standards

Source

1. Laws or National Standards

< \Water Quality
e \Wastewater effluent
< Material Specification

2. Past performance

3. Benchmarking
< Regional
< [International

Immediate or Phased-In
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Regulators Main Activities

Setting affordable LoS/standards and prices
Collecting performance information

Pe
Ap
Pu
Ba

rformance evaluation
olying interventions to achieve targets
nlic Reporting

ance interest of all stakeholders
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Key Result Areas

Major concerns which the Board or
Management are expected to invest most of
their time, energy and talent during their
period

They are areas which when given attention to
will give most benefits (critical few)

Sample KRA’s

= Staff Development

< Product Development
< Productivity

= Profitability
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1.

Pareto’s Law

If all items are arranged in order of value 80%
of the value would come from 20% of those
items

80% of Sales come from 20% of customers
80% of dinner repeat 20% of recipe
80% of washing is done on 20% of the wardrobe
80% of eating Is done at 20% of favorite restaurant
Focus on 20% where the high value is:
Do not get bogged down on the 80% low-value
activities
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Key Performance Indicators (KPIs)

« Quantitative measures of a particular
aspect of service provides performance

* Linked to standards or target regime
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Criteria for KPI selection

Few in numbers

Straightforward to measure, report, and audit
Indicative of overall performance

Suitable for target selection

Comparable across similar service providers
(facilitate benchmarking)



Sri Lanka:
Strengthening the
Regulatory
Framework
for Water Supply and
Sanitation (2007)

Presented by:

cO
N4

IDP Consult

Why Monitor?

“Objectives determine behavior ----
Consequences maintain that behavior

1. GAUGE PERFORMANCE

« Merit / bonuses
« Retention
< Counseling

2. ARE GOALS BEING MET

e Corrective actions
e (Goal revision

3. BASIS FOR POLICY MAKING
< New policies, Strategies
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Monitoring

Monitoring — work performed to assess work in
progress and results secured

Activities in Monitoring

= Developing performance standards (criteria)
Objectives Past Performance  Standards
Business Plans Specifications Benchmarking

< Measuring Performance
Financial Measurements — reports
Physical Accomplishment — audit, inspection

Performance Appraisal

-« Evaluating performance
Comparison with standards

<« Correcting performance



< Collecting Information and Measuring
Performance
W‘Z"y)" Regardless of how well designed the
Presened by’ regulating institutions are, the regulators are
CD still dependent on information provided by
i companies who tend to know the business

better and hold superior information




Collecting Information and Measuring
Performance

Sri Lanka:
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fogw';;'ffén”%g%%nd A. Information must:
< Be based on KPlIs

Presented by:

C: < Indicate actual progress vs. agreed targets
IDP Consult e Be regularly provided in a standardized format

< Be provided on time
e Be subject to audit if needed




Collecting Information and Measuring
Performance
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Preseted by = Synchronize testing or data gathering
AR . .
« v « QOperational audits
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= Trending / exceptional results
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Regulators Main Activities

Setting affordable LoS/standards and prices
Collecting performance information
Performance evaluation

Applying interventions to achieve targets
Public Reporting

Balance interest of all stakeholders
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Applying Interventions to achieve
LoS/Stds

A. Intervention must be timely appropriate
and should motivate utility

B. Types of Interventions
1. Progress reminders

2. Proactive actions
e« Commendation
e (Consultation / rtd
e [ssue resolution
< Benchmarking reports
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Applying Interventions to achieve
LoS/Stds

3. Penalties / Sanctions
e Fines
< Tariff Reduction / Disapproved

4, Recourse to Higher Authority
< Judicial system
= Arbitrators
= Appropriate Ministry
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Public Reporting

A. Why Public Reporting

1.
2.
3.

Demonstrate Transparency
For possible comparative reporting
Can be more effective than financial penalties

B. Best Practices

England / Wales

Offwat Annual Report on LoS
(www.ofwat.gov.lk)

Philippines : NWRB Benchmarking
LWUA Industry Average
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Balance Interest of all Stakeholders

A. Government

< All gov't policies are taken up in target setting
B. Utility

< Utility must remain sustainable and responsive

C. Customers

= Regulator must represent all classes of
customers

« Enforcement of customer code

D. Funders
e Ensure loan recovery



